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AmpliPhi Biosciences Corporation

Consolidated Balance Sheets

Assets

Current assets

Cash and cash equivalents

Accounts receivable, net

Prepaid expenses and other current assets
Total current assets

Property and equipment, net

In process research and development
Acquired patents, net

Total assets

Liabilities, Series B redeemable convertible preferred stock and
stockholders’ equity

Current liabilities

Accounts payable and accrued expenses
Deferred revenue

Accrued compensation

Dividends payable

Insurance premium liability

Note payable

Total current liabilities

Derivative liabilities

Deferred tax liability

Total liabilities

Series B redeemable convertible preferred stock

$0.01 par value; no shares authorized at September 30, 2017 and
December 31, 2016; no shares issued and outstanding at September 30,
2017 and December 31, 2016

Stockholders’ equity

Common stock, $0.01 par value; 67,000,000 shares authorized at
September 30, 2017 and December 31, 2016; 9,325,595 and 1,648,751
shares issued and outstanding at September 30, 2017 and December 31,
2016, respectively

Additional paid-in capital

Accumulated deficit

Total stockholders’ equity

September 30,
2017
(Unaudited)

$ 7,725,000

264,000
7,989,000
847,000
4,661,000
284,000

$ 13,781,000

$ 949,000
20,000
1,145,000
38,000
20,000
305,000
2,477,000
400,000
1,147,000
4,024,000

93,000

401,518,000
(391,854,000
9,757,000

December 31,
2016

$ 5,711,000
12,000
590,000
6,313,000
1,072,000
10,461,000
307,000

$ 18,153,000

$ 1,617,000

895,000
38,000
185,000
803,000
3,538,000
2,443,000
2,449,000
8,430,000

16,000

391,067,000
(381,360,000
9,723,000
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Total liabilities, Series B redeemable convertible preferred stock and

stockholders” equity $ 13,781,000 $ 18,153,000

See accompanying condensed notes to consolidated financial statements.
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AmpliPhi Biosciences Corporation

Consolidated Statements of Operations

Three Months Ended Nine Months Ended
September 30, September 30,
2017 2016 2017 2016
(Unaudited) (Unaudited) (Unaudited) (Unaudited)
Revenue $38,000 $29,000 $95,000 $238,000
Operating expenses
Research and development (benefit) (829,000 ) 1,655,000 1,791,000 4,876,000
General and administrative 1,613,000 1,781,000 6,295,000 6,876,000
Impairment charges - - 5,800,000 -
Total operating expenses 784,000 3,436,000 13,886,000 11,752,000
Loss from operations (746,000 ) (3,407,000) (13,791,000) (11,514,000)
Other income (expense)
Change in fair value of derivative liabilities (37,000 ) 1,032,000 1,997,000 2,403,000
Other income (expense), net 4,000 - 6,000 (227,000 )
Total other income (expense), net (33,000 ) 1,032,000 2,003,000 2,176,000
Loss before income taxes (779,000 ) (2,375,000) (11,788,000) (9,338,000 )
Income tax benefit - - 1,302,000 -
Net loss (779,000 ) (2,375,000) (10,486,000) (9,338,000 )
Excess of fair value of consideration transferred on
conversion of Series B redeemable convertible preferred - (1,214,000) - (3,580,000 )
stock
ﬁgzrketion of Series B redeemable convertible preferred i i i (1.858.000 )
Net loss attributable to common stockholders $(779,000 ) $(3,589,000) $(10,486,000) $(14,776,000)
Per share information:
Net loss per share of common stock - basic $(0.09 ) $(3.23 ) $(1.97 ) $(17.20 )

Welghteq average number of shares of common stock 8.874.813 1,112,039 5,326,139 859.077
outstanding - basic

Net loss per share of common stock - diluted $(0.09 ) $(3.23 ) $(2.18 ) $(17.72 )
Welghteq average number of shares of common stock 8.874.813 1,112,039 5,518,847 864.891
outstanding - diluted

See accompanying condensed notes to consolidated financial statements.
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AmpliPhi Biosciences Corporation

Consolidated Statements of Cash Flows

Nine Months Ended September 30,

2017 2016

(Unaudited) (Unaudited)
Operating activities:
Net loss $ (10,486,000 ) $ (9,338,000
Adjustments required to reconcile net loss to net cash used in operating
activities:
Change in fair value of derivative liabilities (1,997,000 ) (2,403,000
Impairment charges 5,800,000 -
Stock-based compensation 568,000 1,698,000
Deferred taxes (1,302,000 ) -
Charge for common stock issuance (Note 6) 519,000 -
Warrants and other allocable expenses - 431,000
Depreciation 255,000 245,000
Amortization of patents 23,000 23,000
Other non-cash adjustments, net 22,000 -
Changes in operating assets and liabilities:
Accounts receivable, net 12,000 101,000
Accounts payable, accrued expenses, deferred revenue and other (845,000 ) 216,000
Accrued compensation 250,000 (32,000
Prepaid expenses and other current assets 358,000 (49,000
Net cash used in operating activities (6,823,000 ) (9,108,000
Investing activities:
Purchases of property and equipment (40,000 ) (266,000
Net cash used in investing activities (40,000 ) (266,000
Financing activities:
Costs of Series B redeemable convertible preferred stock conversion to common

