NEKTAR THERAPEUTICS

FORM 10-Q

(Quarterly Report)

Filed 07/29/10 for the Period Ending 06/30/10

Address

Telephone
CIK
Symbol
SIC Code
Industry
Sector
Fiscal Year

201 INDUSTRIAL ROAD

SAN CARLOS, CA 94070
6506313100

0000906709

NKTR

2834 - Pharmaceutical Preparations
Biotechnology & Drugs

Healthcare

12/31

http://www.edgar-online.com
© Copyright 2010, EDGAR Online, Inc. All Rights Reserved.

Distribution and use of this document restricted under EDGAR Online, Inc. Terms of Use.




Table of Contents

UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
WASHINGTON, D.C. 20549

FORM 10-Q

Xl QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934

For the quarterly period ended June 30, 2010
or

O TRANSITION REPORTS PURSUANT TO SECTION 13 OR 15(d)OF THE SECURITIES EXCHANGE
ACT OF 1934

For the transition period from to

Commission File Number: 0-24006

NEKTAR THERAPEUTICS

(Exact name of registrant as specified in its chaetr)

Delaware 94-313494C
(State or other jurisdiction of (IRS Employer
incorporation or organization) Identification No.)

201 Industrial Road
San Carlos, California 94070

(Address of principal executive offices)

650-631-3100

(Registrant’s telephone number, including area code

(Former name, former address and former fiscal yearif changed since last report)

Indicate by check mark whether the registrant éf filed all reports required to be filed by Seeti® or 15(d) of the Securities Excha
Act of 1934 during the preceding 12 months (ordioch shorter period that the registrant was requodile such reports), and (2) has been
subject to such filing requirements for the pasti@gs. YesX No O

Indicate by check mark whether the registrant liésnstted electronically and posted on its corpo¥atb site, if any, every Interactive
Data File required to be submitted and posted fumsto Rule 405 of Regulation S-T (8232.405 of dtiapter) during the preceding 12 months
(or for such shorter period that the registrant veagiired to submit and post such files). YEk No O

Indicate by check mark whether the registrantlarge accelerated filer, an accelerated filer, @-accelerated filer, or a smaller reporting
company. See definitions of “large accelerated,fifaccelerated filer” and “smaller reporting coany” in Rule 12b-2 of the Exchange Act.

Large accelerated file [ Accelerated file

Non-accelerated file O (Do not check if a smaller reporting compa Smaller reporting compar O
Indicate by check mark whether the registrantsbell company (as defined by Rule 12b-2 of the Brge Act). Yes[ No
The number of outstanding shares of the regissa@@®mmon Stock, $0.0001 par value, was 94,189,85hly 23, 2010.
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Forward-Looking Statements

This report includes “forward-looking statementsthin the meaning of Section 27A of the Securies of 1933, as amended (the
“Securities Act”), and Section 21E of the Secusitiexchange Act of 1934, as amended (the “Excharmg§.All statements other than
statements of historical fact are “forward-lookstgtements” for purposes of this quarterly reparForm 10-Q, including any projections of
earnings, revenue or other financial items, antestants regarding the plans and objectives of mamagt for future operations (including, |
not limited to, pre-clinical development, clinidalls and manufacturing), any statements concgrpinposed drug candidates or other new
products or services, any statements regardingef@conomic conditions or performance, any statésnegarding the timing of the move of
our corporate headquarters to, and the estimatgtd of the facility subject to the sublease wifizé?, Inc. dated September 30, 2009, any
statements regarding the success of our collabosgtincluding in relation to the license agreenveithh AstraZeneca AB dated September 20,
2009, any statement regarding our plans and obgcfor our collaboration with Bayer Healthcare Leftered into in August 2007 for
BAY41-6551 (NKTR-061 or Amikacin Inhale), includingdans and objectives to initiate Phase 3 clinidals, any statements regarding the
plans and timing of any transaction regarding NKI®, and any statements of assumptions underlyiggtthe foregoing. In some cases,
forward-looking statements can be identified byuke of terminology such as “may,” “will,” “expec¢tsplans,” “anticipates,” “estimates,”
“potential” or “continue,” or the negative theremfother comparable terminology. Although we bedi¢lvat the expectations reflected in the
forward-looking statements contained herein aregeable, such expectations or any of the forwao#tit@y statements may prove to be
incorrect and actual results could differ mateyiflbm those projected or assumed in the forwaokilng statements. Our future financial
condition and results of operations, as well asfanyard-looking statements, are subject to inhernsks and uncertainties, including, but not
limited to, the risk factors set forth in Partltem 1A “Risk Factors” below and for the reasonsatibed elsewhere in this quarterly report on
Form 10-Q. All forward-looking statements and reeswhy results may differ included in this repad enade as of the date hereof and we do
not intend to update any forward-looking statementsept as required by law or applicable regulati&xcept where the context otherwise
requires, in this quarterly report on Form 10-@, t@ompany,” “Nektar,” “we,” “us,” and “our” refeto Nektar Therapeutics, a Delaware
corporation, and, where appropriate, its subsig&ari

Trademarks

All of our brand and product names, including, bot limited to, Nekta® , contained in this documare trademarks, registered
trademarks or service marks of Nektar Therapetritise United States (U.S.) and certain other agesmtThis document also contains
references to trademarks, registered trademarksemite marks of other companies that are thegutppf their respective owners.
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PART |: FINANCIAL INFORMATION
Item 1. Condensed Consolidated Financial Statemen— Unaudited:

NEKTAR THERAPEUTICS

CONDENSED CONSOLIDATED BALANCE SHEETS
(In thousands, except per share information)

(Unaudited)
June 30, December 31,
2010 2009
ASSETS
Current assett
Cash and cash equivalel $ 23,24« $ 49,591
Shor-term investment 314,97¢ 346,61-
Accounts receivabl 9,44¢ 4,801
Inventory 9,77 6,471
Other current asse 6,362 6,18:%
Total current asse $ 363,80¢ $ 413,66t
Property and equipment, r 88,22 78,26:
Goodwill 76,50 76,50
Other asset 2,10¢ 7,08¢
Total asset $ 530,63t $ 575,51
LIABILITIES AND STOCKHOLDERS ' EQUITY
Current liabilities:
Accounts payabl $ 4,627 $ 3,06¢
Accrued compensatic 7,90¢ 10,05:
Accrued expense 10,18¢ 4,35¢
Accrued clinical trial expens¢ 13,34¢ 14,16°
Deferred revenue, current porti 65,34 115,56:
Other current liabilitie: 6,051 5,814
Total current liabilities $ 107,46t $ 153,01t
Convertible subordinated not 214,95! 214,95!
Capital lease obligatior 17,88 18,80(
Deferred revenu 71,91( 76,80¢
Deferred gair 4,58¢ 5,02
Other lon¢-term liabilities 4,30z 4,54«
Total liabilities $ 421,10¢ $ 473,15:
Commitments and contingenci
Stockholder’ equity:
Preferred stock, $0.0001 par value; 10,000 sharé®eazed Series A; 3,100 shares designatel
shares issued or outstanding at June 30, 2010 aeoeniber 31, 200 — —
Common stock, $0.0001 par value; 300,000 sharémared; 94,131 shares and 93,281 shares
issued and outstanding at June 30, 2010 and Decehp2009, respective 9 9
Capital in excess of par vali 1,342,19! 1,327,94.
Accumulated other comprehensive inca 581 1,02t
Accumulated defici (1,233,250 (1,226,60)
Total stockholder equity 109,52¢ 102,36’
Total liabilities and stockholde’ equity $ 530,63t $ 575,51

The accompanying notes are an integral part oktoeadensed consolidated financial statements.
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NEKTAR THERAPEUTICS

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

(In thousands, except per share information)

(Unaudited)
Three months endec Six months endec
June 30, June 30,
2010 2009 2010 2009
Revenue
Product sales and royalti $11,15¢ $10,52¢ $14,73¢ $ 16,99t
License, collaboration and otk 31,40¢ 2,46° 61,06 5,704
Total revenu 42,56 12,98¢ 75,80( 22,69¢
Operating costs and expens
Cost of goods sol 4,88¢ 10,37¢ 9,18¢ 16,00¢
Research and developmt 25,60( 24,00: 48,88¢ 47,36¢
General and administrati\ 10,20% 9,087 19,22( 20,101
Total operating costs and expen 40,69¢ 43,46¢ 77,29 83,471
Income (loss) from operatiol 1,86 (30,480 (1,490 (60,779
Non-operating income (expensi
Interest incomt 39¢ 95C 85¢€ 2,60(
Interest expens (2,909 (2,94¢) (5,860 (6,285
Other income, ne 162 203 187 24¢
Total nor-operating expens (2,359 (1,795 (4,817 (3,437)
Loss before provision (benefit) for income ta (48¢€) (32,27%) (6,309) (64,215
Provision (Benefit) for income tax 31 (20€) 33¢ (339
Net loss $ (517) $(32,069) $(6,647) $(63.87¢
Basic and diluted net loss per sh $ (00 $ (035 $ (0.09) $ (0.69
Shares used in computing basic and diluted netdesshart 94,06¢ 92,55¢ 93,84¢ 92,53¢

The accompanying notes are an integral part oktheadensed consolidated financial statements.
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NEKTAR THERAPEUTICS

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(In thousands)
(Unaudited)

Cash flows from operating activities:
Net loss

Adjustments to reconcile net loss to net cash usegerating activities

Depreciation and amortizatic
Stoclk-based compensatic
Deferred ren
Other nor-cash transactior
Changes in operating assets and liabilit
Accounts receivabl
Inventory
Other asset
Accounts payabl
Accrued compensatic
Accrued expense
Accrued clinical trial expense¢
Deferred revenu
Other liabilities
Net cash used in operating activit
Cash flows from investing activities:
Purchases of investmer
Sales of investmen
Maturities of investment
Transaction costs from Novartis pulmonary asset
Purchases of property and equipm
Net cash provided by investing activiti
Cash flows from financing activities:
Payments of loan and capital lease obligat
Proceeds from issuances of common s
Net cash provided by (used in) financing activi
Effect of exchange rates on cash and cash equis:
Net decrease in cash and cash equiva
Cash and cash equivalents at beginning of pe
Cash and cash equivalents at end of pe

Six months endec

June 30,
2010 2009

$ (6,647) $ (63,876
8,33¢ 7,35¢
8,10¢ 4,691

542 —
(747) 56
(4,645 2,36:
(3,306 (791)
(13€) 1,28¢
2,18 (5,51%)
(2,149 (4,687)
1,01z (1,349
(81€) (5,51%)
(55,12() (4,117)
(729) (995)
$ (54,1160  $ (71,07)
(218,27Y (186,01
8,19 7,62
241,25¢ 221,94¢
- (4,440
(8,796 (7,999

$ 22,38 $ 31,12
(731) (61€)
6,14¢ 9C
$ 5417 $ (526
(36) (109)
$ (26,359  $ (40,59)
49,59’ 155,58«

$ 2324«  $114,99:

The accompanying notes are an integral part oktheadensed consolidated financial statements.

6



Table of Contents

NEKTAR THERAPEUTICS

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S
June 30, 2010
(Unaudited)

Note 1—Organization and Summary of Significant Accanting Policies
Organization

We are a clinical-stage biopharmaceutical compaadtuartered in San Carlos, California and incatearin Delaware. We are
developing a pipeline of drug candidates thatagilbbur PEGylation and advanced polymer conjugatentdogy platforms designed to improve
the therapeutic benefits of drugs.

Basis of Presentation and Principles of Consolidation

Our consolidated financial statements include thanfcial position, results of operations and césivs of our whollyewned subsidiarie:
Nektar Therapeutics AL, Corporation (Nektar AL),Ktbr Therapeutics (India) Private Limited, Nektdrefapeutics UK, Ltd. (Nektar UK) ai
Aerogen, Inc. All intercompany accounts and tratisas have been eliminated in consolidation. Thegmeof Nektar AL, an Alabama
corporation, with and into its parent corporatibiektar Therapeutics, was made effective July 30928 of the effective date, the separate
existence of the Alabama corporation ceased, dmijhats, privileges, powers and franchises of Att@bama corporation are vested in Nektar
Therapeutics, the surviving corporation.

We prepared our Condensed Consolidated Finanasti@ents following the requirements of the Seagitind Exchange Commission
(SEC) for interim reporting. As permitted undergbaules, certain footnotes or other financialinfation that are normally required by U.S.
generally accepted accounting principles (GAAP) lsartondensed or omitted. In the opinion of managenthese financial statements incl
all normal and recurring adjustments that we carsigtcessary for the fair presentation of our fa@rposition and operating results.

Our Condensed Consolidated Financial Statementdesr@minated in U.S. dollars. Accordingly, chanigesxchange rates between the
applicable foreign currency and the U.S. dollat affect the translation of each foreign subsidiafinancial results into U.S. dollars for
purposes of reporting our consolidated financiaules. Translation gains and losses are includedtd@umulated other comprehensive incon
the stockholders’ equity section of the CondensedsGlidated Balance Sheets. To date, such cumelatinslation adjustments have not been
material to our consolidated financial position.

Revenue, expenses, assets, and liabilities canduaiyg each quarter of the year. Therefore, tealte and trends in these interim
Condensed Consolidated Financial Statements malyentite same as those for the full year.

The accompanying Condensed Consolidated Balanaet 88®f June 30, 2010, the Condensed ConsoliGstements of Operations for
the three months and six months ended June 30,&@12009, and the Condensed Consolidated Statemie@ash Flows for the six months
ended June 30, 2010 and 2009 are unaudited. Thde@sed Consolidated Balance Sheet data as of Dec&hp2009 was derived from the
audited consolidated financial statements whichiresiided in our Annual Report on Form 10-K fileitwthe SEC on March 2, 2010. The
information included in this quarterly report onrfFo10-Q should be read in conjunction with the adidsited financial statements and the
accompanying notes to those financial statementaded in our Annual Report on Form 10-K for theryended December 31, 2009.

Use of Estimates

The preparation of financial statements in conftymiith U.S. GAAP requires management to make egtisiand assumptions that af
the reported amounts of assets and liabilitiescastiosure of contingent assets and liabilitiethatdate of the financial statements and the
reported amounts of revenue and expenses duringplogting period. Actual results could differ frahrese estimates.

Reclassifications

Certain items previously reported in specific fingh statement captions have been reclassifiednéoem to the current period
presentation. Such reclassifications do not impaetiously reported revenue, operating loss otos or total assets, liabilities or
stockholders’ equity.

Segment I nformation

We operate in one business segment which focusapmging our technology platforms to improve tlegfprmance of established and
novel medicines. We operate in one segment becaudeusiness offerings have similar economics ahdracharacteristics, including the
nature of products and production processes, typegstomers, distribution methods and regulatornsirenment. We are comprehensively
managed as one business segment by our Chief BxeQifficer and his management team.
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NEKTAR THERAPEUTICS

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S—(Continued)
June 30, 2010
(Unaudited)

Significant Concentrations

Our customers are primarily pharmaceutical andelsimtology companies that are located in the U.& Eamope. Our accounts receiva
balance contains billed and unbilled trade recdasfyom product sales, royalties, and collaboeatesearch agreements. We provide for an
allowance for doubtful accounts by reserving foeafically identified doubtful accounts. We genéralo not require collateral from our
customers. We regularly review our customers’ payrhéstories and associated credit risk. We haveerperienced significant credit losses
from our accounts receivable and our allowancaéarbtful accounts was nil at both June 30, 2010Recember 31, 2009.

We are dependent on our partners and vendors widercaw materials, drugs and devices of appropdaiality and reliability and to
meet applicable regulatory requirements. Consedyyéntthe event that supplies are delayed or mfged for any reason, our ability to deve
and produce our products could be impaired, whalicchave a material adverse effect on our busjriessicial condition and results of
operations.

Revenue
Product sales and royalties

Product sales are primarily derived from cost-phanufacturing and supply agreements with our coliation partners and revenue is
recognized in accordance with the terms of theedlagreement. We have not experienced any signifieturns from our customers.

Generally, we are entitled to royalties from ourtpars based on their net sales once their produetapproved for commercial sale. We
recognize royalty revenue when the cash is recavechen the royalty amount to be received is el and collection is reasonably assured.

License, collaboration and other

We enter into technology license agreements ardtmmitive research and development arrangemetiigoivirmaceutical and
biotechnology partners that may involve multipléwgables. Our arrangements may contain one oerobthe following elements: upfront
fees, contract research, milestone payments, metowiizg and supply, royalties, and license feeshkieliverable in the arrangement is
evaluated to determine whether it meets the caiterbe accounted for as a separate unit of acoguat whether it should be combined with
other deliverables. Revenue is recognized for edeinent when there is persuasive evidence thatrangement exists, delivery has occurred,
the price is fixed or determinable, and collecii®neasonably assured.

Upfront fees received for license and collaboratigeeements are recognized ratably over our expeetdormance period under the
arrangement. Management makes its best estim#te period over which we expect to fulfill our parhance obligations, which may include
technology transfer assistance, clinical develograetivities, and manufacturing activities from depment through the commercialization of
the product. Given the uncertainties of researchdavelopment collaborations, significant judgmisirequired to determine the duration of
performance period.

Performance milestones payments received are ddfard recorded as revenue ratably over the pefitiche from the achievement of
the milestone and our estimated date on which éxémilestone will be achieved. Management maksebdst estimate of the period of time
until the next milestone is reached. Final milestpayments are recorded and recognized upon acitw respective milestone, provided
collection is reasonably assured.

The original estimated amortization periods forrapf fees and milestone payments are periodicabyuated to determine if
circumstances have caused the estimate to chadgésm amortization of revenue is adjusted prosigely.

Income Taxes

For the three and six months ended June 30, 204 @eeorded a net income tax provision for our ojpama in India at an effective tax
rate of 34%. The U.S. Federal deferred tax assetrgéed from our net operating loss has been faigrved. For the three and six months
ended June 30, 2009, we recorded an overall bdoefitcome taxes, comprised of a U.S. federal state income tax benefit relating prima
to a refundable credit under the American Recoe@y Reinvestment Tax Act of 2009 and a foreigntimedax provision for India.

We account for income taxes under thelitgbinethod, in which deferred tax assets and litée$ are determined based on differences
between the financial reporting and tax reportingds of assets and liabilities and are measurad asacted tax rates and laws that are
expected to be in effect when the differences gpeeed to reverse. Realization of deferred tagtass dependent upon future earnings, the
timing and amount of which are uncertain.
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NEKTAR THERAPEUTICS

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S—(Continued)
June 30, 2010
(Unaudited)

Recent Accounting Pronouncements
FASB Accounting Standards Update 2009-13, ReveacedRition (Topic 605) — Multiple-Deliverable ReuerArrangements

In October 2009, the FASB published Accounting Stads Update (ASU) 2009-13, which amends the @iteridentify separate units
of accounting within Subtopic 605-25, “Revenue Rgttion-Multiple-Element Arrangements”. The revisguidance also expands the
disclosure required for multiple-element revenuargements. FASB ASU No. 2009-13 is effective fecdl years beginning on or after
June 15, 2010, and may be applied retrospectieelglf periods presented or prospectively to areamgnts entered into or materially modified
after the adoption date. We do not expect this ABlUhave a material impact on our financial pasitior results of operations when we adc
on January 1, 2011.

FASB ASU 2010-17, Revenue Recognition - Milestatedd (Topic 605): Milestone Method of Revenue gdtion

In April 2010, the FASB codified the consensus hegitin Emerging Issues Task Force Issue No. 08\Migstone Method of Revenue
Recognition.” FASB ASU No. 2010-17 provides guidamn defining a milestone and determining whenay he appropriate to apply the
milestone method of revenue recognition for redeara development transactions. FASB ASU No. 2010 is effective for fiscal years
beginning on or after June 15, 2010, and is effeath a prospective basis for milestones achiefted the adoption date. We do not expect
ASU will have a material impact on our financiakgmn or results of operations when we adopt ilanuary 1, 2011.

Note 2—Cash, Cash Equivalents, and Available-For-$alnvestments
Cash, cash equivalents, and available-for-salestinvents are as follows (in thousands):

Estimated Fair Value at
December 31

June 30,
2010 2009
Cash and cash equivale $ 23,24« $ 49,59
Shor-term investments (less than one year to matt 314,97¢ 346,61«
Total cash, cash equivalents, and avai-for-sale investment $338,22( $ 396,21:

Our portfolio of cash, cash equivalents, and abtgldor-sale investments includes (in thousands):

Estimated Fair Value at
December 31

June 30,
2010 2009
Obligations of U.S. corporatiot $173,37- $ 160,45¢
Obligations of U.S. government agenc 97,78( 125,73:
U.S. corporate commercial pay 43,82: 71,92:
Cash and money market fun 23,24 33,10
Obligations of U.S. states and municipalit — 4,99t
Total cash, cash equivalents, and avai-for-sale investment $338,22( $ 396,21:

The primary objective of our investment activitiego preserve principal while at the same time imiing yields without significantly
increasing risk. To achieve this objective, we siia liquid, high quality debt securities. We asmarket approach to value our Level 2
investments. The disclosed fair value related toimeestments is based primarily on the reportédviues in our period-end brokerage
statements. We independently validate these fhiregausing available market quotes and other inftion.

Our investments in debt securities are subjeattirést rate risk. To minimize the exposure dugntadverse shift in interest rates, we
invest in short-term securities and maintain a Wwieid average maturity of one year or less. At B3he010 and December 31, 2009, the
average portfolio duration was approximately fivenths and the contractual maturity of any singlegtment did not exceed twelve months.
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NEKTAR THERAPEUTICS

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S—(Continued)
June 30, 2010
(Unaudited)

Gross unrealized gains and losses were insignifaiune 30, 2010 and at December 31, 2009. Tdws ginrealized losses were
primarily due to changes in interest rates on fixedme securities. Based on our available castoanéxpected operating cash requirements
we do not intend to sell these securities andritase likely than not that we will not be requiredsell these securities before we recover the
amortized cost basis. Accordingly, we believe treeeno other-than-temporary impairments on thesergies and have not recorded a
provision for impairment.

The following table represents the fair value hieing for our financial assets measured at fair@aln a recurring basis as of June 30,
2010 (in thousands):

Level 1 Level 2 Level 3 Total

Obligations of U.S. corporatiot $ — $173,37:  $ — $173,37:
Obligations of U.S. government agenc — 97,78( — 97,78(
U.S. corporate commercial pay — 43,82: — 43,82:
Money market fund 19,87¢ — — 19,87¢
Cash equivalents and availe-for-sale investmenti $ 19,87¢ $314,97¢ $ — $334,85!
Cash 3,36¢

Cash, cash equivalents, and avail-for-sale investment $338,22(

Level 1- Quoted prices in active markets for identical assetiabilities.

Level 2- Inputs other than Level 1 that are observablegeitirectly or indirectly, such as quoted pricesdimilar assets or liabilities; quot
prices in markets that are not active; or otheuigphat are observable or can be corroboratedbgraable market data for
substantially the full term of the assets or liiiei.

Level 3- Unobservable inputs that are supported by little@market activity and that are significant to thie value of the assets or liabiliti

Note 3—Inventory
Inventory consists of the following (in thousands):

June 30, December 31
2010 2009
Raw materials $ 6,215 $ 593i
Work-in-proces: 2,215 —
Finished good 1,34: 534
Total $ 9,77 $ 6,471

Inventory is manufactured upon receipt of firm asdgom our licensing partners. Inventory includé@gct materials, direct labor, and
manufacturing overhead and is computed on a firdfirist-out basis. Inventory is stated at the loakecost or market and is net of reserves of
$3.9 million and $3.3 million as of June 30, 201h@ &ecember 31, 2009, respectively. Reserves aeendi@ed using specific identification
plus an estimated reserve for potential defectivexaess inventory based on historical experiemgeajected usage.

Note 4—Commitments and Contingencies
Legal Matters

From time to time, we are involved in lawsuits,iiclg, investigations and proceedings, consistinigteflectual property, commercial,
employment and other matters, which arise in tldénary course of business. We record a provisiorafiability when it is both probable that
a liability has been incurred and the amount ofitiss can be reasonably estimated. These provisienseviewed at least quarterly and
adjusted to reflect the impact of negotiationstleetents, rulings, advice of legal counsel, anégpthformation and events pertaining to a
particular case. Litigation is inherently unpredlde. If any unfavorable ruling were to occur iry apecific period, there exists the possibility
of a material adverse impact on the results of atpmrs of that period or on our cash flows anditgy.

Indemnificationsin Connection with Commercial Agreements

As part of our collaboration agreements with outipers related to the license, development, matufa@and supply of drugs based on
our proprietary technologies, we generally agregetend, indemnify and hold harmless our partnensifand against third

10
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NEKTAR THERAPEUTICS

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S—(Continued)
June 30, 2010
(Unaudited)

party liabilities arising out of the applicable agments, including product liability (with respéztour activities) and infringement of
intellectual property to the extent the intelled¢tieperty is developed by us and licensed to @uiners. The term of these indemnification
obligations is generally perpetual any time afteraaition of the agreement. There is generally mitdition on the potential amount of future
payments we could be required to make under tmearinification obligations.

As part of our pulmonary asset sale to Novartis ¢hesed on December 31, 2008, we and Novartis mgglesentations and warranties
and entered into certain covenants and ancillargeagents which are supported by an indemnity otiigaln the event it was determined that
we breached any of the representations and waggoticovenants and agreements made by us iratieattion documents, we could incur an
indemnification liability depending on the timinggature, and amount of any such claims.

To date we have not incurred costs to defend laesuisettle claims related to these indemnificatibligations. If any of our
indemnification obligations is triggered, we magun substantial liabilities. Because the obligaetbunt under these agreements is not
explicitly stated, the overall maximum amount of thbligations cannot be reasonably estimated. &biliies have been recorded for these
obligations on our Consolidated Balance Sheetd$ asre 30, 2010 or December 31, 2009.

Note 5—License and Collaboration Agreements

We have entered into various license agreementsaltaborative research and development agreemeétitgpharmaceutical and
biotechnology companies. Under these arrangemeastaye entitled to receive license fees, upfrogtments, milestone payments when and if
certain development or regulatory milestones ahdeged, and/or reimbursement for research and dprent activities. All of our research
and development agreements are generally cancddglar partners without significant financial pbpao the partner. Our costs of
performing these services are included in Reseandhdevelopment expense in the accompanying Coadé®snsolidated Statements of
Operations.

In accordance with these agreements, we recordesh&e, collaboration and other revenue as follawghdusands):

Three months ended Six months ended
June 30, June 30,
Partner Agreement 2010 2009 2010 2009
AstraZeneca AE NKTR-118 and NKTF-119 $27,57¢ $ — $53,30¢ $ —
Bayer Healthcare LL( BAY41-6651 (NKTF-061,

Amikacin Inhale) 81¢ 1,23 1,70¢ 2,62¢
F. Hoffmann Li-Roche Pegasy: 1,28: 20 2,56¢ 40
Other 1,72¢ 1,21(C 3,48 3,03¢
License, collaboration, and other revel $31,40¢ $2,46: $61,06:  $5,70/

In addition, we have recorded deferred revenudingl@o these agreements in our Condensed Consadidalance Sheets as follows (in
thousands):

December 31

Partner Agreement Juzn(;algo, 2009
AstraZeneca AE NKTR-118 and NKTF-119 $ 50,69t $ 101,38¢
Bayer Healthcare LL( BAY41-6651 (NKTF-061, Amikacin Inhale 32,08: 33,78¢
F. Hoffmann L-Roche Pegasy: 28,22 30,78¢
Other 26,254 26,41:
Total Deferred revenu 137,25: 192,37
Less: current portio (65,347) (115,56
Deferred revenue, n-current $ 7191C $ 76,80¢
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NEKTAR THERAPEUTICS

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S—(Continued)
June 30, 2010
(Unaudited)

AstraZeneca AB
NKTR-118 and NKTR-119

On September 20, 2009, we entered into a Licenseehgent with AstraZeneca AB, a Swedish corporgtisiraZeneca), under which
we granted AstraZeneca a worldwide, exclusive, gteigd, royalty-bearing, and sublicensable licens#eun our patents and other intellectual
property to develop, sell and otherwise commerngcie¥ploit Oral NKTR-118 and NKTR-119. AstraZenec#l tvear all costs associated with
research, development and commercialization anccaditrol product development and commercializatiegisions for Oral NKTR-118 and
NKTR-119.