- (173,000

stock
Dividend payments - (80,000
Proceeds from sale of common stock and related warrants, net of offering costs 9,353,000 4,224,000
Proceeds from exercises of warrants 31,000 -
Proceeds from stock issuance under employee stock purchase plan 3,000 -
Principal payments on note payable (510,000 ) -
Net cash provided by financing activities 8,877,000 3,971,000
Net increase (decrease) in cash and cash equivalents 2,014,000 (5,403,000
Cash and cash equivalents, beginning of period 5,711,000 9,370,000
Cash and cash equivalents, end of period $ 7,725,000 $ 3,967,000
Supplemental schedule of non-cash financing activities:
Accretion of Series B redeemable convertible preferred stock $- $ 1,858,000

Fair value of warrant liability upon issuance - 1,816,000
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See accompanying condensed notes to consolidated financial statements.
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AmpliPhi Biosciences Corporation
Condensed Notes to Consolidated Financial Statements

September 30, 2017
(Unaudited)

1. Organization and Description of the Business

AmpliPhi Biosciences Corporation (the “Company”) was incorporated in the state of Washington in 1989 under the
name Targeted Genetics Corporation. In February 2011, Targeted Genetics Corporation changed its name to AmpliPhi
Biosciences Corporation. The Company is dedicated to developing novel antibacterial therapies called bacteriophage
(phage). Phages are naturally occurring viruses that preferentially bind to and kill their bacterial targets.

2. Liquidity

The Company has prepared its consolidated financial statements on a going concern basis, which assumes that the
Company will realize its assets and satisfy its liabilities in the normal course of business. However, the Company has
incurred net losses since its inception and has negative operating cash flows. These circumstances raise substantial
doubt about the Company’s ability to continue as a going concern. The accompanying financial statements do not
include any adjustments to reflect the possible future effects on the recoverability and classification of assets or the
amounts and classifications of liabilities that may result from the outcome of the uncertainty concerning the
Company’s ability to continue as a going concern.

As of September 30, 2017, the Company had cash and cash equivalents of $7.7 million. Management has made
operational changes that are expected to reduce cash expenditures in 2017 and support the Company’s strategic
emphasis on precisely targeted bacteriophage therapies. Considering the Company’s current cash resources,
management believes the Company’s existing resources will be sufficient to fund the Company’s planned operations
until mid-2018. For the foreseeable future, the Company’s ability to continue its operations is dependent upon its
ability to obtain additional capital.

3. Significant Accounting Policies

10
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The Company’s significant accounting policies are described in Note 3 to the consolidated financial statements
included in the Company’s Annual Report on Form 10-K for the year ended December 31, 2016, filed with the
Securities and Exchange Commission (“SEC”). Since the date of those financial statements, there have been no material
changes to the Company’s significant accounting policies. The interim consolidated financial statements include the
accounts of the Company and its wholly owned subsidiaries Biocontrol Limited, Ampliphi Biotehnoloske Raziskave in
Razvoj d.o.o., and AmpliPhi Australia Pty Ltd. All significant intercompany accounts and transactions have been
eliminated.

Basis of Presentation

The accompanying unaudited consolidated financial statements of the Company should be read in conjunction with
the audited financial statements and notes thereto as of and for the year ended December 31, 2016 included in the
Company’s Annual Report on Form 10-K, filed with the SEC. The accompanying financial statements have been
prepared in conformity with accounting principles generally accepted in the United States of America (“U.S. GAAP”)
for interim financial statements and in accordance with the instructions to Form 10-Q. Any reference in these notes to
applicable guidance is meant to refer to authoritative U.S. GAAP as found in the Accounting Standards Codification
(“ASC”) and Accounting Standards Update (“ASU”) of the Financial Accounting Standards Board (“FASB”).

In the opinion of management, the accompanying consolidated financial statements include all adjustments that are of
a normal and recurring nature and that are necessary for the fair presentation of the Company’s financial position and
the results of its operations and cash flows for the periods presented. Interim results are not necessarily indicative of
results for the full year or any future period.