Under the terms of the agreement, AstraZenecaysa#th upfront payment of $125.0 million. We exgeatecognize the remaining
deferred revenue over the performance obligatisiogewhich is estimated to conclude with the costiph of technology transfer to
AstraZeneca at the end of 2010.

Bayer Healthcare LLC
BAY41-6651 (NKTR-061, Amikacin Inhale)

On August 1, 2007, we entered into a co-developntieenhse and co-promotion agreement with BayeitHeare LLC to develop a
specially-formulated inhaled Amikacin (BAY41-665We are responsible for any future developmenhefriiebulizer device included in the
Amikacin product through the completion of the Rha<linical trial, scale-up for commercializati@md commercial manufacturing and
supply. Bayer Healthcare LLC is responsible for tiosure clinical development and commercializatemsts, all activities to support
worldwide regulatory filings, approvals and relatadivities, further development of BAY41-6651 dimhl product packaging.

We received an upfront payment of $40.0 millior2807 and performance milestone payments of $20ldmiof which the second
performance milestone of $10.0 million will be ugedeimburse Bayer for Phase 3 clinical trial so8¥e expect to amortize the remaining
deferred revenue related to the upfront paymewoutyn July 2021, the estimated end of the life efagreement. We expect to recognize the
remaining deferred revenue related to the first ®illon milestone payment through June 2011.

F. Hoffmann La-Roche Ltd and Hoffmann-LaRoche Inc.
PEGASYS

In February 1997, we entered into a license, manuifgag and supply agreement with F. Hoffmann-LaoLtd and Hoffmann-La
Roche Inc. (Roche), under which we granted Rocherédwide, exclusive license to use certain PEGgiamaterials in the manufacture of
PEGASYS. As a result of Roche exercising a licemgension option in December 2009, beginning in®2Rbche has the right to manufacture
all of its requirements for our proprietary PEGidatmaterials for PEGASYS and we would perform &iddal manufacturing, if any, only on
an as requested basis.

In connection with Roche’exercise of the license option extension in Ddxear2009, we received a payment of $31.0 milliore &pec
to amortize the remaining deferred revenue thrddgbember 2015, which is the period through whichaweerequired to provide back-up
manufacturing and supply services on an as-requiéstsis.

Note 6—Stock-Based Compensation
Total stock-based compensation expense was recordest Condensed Consolidated Financial Statenantsllows (in thousands):

Three months ended Six months ended
June 30, June 30,
2010 2009 2010 2009
Cost of goods sold, net of inventory chai $ 22¢ $ 91 $ 43t §$ 18t
Research and development expe 1,73¢ 917 3,301 1,631
General and administrative expel 2,39¢ 1,35¢ 4,36¢ 2,87¢
Total stocl-based compensation co $ 4,361 $ 2,36€ $8,10t $4,69]
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NEKTAR THERAPEUTICS

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S—(Continued)
June 30, 2010
(Unaudited)

Aggregate Unrecognized Stock-Based Compensation Expense
Aggregate total unrecognized stock-based compemsakipense is expected to be recognized as follomtiousands):

As of

Fiscal Year June 30, 201
2010 (remaining 6 month $ 8,79
2011 15,39¢
2012 10,69:
2013 7,68¢
2014 and thereafte 86¢

$ 43,44(

Summary of Stock Option Activity

During the three months ended June 30, 2010 and, 289 granted 718,230 and 717,450 stock optiospeaively. The weighted
average grant-date fair value of options grantathduthe three months ended June 30, 2010 and ®86%7.34 per share and $3.28 per share,
respectively.

During the six months ended June 30, 2010 and 208%ranted 4,475,155 and 3,919,650 stock opti@spectively. The weighted
average grant-date fair value of options grantathduhe six months ended June 30, 2010 and 2089&d.7 per share and $2.57 per share,
respectively.

Note 7—Net Loss Per Share

Basic net loss per share is calculated based oneighted-average number of common shares outstgmdiring the periods presented.
For all periods presented in the accompanying Casel Consolidated Statements of Operations, thesetvailable to common stockhold
is equal to the reported net loss. Basic and dilutt loss per share are the same due to ourib&dtoet losses and the requirement to exclude
potentially dilutive securities which would have amti-dilutive effect on net loss per share. Thégiveed average of these potentially dilutive
securities has been excluded from the dilutedosst per share calculation and is as follows (inshods):

Three months endec Six months endec
June 30, June 30,
2010 2009 2010 2009
Convertible subordinated not 9,98¢ 9,98¢ 9,98¢ 9,98¢
Stock options 9,35¢ 14,60¢ 8,971 14,94
Total 19,347 24,59 18,96( 24,93¢
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ltem 2. Managemen’s Discussion and Analysis of Financial Condition ahResults of Operations

The following discussion contains forward-lookirtgtements that involve risks and uncertainties. &utwal results could differ
materially from those discussed here. Factorsdabald cause or contribute to such differences oheldout are not limited to, those discussed in
this section as well as factors described in “Rattem 1A—Risk Factors.”

Overview
Strategic Direction of Our Business

We are a clinical-stage biopharmaceutical compawelbping a pipeline of drug candidates that @ilimir PEGylation and advanced
polymer conjugate technology platforms to imprave therapeutic benefits of drugs. Our proprietandpct pipeline is comprised of drug
candidates targeted at a number of therapeutis ameluding oncology, pain, antifectives and immunology. We create our innovapveduc
candidates by using our proprietary chemistry platfto modify the chemical structure of drugs ugimigque polymer conjugates. Additiona
we may utilize established pharmacologic targetnigineer a new drug candidate relying on a contibimaf the known properties of these
targets and the attributes of our customized polychemistry. Our drug candidates are designedhstantially improve the pharmacokinetics,
half-life, oral bioavailability, metabolism or digiution of drugs to improve their therapeutic edffty.

We continue to make substantial investments torcivaur pipeline of drug candidates from early stdigcovery research through
clinical development. We have several Phase 2cainiials for NKTR-102 (PEGylated irinotecan) dited at a number of different oncology
indications including ovarian, breast, and colaakcancers. In addition, we have an ongoing Phadmital trial for NKTR-105 (PEGylated
docetaxel) for patients with refractory solid tusioe also have other products in early discovesgarch or preclinical development.

Our focus on research and clinical developmentiregsubstantial investments that continue to exeeas we advance each drug
candidate through the development cycle. While eleelse that our strategy has the potential to ere@nificant value if one or more of our
drug candidates demonstrates positive clinicallt®snd receives regulatory approval in one or nmaagor markets, drug development is an
inherently uncertain process and there is a higihaf failure at every stage prior to approval #mltiming and outcome of clinical trial results
are very difficult to predict. Clinical developmesuccess and failures can have an unpredictabldigprbportionate positive or negative
impact on our scientific and medical prospectsriitial prospects, financial condition, and marlate.

We decide on a program-iprogram basis whether we wish to continue develaypimto Phase 3 pivotal clinical trials and comniaize
products on our own, or seek a partner, or purs@aination of these approaches. Following congiedf Phase 2 development, or earlie
the development cycle in certain circumstanceswillegenerally be seeking collaborations with orrenore biotechnology or pharmaceutical
companies to conduct Phase 3 clinical developnterte responsible for the regulatory approval pge@nd, if such drug candidate is
approved, to market and sell the drug in one orengdwbal markets. To date, we have partnered aprjgtary drug development programs
prior to Phase 3 clinical development. We intendxplore a variety of structures for a collabonatgartnership for NKTR-102 in order to seek
to maximize the value of this drug candidate. Whaetke ultimately enter into a collaboration agreehfer NKTR-102 will depend on the
partnership and other opportunities that may béahia to us. The financial terms of such futurdadworations, if any, including, without
limitation, upfront payments, development and saldsstone payments, and royalty rates, will béaai to the future prospects of our busir
and financial condition. There can be no assurémaeany future collaborations will be availableusfor NKTR-102 or other of our
development programs, on commercially favorablmgeor at all.

We also have a number of existing license and looition agreements with third parties who haveniged our proprietary technologies
for drugs that have either received regulatory ayglrin one or more markets or drug candidatesdtastill in the clinical development
stage. For example, the future clinical and comraksticcess of NKTR-118/119 partnered with Astraztenand Bayer's Amikacin Inhale
(BAY41-6551 or NKTR-061) will likely have a matetienpact on our long-term financial results andafigial condition. We also have other
partnered programs including, among others, UCBrRaas CIMZIA, Roche’s MIRCERA, Affymax’s Hematid&AP Pharmaceutical’s
Levadex, and Bayer’s Cipro Inhale program, whidtetatogether could have a material impact on marftial condition. Because drug
development and commercialization is subject to enams risks and uncertainties, there is a riskdahafuture revenue from one or more of
these agreements will be less than we anticipate.

Historically, we entered into a number of licensd aupply contracts under which we manufacturedsamglied proprietary PEGylation
reagents on a cost-plus or fixed price basis. Qtreat strategy is to manufacture and supply PE@ylaeagents to support our proprietary
drug candidates, for third party collaborators vehee have a strategic development and commerdializeelationship, or where we have
contractual obligations. As a result, whenever jbsswe are renegotiating or not seeking reneW&gacy manufacturing supply
arrangements that do not include a strategic dpuaot or commercialization component. While thi misult in some revenue

14



Table of Contents

loss in the short-term, product sales from thegadg agreements are generally low-margin. Oureggeallows us to focus our proprietary
manufacturing expertise and capacity on drugs ang candidates where we have significant futurenentc opportunity.

Key Developments and Trends in Liquidity and Cajtiesource!

At June 30, 2010, we had approximately $338.2 amlin cash, cash equivalents, and short-term imests and $239.7 million in
indebtedness. We may from time to time purchasetoe convertible subordinated notes through gasibhase or exchanges for our other
securities in open market or privately negotiatadgactions, depending on, among other factordewals of available cash and the price at
which such convertible notes are available for pase. For instance, in the fourth quarter of 28@8repurchased approximately $100.0
million in par value of our 3.25% convertible suthimated notes for an aggregate purchase priceb8%4illion. We will evaluate similar
future transactions, if any, in light of themxisting market conditions. These transactiondyiddally or in the aggregate, may be material tio
business.

In late 2010, we plan to relocate all of our fuans currently located in San Carlos, Californigjuding our corporate headquarters, to a
facility in the Mission Bay area of San FrancisCalifornia (the Mission Bay Facility), which we hagubleased from Pfizer, Inc. In 2010, we
expect to spend approximately $25.0 million foralehimprovements to complete the Mission Bay Rgcilind office and laboratory equipme

We have financed our operations primarily throughenue from product sales and royalties, developarath commercialization
collaboration contracts and debt and equity finagei In October 2009, we received a payment of Rl@fllion from AstraZeneca under the
license agreement we entered with AstraZeneca ABddaeptember 20, 2009 (AstraZeneca License) apfaont payment for the worldwide
rights to further develop and commercialize OralR<118 and NKTR-119. In December 2009, we alsoivecea payment of $31.0 million
from the exercise of a license option extensiowiy of our existing collaboration partners. Simi@p009, the results of our business
development efforts will also have a material intg@at our cash position at the end of 2010. To degdave incurred substantial debt as a
result of our issuances of subordinated notesatgatonvertible into our common stock. Our sub&hdebt, the market price of our securities,
and the general economic climate, among otherfactould have material consequences for our fieaoondition and could affect our
sources of short-term and long-term funding. Odulitglio meet our ongoing operating expenses apdyeur outstanding indebtedness is
dependent upon our and our partners’ ability tasssfully complete clinical development of, obtaggulatory approvals for and successfully
commercialize new drugs. Even if we or our partraeessuccessful, we may require additional capitabntinue to fund our operations and
repay our debt obligations as they become due.eltem be no assurance that additional funds, ifadreh required, will be available to us on
favorable terms, if at all.

Results of Operations
Three Months and Six Months Ended June 30, 2012868
Revenue (in thousands, except percentages)

Three Three
months months Percentage
ended ended Increase / Increase /
June 30, June 30, (Decrease) (Decrease)
2010 2009 2010 vs. 200 2010 vs. 200
Product sales and royalti $11,15¢ $10,52¢ $ 62¢ 6%
License, collaboration and otk 31,40¢ 2,46 28,94¢ >100(%
Total revenue $42,56:¢ $12,98¢ $ 29,57t >10(%
Six Six
months months Percentage
ended ended Increase / Increase /
June 30, June 30, (Decrease) (Decrease)
2010 2009 2010 vs. 200 2010 vs. 200
Product sales and royalti $14,73¢ $16,99¢ $ (2,259) (13)%
License, collaboration and otk 61,06: 5,704 55,35¢ >10(%
Total revenue $75,80( $22,69¢ $ 53,10! >100%

Our revenue is derived from our collaboration agrests, under which we may receive product salesme, royalties, license fees,
milestone payments or contract research paymentgerRie is recognized when there is persuasive maédihat an arrangement exists, deli
has occurred, the price is fixed or determinalie, @llection is reasonably assured. Upfront feegived for license and collaborative
agreements are recognized ratably over our expgetédrmance period under the arrangement. Perfazenmilestones achieved are deferred
and recorded as revenue ratably over the periticheffrom the achievement of the milestone andestimated date on which the next
milestone will be achieved. As a result, significeariations in the timing of receipt of cash paytseand our recognition of revenue.
Management makes its best estimate of the periedwhkich we expect to fulfill our performance olaligons and the period of time until the
next milestone is achieved. Given the uncertaintiggsearch and development collaborations, saamif judgment is required by management
to determine the amortization periods.
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Product Sales and Royalties

Product sales include cost-plus and fixed priceufagturing and supply agreements with our collationgpartners. We also receive
royalty revenue from certain of our collaboratiartpers based on their net sales once their preduetapproved for commercial sale.

The increase in product sales and royalties fottiree months ended June 30, 2010 compared tbrde tonths ended June 30, 2009 is
primarily attributable to higher royalties receiviedm our collaboration partners. Product salesina remained at a consistent level in the
three months ended June 30, 2010 compared tore mfonths ended June 30, 2009.

The decrease in product sales and royalties fosithmonths ended June 30, 2010 compared to thaaiths ended June 30, 2009 is
attributable to decreased product sales of $3.Bomipartially offset by increased royalty reverafeébl.4 million. The timing of shipments is
based on the demand and requirements of our co#iibo partners and is not ratable throughout e yWe expect product sales volumes to
increase in the second half of 2010.

License, Collaboration and Other

License, collaboration and other revenue incluaegréization of upfront payments and performanceestidne payments received in
connection with our license and collaboration agreets and reimbursed research and development segerhe level of License,
collaboration and other revenue depends in pam tpe estimated amortization period of the upfieomd milestone payments, the achievement
of future milestones, the continuation of existowjlaborations, the amount of reimbursed reseanchd@velopment work, and the signing of
new collaborations.

For the three months and six months ended Jun203®@, the increase in License, collaboration ahérotevenue compared to the three
months and six months ended June 30, 2009 is phnadiributable to amortization of the $125.0 naill upfront payment received from
AstraZeneca in October 2009 for NKTR-118 and NKTHE8, contract research and other revenue from Zstraca, and the amortization of
$31.0 million license extension option payment ihese in December 2009. Under the AstraZeneca lieg¢rmnsaction, we recognized $25.3
million and $50.7 million, respectively, of the 8.a@ million upfront payment and $2.2 million and &anillion, respectively, of contract
research and other revenue for the three monthsigamdonths ended June 30, 2010. We recognizedrfilli8n and $2.6 million, respectively,
of the license extension option payment for theg¢lmonths and six months ended June 30, 2010.

Cost of Goods Sold and Product Gross Margin (in thousands, except percentages)

Percentage
Three months Three months Increase / Increase /
ended ended (Decrease) (Decrease)
June 30, 201L( June 30, 200¢ 2010 vs. 200 2010 vs. 200
Cost of goods sol $ 4,88¢ $ 10,37¢ $ (5,490 (53)%
Product gross prof $ 6,26¢ $ 14¢€ $ 6,11¢ >10(%
Product gross margi 56% 1%
Percentage
Six months Six months Increase / Increase /
ended ended (Decrease) (Decrease)
June 30, 20L( June 30, 200¢ 2010 vs. 200 2010 vs. 200
Cost of goods sol $ 9,18t $ 16,00¢ $ (6,820 (43)%
Product gross prof $ 5,65¢ $ 99C $ 4,560 >10(%
Product gross margi 38% 6%

For the three months and six months ended Jun203®@, compared to the three months and six montisdedune 30, 2009, the increase
in product gross margin is primarily attributabdenigher manufacturing volumes, an increase inlt@gareceived from our collaboration
partners, and a change in product mix. Higher neiufing volumes in both the three months and sirtims ended June 30, 2010 compare
2009 resulted in less unabsorbed manufacturingheaet. Gross margin was also lower in the six moatited June 30, 2009, as a result of a
$2.1 million success fee that became due to oweoformer consulting firms as the final paymene dunder the agreement, which was
recognized during the first quarter of 2009.

As a result of the fixed cost base associated aithmanufacturing activities, we expect productsgrmargin to fluctuate in future peric
depending on the level of manufacturing requiremefour customers.
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Research and Development Expense (in thousands, except percentages)

Percentage
Three months Three months Increase / Increase /
ended ended (Decrease) (Decrease)
June 30, 201( June 30, 200¢ 2010 vs. 200 2010 vs. 200
Research and development expe $ 25,60( $ 24,00: $ 1,59¢ 7%
Percentage
Six months Six months Increase / Increase /
ended ended (Decrease) (Decrease)
June 30, 201( June 30, 200¢ 2010 vs. 200 2010 vs. 200
Research and development expe $ 48,88t $ 47,36¢ $ 1,521 3%

Research and development expense consists prino&plgrsonnel costs, including salaries, benedits, stock-based compensation,
materials and supplies, outside services, liceasdgees, and overhead allocations consisting mbws support and facilities related
costs. Research and development expense remaingeélatively consistent level for the three morghd six months ended June 30, 2010
compared to the three months and six months endel 30, 2009. Research and development expensééxpected to be ratable over the
four quarters of the year; we expect Research amdldpment expense to increase in the second h2(fi®.

For the three months and six months ended Jun203®@, compared to the same periods in 2009, researtkevelopment expense
increased by $1.0 million and $1.9 million, respesy, for our India operations after the completiaf the India research facility, by $1.7
million and $3.3 million, respectively, in U.S. elopee costs as a result of headcount additionsataly and benefit cost increases, and by
$0.8 million and $1.7 million, respectively, in noash stock-based compensation expense.

These increases are partially offset by lower egpeifior the NKTR-118 and NKTR19 programs as a result of our successful conopl
of Phase 2 clinical studies and our collaboratidth vstraZeneca in September 2009; expenses tosgpobximately $2.2 million and $6.5
million, respectively, for the three months andsianths ended June 30, 2009 compared to $0.8 mdiml $1.3 million, respectively, for the
three months and six months ended June 30, 20 Haldition, NKTR-102 program costs decreased byagpprately $1.0 million and $0.1
million, respectively, for the three months andmignths ended June 30, 2010 compared to the thwathmand six months ended June 30,
2009.

General and Administrative Expense (in thousands, except percentages)

Percentage
Three months Three months Increase / Increase /
ended ended (Decrease) (Decrease)
June 30, 201( June 30, 200¢ 2010 vs. 200 2010 vs. 200
General and administrative expel $ 10,207 $ 9,08 $ 1,12 12%
Percentage
Six months Six months Increase / Increase /
ended ended (Decrease) (Decrease)
June 30, 201( June 30, 200¢ 2010 vs. 200 2010 vs. 200
General and administrative expel $ 19,2 $ 20,107 $ (887) (4)%

General and administrative expense is associatédagiministrative staffing, business developmertkating, and legal. In 2010, the
portion of corporate-wide overhead costs, includamglities, human resources, information systeams| procurement, attributable to general
and administrative activities decreased as a re$tifte decreased headcount in general and adnaitivgt departments, while total company
headcount remained at a consistent level.

For the three months ended June 30, 2010 compaitbé three months ended June 30, 2009, the irciea@eneral and administrative
expense is attributable to higher patent fees af 80llion and non-cash rent expense of $0.5 milfior the Mission Bay Facility. Although we
will not pay rent until 2014, we will recognize teexpense on a straight line basis over the liffheflease beginning on April 1, 2010, when
our tenant improvement construction period commence

For the six months ended June 30, 2010 compargrteix months ended June 30, 2009, the decreagaral and administrative
expense is primarily attributable to a decreasmuiside professional services related to legalb@eting, market research, recruiting, and other
consulting, partially offset by rent expense fo Mission Bay Facility.

Interest ncome and I nterest Expense (in thousands, except percentages)

Three Three
months months Percentage
ended ended Increase / Increase /
June 30 June 30 (Decrease) (Decrease)
2010 2009 2010 vs. 200 2010 vs. 200
Interest Incomt $ 392 $ 95C $ (557) (59)%

Interest Expens $2,90¢ $2,94¢ $ (39 (L)%
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Percentage
Six months Six months Increase / Increase /
ended ended (Decrease) (Decrease)
June 30, 201 June 30, 200 2010 vs. 200 2010 vs. 200
Interest Incomt $ 85¢€ $ 2,60C $ (1,749 (67)%
Interest Expens $ 5,86( $ 6,28t $ (425 (M%

The decrease in interest income for the three nsoantld six months ended June 30, 2010 comparee tbrtbe months and six months
ended June 30, 2009 is a result of decreased miat&edst rates received for our cash and sham-tevestments.

Liquidity and Capital Resources

We have financed our operations primarily througbhcfrom partner licensing, collaboration and maotufring agreements, public and
private placements of debt and equity securitied,fanancing of equipment acquisitions and certamant leasehold improvements.

We had cash, cash equivalents and short-term imegd$ in marketable securities of $338.2 milliod ardebtedness of $239.7 million,
including $215.0 million of 3.25% convertible suborated notes due September 2012, $19.6 milliarapital lease obligations, and $5.1
million in other liabilities as of June 30, 2010.

Due to the continuing adverse environment in tleelitmarkets, we may experience reduced liquidith wespect to some of our short-
term investments. These investments are generaldlyth maturity, which is less than one year. Hosveif the need arose to liquidate such
securities before maturity, we may experience wsseliquidation. At June 30, 2010, the average timmaturity of the investments held in
portfolio was approximately five months and the tcactual maturity of any single investment did erteed twelve months. To date we have
not experienced any liquidity issues with respedhese securities, but should such issues arisepay be required to hold some, or all, of
these securities until maturity. We believe thagreallowing for potential liquidity issues withsgect to these securities, our remaining cash,
cash equivalents, and short-term investments wibudficient to meet our anticipated cash needafftgast the next twelve months. Based on
our available cash and our expected operating regghirements, we do not intend to sell these séesiand it is more likely than not that we
will not be required to sell these securities befee recover the amortized cost basis. Accordingé/believe there are no other-than-
temporary impairments on these securities and hatreecorded a provision for impairment.

Cash flows from operating activities

Cash flows used in operating activities for theraionths ended June 30 2010, totaled $54.1 milidnch includes $7.2 million for
employee bonus payments related to services peefbim2009, $3.5 million for interest payments am convertible subordinated notes, and
$43.3 million of other net operating cash uses.aBse of the nature and timing of certain cash ptg@ind payments, net cash utilization is not
expected to be ratable over the four quartersej/gar.

For the six months ended June 30, 2009, cash nsgekrations totaled $71.1 million and includedr@4illion for employee bonus
payments related to services performed in 2008, #8llion for interest payments on our convertiblébordinated notes, $2.7 million for
severance payments, and $60.2 million of otheppetating cash uses.

Cash flows from investing activities

We purchased $8.8 million and $8.0 million of prdpeand equipment in the six months ended Jun@@00 and 2009, respectively.
During the six months ended June 30, 2009, we $4id million of previously expensed transactiontsaslated to the sale of certain assets
related to our pulmonary business, associated tdagy and intellectual property to Novartis, whiwhs completed on December 31, 2008.

Cash flows from financing activities

We received $6.1 million from issuances of commimclsto employees during the six months ended 3002010, resulting in net cash
provided by financing activities. Cash used in ficiag activities was not significant for the six milos ended June 30, 2009.
Contractual Obligations

There were no material changes during the thregtmanded June 30, 2010 to the summary of contthahligations included in our
Annual Report on Form 10-K for the year ended Ddwmem31, 2009.

Off-Balance Sheet Arrangements
We do not utilize off-balance sheet financing agements as a source of liquidity or financing.
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Recent Accounting Pronouncements
FASB Accounting Standards Update 2-13, Revenue Recognition (Topic 605) — Multipleniehble Revenue Arrangements

In October 2009, the FASB published Accounting Stads Update (ASU) 2009-13, which amends the @iteridentify separate units
of accounting within Subtopic 605-25, “Revenue Rgition-Multiple-Element Arrangements”. The revisggidance also expands the
disclosure required for multiple-element revenuargements. FASB ASU No. 2009-13 is effective fecdl years beginning on or after
June 15, 2010, and may be applied retrospectieelglf periods presented or prospectively to areamgnts entered into or materially modified
after the adoption date. We do not expect this ABlUhave a material impact on our financial pasitior results of operations when we adc
on January 1, 2011.

FASB ASU 201-17, Revenue Recognition - Milestone Method (T60%): Milestone Method of Revenue Recognition

In April 2010, the FASB codified the consensus heatin Emerging Issues Task Force Issue No. 08\Migsstone Method of Revenue
Recognition.” FASB ASU No. 2010-17 provides guidann defining a milestone and determining whenay ibe appropriate to apply the
milestone method of revenue recognition for redeara development transactions. FASB ASU No. 2010 is effective for fiscal years
beginning on or after June 15, 2010, and is effeath a prospective basis for milestones achiefted the adoption date. We do not expect
ASU will have a material impact on our financiakjimn or results of operations when we adopt ifanuary 1, 2011.

Item 3. Quantitative and Qualitative Disclosures abut Market Risk

Our market risks at June 30, 2010 have not chasig@dficantly from those discussed in Iltem 7A of dunnual Report on Form 10-K for
the year ended December 31, 2009 on file with #u8ties and Exchange Commission.

Item 4. Controls and Procedures
Disclosure Controls and Procedures

We maintain disclosure controls and proceduresatetiesigned to ensure that information requindaetdisclosed in our Securities
Exchange Act of 1934 (Exchange Act) reports is réed, processed, summarized, and reported witkitirtie periods specified in the SEC’s
rules and forms, and that such information is aadated and communicated to management, includingbief Executive Officer and Chief
Financial Officer, as appropriate, to allow timelgcisions regarding required financial disclosure.

As of the end of the period covered by this repsg,carried out an evaluation, under the supemriaitd with the participation of our
management, including our Chief Executive Officed &£hief Financial Officer, of the effectivenessioé design and operation of our
disclosure controls and procedures pursuant to &g Act Rule 13a-15. Based upon, and as of tleeadathis evaluation, our Chief
Executive Officer and Chief Financial Officer comdéd that our disclosure controls and procedures effective.

Changesin Internal Control Over Financial Reporting

We continuously seek to improve the efficiency affdctiveness of our internal controls. This resuitrefinements to processes
throughout the Company. However, there was no ahamgur internal control over financial reportithgat occurred in the three months ended
June 30, 2010 that has materially affected, oeasonably likely to materially affect, our intercahtrol over financial reporting.

Limitations on the Effectiveness of Controls

Our management, including our Chief Executive @ffiand Chief Financial Officer, does not expect tha disclosure controls and
procedures or our internal control over financegarting will prevent all error and all fraud. Artool system, no matter how well conceived
and operated, can provide only reasonable, nofalesassurance that the objectives of the cosyrsiem are met. Because of the inherent
limitations in all control systems, no evaluatidicontrols can provide absolute assurance thaboalirol issues and instances of fraud, if any,
within the company have been detected. These inhingtations include the realities that judgmeimslecisionmaking can be faulty, and tt
breakdowns can occur because of simple errors stek@s. Additionally, controls can be circumvertigdhe individual acts of some persons,
by collusion of two or more people or by managenwemtrride of the control. The design of any systdroontrols also is based in part upon
certain assumptions about the likelihood of futewents, and there can be no assurance that amndedli succeed in achieving its stated goals
under all potential future conditions. Over timentrols may become inadequate because of changesditions, or the degree of compliance
with the policies or procedures may deterioratedBse of the inherent limitations in a cost-effecttontrol system, misstatements due to error
or fraud may occur and not be detected.

Approval of Non-Audit Services

In the three months ended June 30, 20&0Athlit Committee of the Board of Directors apprbagproximately $13,580 in non-audit
related services related to tax compliance andsadyiservices to be provided by Ernst & Young LbBr, independent registered public
accounting firm.
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PART II: OTHER INFORMATION

ltem 1. Legal Proceedings

Reference is hereby made to our disclosures indLbtters” under Note 4 of the Notes to ConderBedsolidated Financial
Statements in this Quarterly Report on Form 10-Qtae information under the heading “Legal Mattassthcorporated by reference herein.

Iltem 1A. Risk Factors

Investors in Nektar Therapeutics should carefutigsider the risks described below before makinmeastment decision. The risks
described below may not be the only ones relatngur company. This description includes any mat@tianges to and supersedes the
description of the risk factors associated with lousiness previously disclosed in Item 1A of ounAal Report on Form 10-K for the twelve
months ended December 31, 2009. Additional riskstre currently believe are immaterial may alsoampur business operations. Our
business, results of operation, financial conditash flow and future prospects and the tradingepf our common stock and our abilities to
repay our convertible notes could be harmed asudtref any of these risks, and investors may kdker part of their investment. In assessing
these risks, investors should also refer to theratiformation contained or incorporated by refeeem this Quarterly Report on Form Danc
our Annual Report on Form 10-K for the year endett&mber 31, 2009, including our consolidated firgrstatements and related notes, and
our other filings made from time to time with thecarities and Exchange Commission (SEC).

Risks Related to Our Business

Drug development is an inherently uncertain process and there isa high risk of failure at every stage of devel opment and devel opment
failures can significantly harm our business.

We have a nhumber of proprietary product candidatespartnered product candidates in research araagenent ranging from the early
discovery research phase through preclinical tgstimd clinical trials. Preclinical testing and dl trials are long, expensive and highly
uncertain processes. It will take us, or our callalive partners, several years to complete clinicds. Drug development is an uncertain
scientific and medical endeavor and failure carxpeetedly occur at any stage of clinical developneen after early preclinical or mid-stage
clinical results suggest that the drug candidategudential as a new therapy that may benefit pistiand health authority approval would be
anticipated. Typically, there is a high rate ofitittn for product candidates in preclinical anthial trials due to scientific feasibility, safety
efficacy, changing standards of medical care ahdrotariables. We or our partners have a numbnpértant product candidates in mid- to
late-stage development such as Bayer's AmikacialmtOral NKTR-118 (oral PEGylated naloxol) and NKTI19 which we partnered with
AstraZeneca, Affymax’s Hematide, and NKTR-102 (Pl®d irinotecan) which we are currently studyindreast, colorectal and ovarian
cancers. We also have an ongoing Phase 1 climiabfdr NKTR-105 (PEGylated docetaxel) for patiemtith refractory solid tumors. Any one
of these trials could fail at any time due to nuousrunpredictable risks and is very uncertainldiraés prior to regulatory approval by one or
more health authorities in major markets.

Even with positive results from preclinical testing and clinical trials, therisk of clinical failure of one or more of our drug candidates
remains high prior to regulatory approval.

A number of companies in the pharmaceutical antebimology industries have suffered significantme$een setbacks in later stage
clinical trials (i.e., Phase 2 or Phase 3 trials} tb factors such as inconclusive efficacy rests adverse safety events, even after achieving
positive results in earlier trials that were satisbry both to them and to reviewing regulatoryrames. Although we announced positive
Phase 2 clinical results for Oral NKTR-118 (oral®Hated naloxol), positive Phase 2 results for Amcik Inhale, positive Phase 2 clinical
results for NKTR-102 (PEGylated irinotecan) in daarcancer, and preliminary interim Phase 2 clinieaults for NKTR-102 in breast cancer,
there are still substantial risks and uncertairdgesociated with the commencement, conduct anemgtof future clinical studies and
regulatory review process for NKTR-118, Amikacit#te, and NKTR-102. While NKTR-102 continues in &2 clinical development for
multiple cancer indications, it is possible thisguct candidate could fail in one or more of theaea indications in which it is currently being
studied due to lack of sufficient efficacy, advesséety events or other commercial or regulatocydics.

In addition, all of the clinical trial results arunaced to date for NKTR02 have been based on interim preliminary cliniidal results an
each of the ongoing trials continues to enroll eddal patients. As a result, the final outcomalbbf the NKTR-102 trials is unknown and the
outcomes will continue to change as the study msggs and additional data is gathered, analyzedaniiimed. For example, we do not yet
have sufficient data to determine important secondad points such as progression-free survivalamdall survival for the NKTR-102 Phase
2 clinical trial in ovarian cancer and these data be significant in evaluating
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the efficacy of NKTR-102 for platinum resistanthaftory ovarian patients and the outcomes are Yigihtertain and unpredictable. If the final
outcomes of one or more of the NKTR-102 clinicalds¢s are not the same as or, in some cases sufzeniesults previously reported by us,
our business could be significantly harmed.

Although we have reported positive Phase 2 results NKTR-102 in ovarian cancer and are expanding this study to enroll additional patients,
thereisa substantial risk that the final results from the expanded Phase 2 study will not be sufficient to support a New Drug Application
(NDA) with the Food and Drug Administration (FDA) and/or that the expanded study results could be materially and adversely different
from the results previously announced.

In June 2010, we announced results from a Phabei@at study for women with platinum-resistanthattory ovarian cancer. We also
announced that we are expanding this Phase 2allistiedy by approximately 50 patients in orderettdr evaluate NKTR-102 in platinum-
resistant/refractory ovarian cancer patients. €Rganded Phase 2 study provides the potentialfimission of an NDA to the FDA,
depending on our evaluation of the aggregate deta@mpletion of the expanded study. The dat&age required and the timing for
regulatory approval of an NDA are very uncertaid difficult to predict due to the broad regulataligcretion of the FDA, changing standards
of care, available approved therapies, other expartal therapies being developed by other compdoigdatinum-resistant/refractory ovarian
cancer, the size of the completed clinical triald ghe statistical significance of the results, gbeential need for comparative clinical studies
against approved therapies, and other importatristhat are very unpredictable and not within @umtrol. The approval of an NDA by the
FDA almost always requires the sponsor to condbesP 3 clinical studies prior to consideration apgdroval of an NDA and, as a result,
approval of an NDA by the FDA based on Phase 2teptior to completion of Phase 3 clinical studesighly unlikely. In addition and
importantly, the expansion of the Phase 2 studydmen with platinum-resistant/refractory ovariam@er will necessarily change the final
efficacy (e.g. overall response rates, progresBmmsurvival etc.) and safety (i.e. frequencyeriaus adverse events) results for the Phase 2
clinical trial and, as such, the final outcomelattrial remains subject to change and could beerizdly and adversely different from the
results previously reported by us. As a result fite@ outcome of this trial is very uncertain amgpredictable due to numerous factors that are
not within our control and if the final results aret favorable in terms of efficacy and/or safetyr business could be significantly harmed.

If we are unable to establish and maintain collaboration partnerships on attractive commercial terms, our business, results of operationsand
financial condition could suffer.

We intend to continue to seek partnerships withiplaaeutical and biotechnology partners to fund réigro of our research and
development expenses and develop and commeraalizeroduct candidates, including NKTR-102. In ®ephber 2009, we entered into a
license agreement with AstraZeneca for NKTR-118 IdKd'R-119 which included an upfront payment of $I1Paillion. The completion of
the AstraZeneca transaction was critical to ouarfitial results and financial condition for the yeaded December 31, 2009. We intend to
explore a variety of transaction structures witkeptial collaboration partners for NKTR-102. Whethes ultimately enter into a collaboration
agreement for NKTR:-02 will depend on the partnership and other opmities that may be available to us. Our abilitgtcessfully concluc
a collaboration partnership for NKTR-102 on comniedhg favorable terms, or at all, will have a sifjcant impact on our business and
financial position in 2010. The timing of any futupartnership, as well as the terms and conditbtise partnership, will affect our ability to
benefit from the relationship. If we are unabldital suitable partners or to negotiate collabomtivrangements with favorable commercial
terms with respect to our existing and future paadandidates or the licensing of our technologyf any arrangements we negotiate, or have
negotiated, are terminated, our business, restutiperations and financial condition could suffer.

We may not be able to obtain intellectual property licenses related to the development of our technology on a commercially reasonable basis,
if atall.

Numerous pending and issued U.S. and foreign péatgits and other proprietary rights owned by tipedties relate to pharmaceutical
compositions, medical devices and equipment antadstfor preparation, packaging and delivery ofrpteeutical compositions. We cannot
predict with any certainty which, if any, patentarences will be considered relevant to our oranllaborative partners’ technology by
authorities in the various jurisdictions where sughts exist, nor can we predict with certaintyigih if any, of these rights will or may be
asserted against us by third parties. In certasegave have existing licenses or cross-licenststhird parties however the scope and
adequacy of these licenses is very uncertain amaltange substantially during long development@mdmercialization cycles for
biotechnology and pharmaceutical products. Thenebeano assurance that we can obtain a licensgytteahnology that we determine we n
on reasonable terms, if at all, or that we couldettep or otherwise obtain alternate technologwédfare required to enter into a license with a
third party, our potential economic benefit for fir@ducts subject to the license will be diminishElde failure to obtain licenses on
commercially reasonable terms, or at all, if needezlld have a material adverse effect on us.
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If any of our pending patent applications do not issue, or are deemed invalid following issuance, we may lose valuable intellectual property
protection.

The patent positions of pharmaceutical, medicalateand biotechnology companies, such as ourgjrarertain and involve complex
legal and factual issues. We own approximately W) and approximately 380 foreign patents andrabar of pending patent applications
that cover various aspects of our technologies hdte filed patent applications, and plan to fildifidnal patent applications, covering various
aspects of our PEGylation and advanced polymelugait¢ technologies and our proprietary product ickatels. There can be no assurance that
patents that have issued will be valid and enfdrieear that patents for which we apply will issughworoad coverage, if at all. The coverage
claimed in a patent application can be significargduced before the patent is issued and, asseqaence, our patent applications may result
in patents with narrow coverage. Since publicatibdiscoveries in scientific or patent literatuféeo lags behind the date of such discoveries,
we cannot be certain that we were the first invieafonventions covered by our patents or pateptiegtions. As part of the patent application
process, we may have to participate in interfergmoeeedings declared by the U.S. Patent and Tradke@ffice, which could result in
substantial cost to us, even if the eventual outc@nfiavorable. Further, an issued patent may gadierther proceedings to limit its scope so
as not to provide meaningful protection and anjntdathat have issued, or that eventually issue, beagircumvented or otherwise invalidated.
Any attempt to enforce our patents or patent appiba rights could be time consuming and costly.aélwerse outcome could subject us to
significant liabilities to third parties, requirésguted rights to be licensed from or to third @aror require us to cease using the technology in
dispute. Even if a patent is issued and enforcelkleause development and commercialization ofrpaegutical products can be subject to
substantial delays, patents may expire early aadighe only a short period of protection, if anylldaing commercialization of related
products.

There are many laws, regulations and judicial decssthat dictate and otherwise influence the maimehich patent applications are
filed and prosecuted and in which patents are gchahd enforced. Changes to these laws, regulaimhgudicial decisions are subject to
influences outside of our control and may negayiadtect our business, including our ability to abtmeaningful patent coverage or
enforcement rights to any of our issued patentsv Md&vs, regulations and judicial decisions may éteoactive in effect, potentially reducing or
eliminating our ability to implement our patentatdd strategies to these changes. Changes torkeywations and judicial decisions that affect
our business are often difficult or impossibledoekee, which limits our ability to adequately adapr patent strategies to these changes.

The commercial potential of a drug candidate in development is difficult to predict and if the market size for a new drug is significantly
smaller than we anticipated, it could significantly and negatively impact our revenue, results of operations and financial condition.

It is very difficult to estimate the commercial patial of product candidates due to factors suckaéety and efficacy compared to other
available treatments, including potential genericgdalternatives with similar efficacy profiles,artging standards of care, third party payer
reimbursement, patient and physician preferenbesavailability of competitive alternatives thatyreanmerge either during the long drug
development process or after commercial introduactamd the availability of generic versions of successful product candidates following
approval by health authorities based on the expiradf regulatory exclusivity or our inability tagvent generic versions from coming to
market in one or more geographies by the assesfione or more patents covering such approved dfulgle to one or more of these risks the
market potential for a product candidate is loviiamnt we anticipated, it could significantly and riagdy impact the commercial terms of any
collaboration partnership potential for such pradtandidate or, if we have already entered intolkrlsoration for such drug candidate, the
revenue potential from royalty and milestone paytseould be significantly diminished and would niggly impact our revenue, results of
operations and financial condition.

Scientific discovery of new medical breakthroughsisan inherently uncertain process and the future success of the application of our
technology platformsto potential new drug candidates is therefore very uncertain and unpredictable and one or more of our research and
development programs could fail at any time and adver sely impact the value of our business.

We apply our polymer chemistry technology platfdomumerous small and large molecule drug developrendidates from early
discovery research to clinical development and itriportant to our business that we continue teeimee the number of drug candidates both in
research and development. Successful applicationofechnology to one or more molecules is veffycdilt and uncertain in terms of making
sufficient advances in therapeutic benefit to pasievhile maintaining an adequate safety profilee Tisk of failure is increased for our product
candidates that are based on new technologies,asuttte application of our advanced polymer cortpiggchnology to small molecules,
including without limitation NKTR-118, NKTR-119, NRR-102, NKTR-105 and other drug candidates curyantthe discovery research or
preclinical development phases. If our PEGylatinod advanced polymer conjugate technologies fajetoerate new drug candidates with
positive clinical trial results and approved drugst business, results of operations, and finargatlition would be materially harmed.

Our revenueis exclusively derived from our collaboration agreements, which can result in significant fluctuation in our revenue from period
to period, and our past revenue istherefore not necessarily indicative of our future revenue.

Our revenue is derived from our collaboration agreets with partners, under which we may receiveraghresearch payments,
milestone payments based on clinical progress)a&mgy progress or net sales achievements, rogattienanufacturing
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revenue. Significant variations in the timing ofegt of cash payments and our recognition of raeezan result from the nature of significant
milestone payments based on the execution of ndabooation agreements, the timing of clinical, ukedory or sales events which result in
single milestone payments and the timing and ssookthe commercial launch of new drugs by ouratmration partners. The amount of our
revenue derived from collaboration agreements yngiven period will depend on a number of unpreatitg factors, including our ability to
find and maintain suitable collaboration partnéms, timing of the negotiation and conclusion ofl@obration agreements with such partners,
whether and when we or our partner achieve clirdoal sales milestones, whether the partnershixclsgve or whether we can seek other
partners, the timing of regulatory approvals in onenore major markets and the market introduatibnew drugs or generic versions of the
approved drug, as well as other factors.

If our partners, on which we depend to obtain regulatory approvals for and to commercialize our partnered products, are not successful, or if
such collaborationsfail, the development or commercialization of our partnered products may be delayed or unsuccessful.

When we sign a collaborative development agreemelitense agreement to develop a product candigligiiea pharmaceutical or
biotechnology company, the pharmaceutical or blatetogy company is generally expected to:

» design and conduct large scale clinical stuc
» prepare and file documents necessary to obtainrgmant approvals to sell a given product candidate;or
« market and sell our products when and if they apraved.

Our reliance on collaboration partners poses a mumbrisks to our business, including risks that:

* we may be unable to control whether, and the extewhich, our partners devote sufficient resoutoethe development programs
or commercial marketing and sales effo

« disputes may arise in the future with respect éoaWwnership of rights to technology or intellectpedperty developed with partne

» disagreements with partners could lead to delaysritermination of, the research, developmentonmercialization of produc
candidates or to litigation or arbitration procees$;

» contracts with our partners may fail to provideaith significant protection, or to be effectivelpferced, in the event one of o
partners fails to perforn

» partners have considerable discretion in electihgther to pursue the development of any additipraduct candidates and may
pursue alternative technologies or products eitinetheir own or in collaboration with our competstg

» partners with marketing rights may choose to def@useer resources to the marketing of our partngreducts than they do to
products of their own development or produc-licensed from other third partie

« the timing and level of resources that our partdedicate to the development program will affeettiming and amount of reven
we receive

* we do not have the ability to unilaterally termmaigreements (or partners may have extension ewedmights) that we believe a
not on commercially reasonable terms or consistéhtour current business strate

» partners may be unable to pay us as expectec

» partners may terminate their agreements with ugt@nally for any or no reason, in some cases thighpayment of a termination
fee penalty and in other cases with no termindgenpenalty

Given these risks, the success of our current atudlef partnerships is highly unpredictable andleare a substantial negative or positive
impact on our business. We have entered into amfidions in the past that have been subsequenthirtated, such as our collaboration with
Pfizer for the development and commercializatiombgled insulin that was terminated by Pfizer iovember 2007. If other collaborations are
suspended or terminated, our ability to commemgadiertain other proposed product candidates @istbe negatively impacted. If our
collaborations fail, our product development or coencialization of product candidates could be dediagr cancelled, which would negatively
impact our business, results of operations anahéiizh condition.

If we or our partners do not obtain regulatory approval for our product candidates on a timely basis, if at all, or if the terms of any approval
impose significant restrictions or limitations on use, our business, results of operations and financial condition will be negatively affected.

We or our partners may not obtain regulatory apalréoar product candidates on a timely basis, #lgtor the terms of any approval
(which in some countries includes pricing approvadly impose significant restrictions or limitatioms use. Product
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candidates must undergo rigorous animal and huesiimgj and an extensive FDA mandated or equivébeatgn authorities’ review process
for safety and efficacy. This process generallgtat number of years and requires the expendifugebstantial resources. The time required
for completing testing and obtaining approvalsrisertain, and the FDA and other U.S. and foreigulisgory agencies have substantial
discretion to terminate clinical trials, required@tnal clinical development or other testing ay @hase of development, delay or withhold
registration and marketing approval and mandatdymowithdrawals, including recalls. In additiomdesirable side effects caused by our
product candidates could cause us or regulatotyosities to interrupt, delay or halt clinical tdahnd could result in a more restricted label or
the delay or denial of regulatory approval by regady authorities.

Even if we or our partners receive regulatory apakof a product, the approval may limit the indezhuses for which the product may
marketed. Our partnered products that have obtaigudatory approval, and the manufacturing proegésr these products, are subject to
continued review and periodic inspections by theARIdd other regulatory authorities. Discovery freuth review and inspection of previot
unknown problems may result in restrictions on reggl products or on us, including withdrawal omfecf such products from the market,
suspension of related manufacturing operationsmoe restricted label. The failure to obtain tiynedgulatory approval of product candidates,
any product marketing limitations or a product witiwal would negatively impact our business, raesoitoperations and financial condition.

We are a party to numerous collaboration agreements and other significant agreements which contain complex commercial termsthat could
result in disputes, litigation or indemnification liability that could adversely affect our business, results of operations and financial condition.

We currently derive, and expect to derive in the$eeable future, all of our revenue from collaboreagreements with biotechnology
and pharmaceutical companies. These collaboratjoeeaents contain complex commercial terms, inolydi

» clinical development and commercialization obligas that are based on certain commercial reasoregggerformance standards
that can often be difficult to enforce if disputatse as to adequacy of performar

» research and development performance and reimbergeshligations for our personnel and other resssiedlocated to partnered
product development progran

» clinical and commercial manufacturing agreemers)esof which are priced on an actual cost basipifoducts supplied by us
our partners with complicated cost allocation folmstand methodologie

» intellectual property ownership allocation betwesrand our partners for improvements and new inwesideveloped during the
course of the partnershi

» royalties on end product sales based on a numh=rroplex variables, including net sales calculajgeography, patent life,
generic competitors, and other factors;

* indemnity obligations for thit-party intellectual property infringement, produebiility and certain other claim

On September 20, 2009, we entered into a worldeiadusive license agreement with AstraZeneca feftinther development and
commercialization of NKTR-118 and NKTR-119. In atitzti, we have also entered into complex commeesgatements with Novartis in
connection with the sale of certain assets reltenlir pulmonary business, associated technolodyrdallectual property to Novartis (the
Novartis Pulmonary Asset Sale), which was completre®ecember 31, 2008. Our agreements with AstraZeeand Novartis contain compl
representations and warranties, covenants and mifleation obligations that could result in subgtahfuture liability and harm our financial
condition if we breach any of our agreements wigltrd&Zeneca or Novartis or any third party agreemanpacted by this complex transaction.
As part of the Novartis Pulmonary Asset Sale, wered an exclusive license agreement with Nov&tigrma pursuant to which Novartis
Pharma grants back to us an exclusive, irrevocagelgetual, royalty-free and worldwide license untietain specific patent rights and other
related intellectual property rights necessaryuf®to satisfy certain continuing contractual oltliigres to third parties, including in connection
with development, manufacture, sale and commezaitiin activities related to our partnered progfanBAY41-6551 with Bayer Healthcare
LLC . We also entered into a service agreementyauntsto which we have subcontracted to Novartisageservices to be performed related to
our partnered program for BAY41-6551 and a traosiservices agreement pursuant to which Novartisnprovided each other with
specified services for limited time periods follagithe closing of the Novartis Pulmonary Asset $al@cilitate the transition of the acquired
assets and business from us to Novartis.

From time to time, we have informal dispute redolutdiscussions and commercial litigation with ¢hparties regarding the appropriate
interpretation of the complex commercial terms aored in our agreements. One or more disputes misg ia the future regarding our
collaboration agreements, transaction documentsjrar party license agreements that may ultimatesult in costly litigation and unfavorable
interpretation of contract terms, which would haveaterial adverse impact on our business, restutiperations or financial condition.
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If we or our partners are not able to manufacture drugs or drug substancesin quantities and at costs that are commercially feasible, we may
fail to meet our contractual obligations or our proprietary and partnered product candidates may experience clinical delays or constrained
commercial supply which could significantly harm our business.

If we are not able to scale-up manufacturing totrttee drug quantities required to support largeictil trials or commercial
manufacturing in a timely manner or at a commelci@asonable cost, we risk delaying our clinicall$ or those of our partners and may
breach contractual obligations and incur associdéedages and costs, and reduce or even eliminsteiated revenues. In some cases, we
subcontract manufacturing or other services. Phegotecal manufacturing involves significant riskedauncertainties related to the
demonstration of adequate stability, sufficientifieation of the drug substance and drug proding,itlentification and elimination of
impurities, optimal formulations, process validatiand challenges to controlling for all of theaetbrs during manufacturing scalp-for large
clinical trials and commercial manufacturing anggy. In addition, we have faced and may in thefatfface significant difficulties, delays ¢
unexpected expenses as we validate third partyadnhanufacturers required for scale-up to clinicacommercial quantities. Failure to
manufacture products in quantities or at costsahmcommercially feasible could cause us not tetraar supply requirements, contractual
obligations or other requirements for our propmgfaroduct candidates and, as a result, would &gmtly harm our business, results of
operations and financial condition.

For instance, we entered a service agreement vatlaftis pursuant to which we subcontract to Nosarértain important services to be
performed in relation to our partnered programBéiY41-6551 with Bayer Healthcare LLC. If our subt@etors do not dedicate adequate
resources to our programs, we risk breach of oligations to our partners. Building and validatiagge scale clinical or commercial-scale
manufacturing facilities and processes, recruitind training qualified personnel and obtaining ssaey regulatory approvals is complex,
expensive and time consuming. In the past we hageuntered challenges in scaling up manufactuongeet the requirements of large scale
clinical trials without making modifications to tlieug formulation, which may cause significant gslan clinical development. Further, our
drug and device combination products, such as BA83841 and the Cipro Inhale program, require sigaift device design, formulation
development work and manufacturing scale-up a@wit~urther, we have experienced delays in stattia Phase 3 clinical development
program for BAY41-6551 as we work to finalize thevate design with a demonstrated capability to lb@ufactured at commercial scale. This
work is ongoing. Drug/device combination produats jgarticularly complex, expensive, time-consunmang uncertain due to the number of
variables involved in the final product design,lirting ease of patient/doctor use, maintenancdirital efficacy, reliability and cost of
manufacturing, regulatory approval requirements staddards and other important factors. There goes to be substantial and unpredictable
risk and uncertainty related to manufacturing amgp$y until such time as the commercial supply ohaivalidated and proven.

We purchase some of the starting material for drugs and drug candidates from a single source or a limited number of suppliers, and the
partial or complete loss of one of these suppliers could cause production delays, clinical trial delays, substantial loss of revenue and contract
liability to third parties.

We often face very limited supply of a critical ramaterial that can only be obtained from a singteg limited number of, suppliers,
which could cause production delays, clinical tdalays, substantial lost revenue opportunity ortreat liability to third parties. For example,
there are only a limited number of qualified supm@i and in some cases single source supplierhdaaw materials included in our
PEGylation and advanced polymer conjugate drug ditations, and any interruption in supply or failtioeprocure such raw materials on
commercially feasible terms could harm our busirdmsdelaying our clinical trials, impeding comme@ation of approved drugs or
increasing operating loss to the extent we canass$ pn increased costs to a manufacturing customer.

We rely on trade secret protection and other unpatented proprietary rights for important proprietary technologies, and any loss of such rights
could harm our business, results of operations and financial condition.

We rely on trade secret protection for our conftég@rand proprietary information. No assurance bamgiven that others will not
independently develop substantially equivalent canmiftial and proprietary information or otherwissrgaccess to our trade secrets or disclose
such technology, or that we can meaningfully probee trade secrets. In addition, unpatented petgny rights, including trade secrets and
know-how, can be difficult to protect and may lose thwilue if they are independently developed by altharty or if their secrecy is lost. Al
loss of trade secret protection or other unpateptegdrietary rights could harm our business, resaflioperations and financial condition.

We expect to continueto incur substantial losses and negative cash flow from operations and may not achieve or sustain profitability in the
future.

For the three months and six months ended Jun203@, we reported a net loss of $0.5 million and$6illion, respectively. If and
when we achieve profitability depends upon a nunabéactors, including the timing and recognitioinailestone payments and royalties
received, the timing of revenue under our collaboreagreements, the amount of investments we rima&ar proprietary product candidates
and the regulatory approval and market succesamgbmduct candidates. We may not be able to aetaend sustain profitability.
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Other factors that will affect whether we achiewe austain profitability include our ability, alooe together with our partners, to:
» develop products utilizing our technologies, eitimelependently or in collaboration with other phaomutical or biotech compani
* receive necessary regulatory and marketing apsg
* maintain or expand manufacturing at necessaryde
» achieve market acceptance of our partnered proc
* receive royalties on products that have been agphawnarketed or submitted for marketing approvahwegulatory authorities; ar
* maintain sufficient funds to finance our activiti

If we do not generate sufficient cash flow through increased revenue or raising additional capital, we may not be able to meet our substantial
debt obligations.

As of June 30, 2010, we had cash, cash equivakemisshort-term investments in marketable secantiued at approximately $338.2
million and approximately $239.7 million of indelteess, including approximately $215.0 million imgertible subordinated notes due
September 2012, $19.6 million in capital leasegatilons, and $5.1 million of other liabilities.

Our substantial indebtedness has and will contiouspact us by:
* making it more difficult to obtain additional fineimg;
» constraining our ability to react quickly in an ambrable economic climat
e constraining our stock price; al
» constraining our ability to invest in our propristgroduct development progran

Currently, we are not generating positive cash flfwve are unable to satisfy our debt service neguoents, substantial liquidity proble
could result. In relation to our convertible sukineded notes, since the market price of our comstock is significantly below the conversion
price, the holders of our outstanding convertibleadinated notes are unlikely to convert the ntdesommon stock in accordance with the
existing terms of the notes. If we do not genesaféicient cash from operations to repay principainterest on our remaining convertible
subordinated notes, or satisfy any of our othet dbligations, when due, we may have to raise amtit funds from the issuance of equity or
debt securities or otherwise restructure our oliiga. Any such financing or restructuring may hetavailable to us on commercially
acceptable terms, if at all.

If we cannot raise additional capital, our financial condition will suffer.

We have no material credit facility or other maaedommitted sources of capital. To the extent afixeg and capital resources are
insufficient to meet our future capital needs, wikk mave to raise additional funds from new colladttion partnerships or the capital markets to
continue the marketing and development of our teldgies and proprietary products. Such funds mdyeavailable on favorable terms, if at
all. We may be unable to obtain suitable new coltabon partners on attractive terms and our sukisiandebtedness may limit our ability to
obtain additional capital markets financing. If gdate funds are not available on reasonable tevmspay be required to curtail operations
significantly or obtain funds by entering into firdng, supply or collaboration agreements on uaetitre terms. Our inability to raise capital
could harm our business and our stock price. Textent that additional capital is raised through $ale of equity or convertible debt
securities, the issuance of such securities waddlt in dilution to our stockholders.

If government and private insurance programs do not provide reimbursement for our partnered products or proprietary products, those
products will not be widely accepted, which would have a negative impact on our business, results of operations and financial condition.

In both domestic and foreign markets, sales ofpautnered and proprietary products that have redeiggulatory approval will depend
part on market acceptance among physicians anehpstipricing approvals by government authorities the availability of reimbursement
from third-party payers, such as government headthinistration authorities, managed care providaisate health insurers and other
organizations. Such third-party payers are incregigichallenging the price and cost effectivendssedical products and services. Therefore,
significant uncertainty exists as to the pricingmvals for, and the reimbursement status of, n@plyroved healthcare products. Moreover,
legislation and regulations affecting the pricirfgpbarmaceuticals may change
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before regulatory agencies approve our proposedigsts for marketing and could further limit pricingprovals for, and reimbursement of,
products from government authorities and thirdyppetyers. A government or third-party payer decisiot to approve pricing for, or provide
adequate coverage and reimbursements of, our podwaild limit market acceptance of such products.

We depend on third partiesto conduct the clinical trials for our proprietary product candidates and any failure of those parties to fulfill their
obligations could harm our development and commercialization plans.

We depend on independent clinical investigatoratreat research organizations and other thaidy service providers to conduct clini
trials for our proprietary product candidates. Tijowe rely heavily on these parties for successfetution of our clinical trials and are
ultimately responsible for the results of theirties, many aspects of their activities are beyonr control. For example, we are responsible
for ensuring that each of our clinical trials isrxdacted in accordance with the general investigatiplan and protocols for the trial, but the
independent clinical investigators may prioritizeer projects over ours or communicate issues daggour products to us in an untimely
manner. Third parties may not complete activitirsohedule or may not conduct our clinical trialccordance with regulatory requirements
or our stated protocols. The early terminationrof af our clinical trial arrangements, the failufethird parties to comply with the regulations
and requirements governing clinical trials or celiance on results of trials that we have not diyemonducted or monitored could hinder or
delay the development, approval and commerciatinatf our product candidates and would adversdégcabur business, results of operations
and financial condition.

Our manufacturing operations and those of our contract manufacturers are subject to governmental regulatory requirements, which, if not
met, would have a material adverse effect on our business, results of operations and financial condition.

We and our contract manufacturers are require@fitam cases to maintain compliance with curremtdgmanufacturing practices
(cGMP), including cGMP guidelines applicable toiaetpharmaceutical ingredients, and are subjeictgpections by the FDA or comparable
agencies in other jurisdictions to confirm such ptiemce. We anticipate periodic regulatory inspatsi of our drug manufacturing facilities
and the manufacturing facilities of our contractunfacturers for compliance with applicable regutatequirements. Any failure to follow and
document our or our contract manufacturers’ adresrén such cGMP regulations or satisfy other mastufang and product release regulatory
requirements may disrupt our ability to meet ounnfacturing obligations to our customers, leadignificant delays in the availability of
products for commercial use or clinical study, tesuthe termination or hold on a clinical studydelay or prevent filing or approval of
marketing applications for our products. Failuretonply with applicable regulations may also regukanctions being imposed on us,
including fines, injunctions, civil penalties, faik of regulatory authorities to grant marketingrapal of our products, delays, suspension or
withdrawal of approvals, license revocation, sedsur recalls of products, operating restrictioms$ eriminal prosecutions, any of which could
harm our business. The results of these inspectionisl result in costly manufacturing changes oilitst or capital equipment upgrades to
satisfy the FDA that our manufacturing and quaditytrol procedures are in substantial complianth eGMP. Manufacturing delays, for us
our contract manufacturers, pending resolutioregtifatory deficiencies or suspensions would hamvaterial adverse effect on our business,
results of operations and financial condition.

Significant competition for our polymer conjugate chemistry technology platforms and our partnered and proprietary products and product
candidates could make our technologies, products or product candidates obsolete or uncompetitive, which would negatively impact our
business, results of operations and financial condition.

Our PEGylation and advanced polymer conjugate céteynplatforms and our partnered and proprietaogdpcts and product candidates
compete with various pharmaceutical and biotectmotmmpanies. Competitors of our PEGylation angpelr conjugate chemistry
technologies include The Dow Chemical Company, Br2barmaceuticals, Inc., SunBio Corporation, Momntéew Pharmaceuticals, Inc.,
Novo Nordisk A/S (formerly assets held by Neosehhetogies, Inc.), and NOF Corporation. Several othemical, biotechnology ar
pharmaceutical companies may also be developingyRE@ technologies or technologies that have lsinimpact on target drug molecules.
Some of these companies license or provide thentdady to other companies, while others are devetpthe technology for internal use.

There are several competitors for our proprietaiogdpct candidates currently in development. For BAY551 (Amikacin inhale), the
current standard of care includes several approvezvenous antibiotics for the treatment of eithespital-acquired pneumonia or ventilator-
associated pneumonia in patients on mechanicailatams. For Oral NKTR-118 (PEGylated naloxol), thare currently several alternative
therapies used to address opioid-induced congiipé®IC) and opioid-induced bowel dysfunction (OBIDluding over-the-counter laxatives
and stool softeners such as docusate sodium, s@ah@ilk of magnesia. In addition, there are a neimadf companies developing potential
products which are in various stages of clinicaladlepment and are being evaluated for the treatwfe@1C and OBD in different patient
populations, including Adolor Corporation, Glaxo$mkiline plc, Progenics Pharmaceuticals, Inc., Rf(zé& Wyeth acquisition completed in
2009), Mundipharma Int. Limited, Sucampo Pharmdcals and Takeda Pharmaceutical Company Limited NioT R-102, there are a numk
of approved therapies for the treatment of col@lezancer, including Eloxatin, Camptosar, Avadiirhitux, Vectibux, Xeloda, Adrucil and
Wellcovorin. In
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addition, there are a number of drugs in varioagest of preclinical and clinical development froompanies exploring cancer therapies or
improved chemotherapeutic agents to potentiallgttcelorectal cancer, including, but not limitegd pooducts in development from Bristol-
Myers Squibb Company, Pfizer, Inc., GlaxoSmithKlpie, Antigenics, Inc., F. Hoffmann-La Roche Ltdpwartis AG, Cell Therapeutics, Inc.,
Neopharm Inc., Meditech Research Ltd, Alchemia t&ahj Enzon Pharmaceuticals, Inc. and others. Témeralso a number of chemotheraj
and cancer therapies approved today and in vasiages of clinical development for ovarian and ireancers including but not limited to:
Avastin® (bevacizumab), Camptogar (irinotecan), D&xdoxorubicin HCI ), Ellenc@ (epirubicin), GemzZafgemcitabine), Herceptif
(trastuzumab), Hycamtif  (topotecan), Paraplatin rb@galatin), and Taxa? (paclitaxel). These theragiesonly partially effective in treating
ovarian or breast cancers. Major pharmaceutichlaiechnology companies with approved drugs or slinglevelopment for these cancers
include Bristol-Meyers Squibb, Genentech, Inc. x@BmithKline plc, Johnson and Johnson, Pfizer,, IBt.Lilly & Co., and many others.

There can be no assurance that we or our partriksuacessfully develop, obtain regulatory appievend commercialize next-
generation or new products that will successfullnpete with those of our competitors. Many of cameetitors have greater financial,
research and development, marketing and sales,fa@unring and managerial capabilities. We face ostitipn from these companies not just
in product development but also in areas suchasiting employees, acquiring technologies thathmh&nhance our ability to commercialize
products, establishing relationships with certaisearch and academic institutions, enrolling pttignclinical trials and seeking program
partnerships and collaborations with larger phaeutical companies. As a result, our competitors swceed in developing competing
technologies, obtaining regulatory approval or gjrmarket acceptance for products before we des&hilevelopments could make our
products or technologies uncompetitive or obsolete.

We could be involved in legal proceedings and may incur substantial litigation costs and liabilities that will adversely affect our business,
results of operations and financial condition.

From time to time, third parties have asserted,raayg in the future assert, that we or our partivdringe their proprietary rights. The
third party often bases its assertions on a clamhits patents cover our technology. Similar a&s®s of infringement could be based on future
patents that may issue to third parties. In cedéiour agreements with our partners, we are otdiygo indemnify and hold harmless our
partners from intellectual property infringemengtuct liability and certain other claims, whichuta cause us to incur substantial costs if we
are called upon to defend ourselves and our paragainst any claims. If a third party obtains mgjive or other equitable relief against us or
our partners, they could effectively prevent uspwr partners, from developing or commercializiogderiving revenue from, certain products
or product candidates in the U.S. and abroad.&tance, F. Hoffmann-La Roche Ltd, to which wer&e our proprietary PEGylation reagent
for use in the MIRCERA product, was a party togngicant patent infringement lawsuit brought by gem, Inc. related to Roche’s proposed
marketing and sale of MIRCERA to treat chemotherapgmia in the U.S. In October 2008, a federaltcaled in favor of Amgen, issuing a
permanent injunction preventing Roche from markgtinselling MIRCERA in the U.S. In December 2008 U.S. District court for the
District of Massachusetts entered a final judgnaemnt permanent injunction, and Roche and Amgen eshiato a settlement and limited licel
agreement which allows Roche to begin selling MIR@EN the U.S. in July 2014.

Third-party claims could also result in the awafduabstantial damages to be paid by us or a settieresulting in significant payments
to be made by us. For instance, a settlement mégjuire us to enter a license agreement under whéchay substantial royalties to a third
party, diminishing our future economic returns frtme related product. In 2006, we entered intdigaliion settlement related to an intellectual
property dispute with the University of AlabamaHuontsville pursuant to which we paid $11.0 milliand agreed to pay an additional $10.0
million in equal $1.0 million installments over tgaars ending with the last payment due on JuB016. We cannot predict with certainty the
eventual outcome of any pending or future litigati€osts associated with such litigation, substéddtimage claims, indemnification claims or
royalties paid for licenses from third parties abbbve a material adverse effect on our business|ts of operations and financial condition.

If product liability lawsuits are brought against us, we may incur substantial liabilities.

The manufacture, clinical testing, marketing ané samedical products involve inherent produchility risks. If product liability costs
exceed our product liability insurance coveragemey incur substantial liabilities that could haveevere negative impact on our financial
position. Whether or not we are ultimately sucaglssfany product liability litigation, such litigeon would consume substantial amounts of
financial and managerial resources and might résativerse publicity, all of which would impairobusiness. Additionally, we may not be
able to maintain our clinical trial insurance ooghuct liability insurance at an acceptable cosdt ll, and this insurance may not provide
adequate coverage against potential claims ordosse

Our future depends on the proper management of our current and future business operations and their associated expenses.

Our business strategy requires us to manage oinmdsssto provide for the continued development@oténtial commercialization of our
proprietary and partnered product candidates. @ategy also calls for us to undertake increasedareh and development activities and to
manage an increasing number of relationships vattngrs and other third parties, while
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simultaneously managing the expenses generatdiebg fictivities. If we are unable to manage effelstiour current operations and any
growth we may experience, our business, financadition and results of operations may be adverstcted. If we are unable to effectively
manage our expenses, we may find it necessaryltweeour personnel-related costs through furtrsratons in our workforce, which could
harm our operations, employee morale and impaibility to retain and recruit talent. Furthermdfgdequate funds are not available, we
may be required to obtain funds through arrangesneith partners or other sources that may requr® uelinquish rights to certain of our
technologies or products that we would not otheswéinquish.

We are dependent on our management team and key technical personnel, and the loss of any key manager or employee may impair our
ability to develop our products effectively and may harm our business, operating results and financial condition.

Our success largely depends on the continued ssreiitour executive officers and other key persbririee loss of one or more members
of our management team or other key employees amuldusly harm our business, operating resultfiaadcial condition. The relationships
that our key managers have cultivated within odustry make us particularly dependent upon theitinaed employment with us. We are ¢
dependent on the continued services of our techp@aonnel because of the highly technical nadfiieur products and the regulatory appr
process. Because our executive officers and keyamegs are not obligated to provide us with corgthgervices, they could terminate their
employment with us at any time without penalty. Wéenot have any post-employment noncompetitioneagemts with any of our employees
and do not maintain key person life insurance jgion any of our executive officers or key empks/e

Because competition for highly qualified technical personnel isintense, we may not be able to attract and retain the personnel we need to
support our operations and growth.

We must attract and retain experts in the area$irotal testing, manufacturing, regulatory, finenenarketing and distribution and
develop additional expertise in our existing perssnWe face intense competition from other bioptereutical companies, research and
academic institutions and other organizations falified personnel. Many of the organizations withich we compete for qualified personnel
have greater resources than we have. Because dborpfer skilled personnel in our industry is inte, companies such as ours sometimes
experience high attrition rates with regard totis&illed employees. Further, in making employnmagegtisions, job candidates often conside
value of the stock options they are to receiveoinnection with their employment. Our equity inceatplan and employee benefit plans may
not be effective in motivating or retaining our doyges or attracting new employees, and signifiealdtility in the price of our stock may
adversely affect our ability to attract or retaimatified personnel. If we fail to attract new pergel or to retain and motivate our current
personnel, our business and future growth prospectisl be severely harmed.

If earthquakes and other catastrophic events strike, our business may be harmed.

Our corporate headquarters, including a substambidion of our research and development operatiamslocated in the San Francisco
Bay Area, a region known for seismic activity angdagential terrorist target. In addition, we owgifgies for the manufacture of products us
our PEGylation and advanced polymer conjugate tolgies in Huntsville, Alabama and own and leasie®$ in Hyderabad, India. There are
no backup facilities for our manufacturing operatidocated in Huntsville, Alabama. In the evenaofearthquake or other natural disaster,
political instability, or terrorist event in any tifese locations, our ability to manufacture angpsumaterials for drug candidates in
development and our ability to meet our manufantudbligations to our customers would be signiftbadisrupted and our business, result
operations and financial condition would be harn@udr. collaborative partners may also be subjecatastrophic events, such as hurricanes
and tornadoes, any of which could harm our busijrressilts of operations and financial condition. kié&e not undertaken a systematic
analysis of the potential consequences to our basijrresults of operations and financial conditiom a major earthquake or other catastro
event, such as a fire, sustained loss of powenrist activity or other disaster, and do not hawecovery plan for such disasters. In addition,
our insurance coverage may not be sufficient topmmeate us for actual losses from any interrupifayur business that may occur.

We have implemented certain anti-takeover measures, which make it more difficult to acquire us, even though such acquisitions may be
beneficial to our stockholders.

Provisions of our certificate of incorporation dmdaws, as well as provisions of Delaware law, daukke it more difficult for a third
party to acquire us, even though such acquisitioag be beneficial to our stockholders. These abkedver provisions include:

» establishment of a classified board of directorhghat not all members of the board may be eleztede time
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» lack of a provision for cumulative voting in theeetion of directors, which would otherwise allowgdethan a majority ¢
stockholders to elect director candida

» the ability of our board to authorize the issuaotéblank check” preferred stock to increase thenbar of outstanding shares and
thwart a takeover attemg

» prohibition on stockholder action by written cornsehereby requiring all stockholder actions tatdeen at a meeting of
stockholders

» establishment of advance notice requirements forimations for election to the board of directordarrproposing matters that ¢
be acted upon by stockholders at stockholder ngstamnc

» limitations on who may call a special meeting aickholders
Further, we have in place a preferred share puectigists plan, commonly known as a “poison pilllieTprovisions described above, our
“poison pill” and provisions of Delaware law relagito business combinations with interested stolckdie may discourage, delay or prevent a
third party from acquiring us. These provisions ra&o discourage, delay or prevent a third padgnfacquiring a large portion of our
securities or initiating a tender offer or proxyntest, even if our stockholders might receive arpuen for their shares in the acquisition over
the then current market prices. We also have agghahcontrol severance benefits plan which pravide certain cash severance, stock award

acceleration and other benefits in the event opleyees are terminated (or, in some cases, resigspkcified reasons) following an
acquisition. This severance plan could discourathérd party from acquiring us.

Risks Related to Our Securities
The price of our common stock and senior convertible debt are expected to remain volatile.

Our stock price is volatile. During the quarter eddune 30, 2010, based on closing bid prices®NASDAQ Global Select Market, ¢
stock price ranged from $11.25 to $15.58 per sh&ieexpect our stock price to remain volatile. didiéion, as our convertible senior notes are
convertible into shares of our common stock, vbtatbr depressed prices of our common stock ctnade a similar effect on the trading price
of our notes. Also, interest rate fluctuations affect the price of our convertible senior noteszahiety of factors may have a significant effect
on the market price of our common stock or noteduiding:

» announcements of data from, or material developsnanbur clinical trials or those of our competitoincluding delays in clinici
development, approval or launc

» announcements by collaboration partners as to pheirs or expectations related to partnered prad
e announcements or terminations of collaboration egents by us or our competito
» fluctuations in our results of operatiol

» developments in patent or other proprietary rigimsluding intellectual property litigation or enitgg into intellectual propert
license agreements and the costs associated wib #rrangement

« announcements of technological innovations or riewapeutic products that may compete with our apgar@roducts or produc
under developmen

» announcements of changes in governmental regulaffenting us or our competitor

» hedging activities by purchasers of our convertggaior notes

» litigation brought against us or third parties tbom we have indemnification obligatior
* public concern as to the safety of drug formulatideveloped by us or others; ¢

» general market condition

Our stockholders may be diluted, and the price of our common stock may decrease, as a result of the exercise of outstanding stock options
and warrants or the future issuances of securities.

We may issue additional common stock, preferredkstestricted stock units or securities conveetibto or exchangeable for our
common stock. Furthermore, substantially all shafessmmon stock for which our outstanding stockays or warrants are exercisable are,
once they have been purchased, eligible for immediale in the public market. The issuance of amuit common stock, preferred stock,
restricted stock units or securities convertible ior exchangeable for our common stock or theaiseof stock options or warrants would
dilute existing investors and could adversely affbe price of our securities.
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ltem 2. Unregistered Sales of Equity Securities and Use Bfoceeds

None, including no purchases of any class of ouitggecurities by us or any affiliate pursuanatty publicly announced repurchase
plan in the three months ended June 30, 2010.

Item 3. Defaults Upon Senior Securitie:
None.

Iltem 5. Other Information
None.
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ltem 6. Exhibits

Except as so indicated in Exhibit 32.1, the follogriexhibits are filed as part of, or incorporatgdéference into, this Quarterly Report
Form 10-Q.

Exhibit

Number Description of Documents

10.1(2) Amended and Restated Employee Stock Purchase |

31.1(2) Certification of Nektar Therapeut’ principal executive officer required by Rule -14(a) or Rule 1&-14(a).
31.2(2) Certification of Nektar Therapeut’ principal financial officer required by Rule 1-14(a) or Rule 15-14(a).
32.1(2)* Section 1350 Certification

t  Management contract or compensatory plan or arraage

(1) Incorporated by reference to the indicated exliibMektar Therapeuti’ Current Report on Forrr-K, filed on July 6, 201C

(2) Filed herewith

* Exhibit 32.1 is being furnished and shall notdeemed to be “filed” for purposes of Section 18ha&f Securities Exchange Act of 1934, as
amended, or otherwise subject to the liabilitytadttsection, nor shall such exhibit be deemed tiodmporated by reference in any
registration statement or other document filed untlde Securities Act of 1933, as amended, or threi®ees Exchange Act, except as
otherwise stated in such filin
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SIGNATURES

Pursuant to the requirements of the Securities &xga Act of 1934, the registrant has duly causisdréport to be signed on its behalf
the undersigned thereunto duly authorized.

By: / s/ JOHN N ICHOLSON
John Nicholson
Senior Vice President and Chief Financial Officer

Date: July 28, 201

By: /s/ JILLIAN B. T HOMSEN
Jillian B. Thomsen
Senior Vice President and Chief Accounting Office

Date: July 28, 201
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EXHIBIT INDEX

Except as so indicated in Exhibit 32.1, the follogviexhibits are filed as part of, or incorporatgddference in, this Quarterly Report on
Form 10-Q.

Exhibit
Number Description of Documents

10.1(1) Amended and Restated Employee Stock Purchase |

31.1(2) Certification of Nektar Therapeut’ principal executive officer required by Rule -14(a) or Rule 15-14(a).
31.2(2) Certification of Nektar Therapeut’ principal financial officer required by Rule 1-14(a) or Rule 15-14(a).
32.1(2)* Section 1350 Certification

t  Management contract or compensatory plan or arrage

(1) Incorporated by reference to the indicated exliibNektar Therapeuti’ Current Report on Forn-K, filed on July 6, 201C

(2) Filed herewith

* Exhibit 32.1 is being furnished and shall notdeemed to be “filed” for purposes of Section 18hef Securities Exchange Act of 1934, as
amended, or otherwise subject to the liabilityhafttsection, nor shall such exhibit be deemed tindmrporated by reference in any
registration statement or other document filed untide Securities Act of 1933, as amended, or threi®ees Exchange Act, except as
otherwise stated in such filin
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Exhibit 31.1
CERTIFICATIONS

I, Howard W. Robin, certify that:

1. | have reviewed this Quarterly Report on Forr-Q of Nektar Therapeutic
2. Based on my knowledge, this report does notaiorny untrue statement of a material fact or amgttate a material fact necessary to
make the statements made, in light of the circunt&ts under which such statements were made, nigtaisg with respect to the period
covered by this repor
3. Based on my knowledge, the financial statementso#imer financial information included in this repdairly present in all materi
respects the financial condition, results of operst and cash flows of the registrant as of, amgdtf@ periods presented in this rep
4. The registrar's other certifying officer(s) and | are responsiloleestablishing and maintaining disclosure cdstemd procedures (i
defined in Exchange Act Rules 13a-15(e) and 15@))%(d internal control over financial reportirag @efined in Exchange Act Rules
13e-15(f) and 15-15(f)), for the registrant and hav
a) Designed such disclosure controls and proceduresused such disclosure controls and procedutes tiesigned under o
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgubsidiaries, is made known to us
by others within those entities, particularly dgyithe period in which this report is being prepa
b) Designed such internal control over financiploming, or caused such internal control over faiahreporting to be designed under
our supervision, to provide reasonable assurargadang the reliability of financial reporting atfte preparation of financial
statements for external purposes in accordancegeitierally accepted accounting princip
c) Evaluated the effectiveness of the regis’s disclosure controls and procedures and presémtai report our conclusions abc
the effectiveness of the disclosure controls amtguaures, as of the end of the period coveredibyéport based on such
evaluation; ant
d) Disclosed in this report any change in the ttegid’s internal control over financial reportirttat occurred during the registrant’s
most recent fiscal quarter (the registrant’s fodiikbal quarter in the case of an annual repo#) tias materially affected, or is
reasonably likely to materially affect, the regst’s internal control over financial reportir
5.  The registrant’s other certifying officer(s) anlgave disclosed, based on our most recent evatuat internal control over financial
reporting, to the registrant’s auditors and theiteemmmittee of the registrant’s board of directfwspersons performing the equivalent
functions):
a) All significant deficiencies and material weaknessethe design or operation of internal contraéiofinancial reporting which a
reasonably likely to adversely affect the regid’'s ability to record, process, summarize and refpmahcial information; ant
b)  Any fraud, whether or not material, that invadweanagement or other employees who have a sigmifiole in the registrant’s
internal control over financial reportin
Date: July 28, 2010 /s/ HowaArRD W. ROBIN

Howard W. Robir
Chief Executive Officer, President and Direc



Exhibit 31.2
CERTIFICATIONS

I, John Nicholson, certify that:

1. | have reviewed this Quarterly Report on Forr-Q of Nektar Therapeutic
2. Based on my knowledge, this report does notaiorny untrue statement of a material fact or amgttate a material fact necessary to
make the statements made, in light of the circunt&ts under which such statements were made, nigtaisg with respect to the period
covered by this repor
3. Based on my knowledge, the financial statementso#imer financial information included in this repdairly present in all materi
respects the financial condition, results of operst and cash flows of the registrant as of, amgdtf@ periods presented in this rep
4. The registrar's other certifying officer(s) and | are responsiloleestablishing and maintaining disclosure cdstemd procedures (i
defined in Exchange Act Rules 13a-15(e) and 15@))%(d internal control over financial reportirag @efined in Exchange Act Rules
13e-15(f) and 15-15(f)), for the registrant and hav
a) Designed such disclosure controls and proceduresused such disclosure controls and procedutes tiesigned under o
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgubsidiaries, is made known to us
by others within those entities, particularly dgyithe period in which this report is being prepa
b) Designed such internal control over financiploming, or caused such internal control over faiahreporting to be designed under
our supervision, to provide reasonable assurargadang the reliability of financial reporting atfte preparation of financial
statements for external purposes in accordancegeitierally accepted accounting princip
c) Evaluated the effectiveness of the regis’s disclosure controls and procedures and presémtai report our conclusions abc
the effectiveness of the disclosure controls andguiures, as of the end of the period coveredibyeport based on such
evaluation; ant
d) Disclosed in this report any change in the ttegid’s internal control over financial reportirttat occurred during the registrant’s
most recent fiscal quarter (the registrant’s fodiikbal quarter in the case of an annual repo#) tias materially affected, or is
reasonably likely to materially affect, the regst’s internal control over financial reportir
5.  The registrant’s other certifying officer(s) anlgave disclosed, based on our most recent evatuat internal control over financial
reporting, to the registrant’s auditors and theiteemmmittee of the registrant’s board of directfwspersons performing the equivalent
functions):
a) All significant deficiencies and material weaknessethe design or operation of internal contraéiofinancial reporting which a
reasonably likely to adversely affect the regid’'s ability to record, process, summarize and refpmahcial information; ant
b)  Any fraud, whether or not material, that invadweanagement or other employees who have a sigmifiole in the registrant’s
internal control over financial reportin
Date: July 28, 2010 /s/ JOHN N ICHOLSON

John Nicholsor
Senior Vice President and Chief Financial Offi



Exhibit 32.1
SECTION 1350 CERTIFICATIONS*

Pursuant to the requirement set forth in Rule 18@)lof the Securities Exchange Act of 1934, asrated (the “Exchange Act”) and

Section 1350 of Chapter 63 of Title 18 of the Udiftates Code (18 U.S.C. 81350), Howard W. Robief@Executive Officer, President, and
Director of Nektar Therapeutics (the “Company”)dalohn Nicholson, Senior Vice President and Chieduficial Officer of the Company, each
hereby certifies that, to the best of his knowledge

1. The Company’s Quarterly Report on Form 10-Qttierthree months ended June 30, 2010, to whiclCiiification is attached as
Exhibit 32.1 (the “Periodic Report”), fully comp$ievith the requirements of Section 13(a) or Sectifd) of the Exchange Act;
and

2.  The information contained in the Periodic Repomygresents, in all material respects, the firahcondition and results «
operations of the Compan

Dated: July 28, 2010

/s/ HowArRDW. R OBIN /s/ JOHN N ICHOLSON
Howard W. Robir John Nicholsor
Chief Executive Officer, President and Direc Senior Vice President and Chief Financial Offi

* This certification accompanies the Form Qo which it relates, is not deemed filed with 8ecurities and Exchange Commission and i
to be incorporated by reference into any filingled Company under the Securities Act of 1933, asnaled, or the Securities Exchange Act
of 1934, as amended (whether made before or &ieddte of the Form 10-Q), irrespective of any gariacorporation language contained
in such filing.