Reverse Stock Split

On April 21, 2017, the Company filed Articles of Amendment to Amended and Restated Articles of Incorporation
with the Secretary of State of the State of Washington that effected a 1-for-10 (1:10) reverse stock split of its common
stock, par value $0.01 per share, effective April 24, 2017. All common share, warrant, stock option, and per share
information in the consolidated financial statements gives retroactive effect to the 1-for-10 reverse stock split that was
effected on April 24, 2017. In connection with the reverse stock split, the Company adjusted its authorized common
stock, from 670,000,000 to 67,000,000 shares. The par value of its common stock was unchanged at $0.01 per share,
post-split. The Company adjusted stockholders' equity to reflect the reverse stock split by reclassifying an amount
equal to the par value of the shares eliminated by the split from common stock to additional paid-in capital, resulting
in no net impact to stockholders' equity on the consolidated balance sheets.

Use of Estimates

11
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The preparation of consolidated financial statements in conformity with U.S. GAAP requires management to make
estimates and assumptions that affect the amounts reported in its consolidated financial statements and accompanying
notes. On an ongoing basis, management evaluates these estimates and judgments, which are based on historical and
anticipated results and trends and on various other assumptions that management believes to be reasonable under the
circumstances. By their nature, estimates are subject to an inherent degree of uncertainty and, as such, actual results
may differ from management’s estimates.

12
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In Process Research and Development

In Process Research & Development (“IPR&D”) assets represent capitalized incomplete research projects that were
acquired through business combinations. Such assets are initially measured at their acquisition date fair values, and
accounted for as indefinite-lived intangible assets, subject to impairment testing until completion or abandonment of
research and development efforts associated with the projects. Management periodically re-evaluates whether
continuing to characterize the asset as indefinite-lived is appropriate.

Since December 31, 2016 and through the first quarter of 2017, the Company had IPR&D assets related to its
Staphylococcal and Pseudomonas programs of $5.2 million and $5.3 million, respectively. During the second quarter
of 2017, the Company recognized an impairment charge of $5.8 million, offset by a related income tax benefit of $1.3
million, related to its Staphylococcal and Pseudomonas programs. The impairment was due to an increase in the
Company’s discount rate as compared to previous assessments due to the significant difference between the Company’s
net assets and its market capitalization of $6.7 million as of June 30, 2017. The significant excess of net asset value
over market capitalization as of June 30, 2017 existed following the 1-for-10 reverse stock split completed in April
2017 and the receipt of $10.6 million in gross proceeds from an underwritten public offering in May 2017. The
impairment charge was included as a component of operating expense in the consolidated statements of operations for
the nine months ended September 30, 2017. The carrying amount of the Staphylococcal and Pseudomonas programs
after the impairment charge was $2.8 million and $1.9 million, respectively. Management assessed the qualitative
indicators for impairment as of September 30, 2017 and concluded that there were no negative operations indicators
that would necessitate an interim impairment test for the Company’s research and development programs.

Research and Development Expenses

Research and development expenses are charged to operations as incurred. Research and development expenses
include, among other things, salaries, costs of outside collaborators and outside services, allocated facility, occupancy
and utility expenses, which are partially offset by the benefit of tax incentive payments for qualified research and
development expenditures from the Australian tax authority (“AU Tax Rebates”). The Company does not record AU
Tax Rebates until payment is received due to the uncertainty of receipt. The Company received AU Tax Rebates of
approximately $0.9 million in the fourth quarter of 2016 and received AU Tax Rebates of approximately $2.0 million
in the third quarter of 2017. AU Tax Rebates of $2.0 million have been recorded as an offset to research and
development expense in the Company’s consolidated statements of operations for the three and nine months ending
September 30, 2017.

Accounting for Warrant and Preferred Shares Conversion and Dilutive Financing Features

13
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Warrants and preferred shares conversion and dilutive financing features are accounted for in accordance with the
applicable accounting guidance provided in ASC 815 - Derivatives and Hedging as either derivative liabilities or as
equity instruments depending on the specific terms of the agreements. Liability-classified instruments are recorded at
fair value at each reporting period with any change in fair value recognized as a component of change in fair value of
derivative liabilities in the consolidated statements of operations (see Note 4).

Recent Accounting Pronouncements Not Yet Adopted

In May 2014, the FASB issued ASU No. 2014-09, Revenue from Contracts with Customers (Topic 606). The ASU
creates a single source of revenue guidance for companies in all industries. The new standard provides guidance for all
revenue arising from contracts with customers and affects all entities that enter into contracts to provide goods or
services to their customers, unless the contracts are within the scope of other accounting standards. It also provides a
model for the measurement and recognition of gains and losses on the sale of certain nonfinancial assets. This
guidance, as amended, must be adopted using either a full retrospective approach for all periods presented or a
modified retrospective approach and will be effective for fiscal years beginning after December 15, 2017 with early
adoption permitted. The Company plans to adopt this ASU on January 1, 2018. The adoption of this guidance is not
expected to have a material impact on the Company’s consolidated financial statements.

In February 2015, the FASB issued ASU No. 2016-02, Leases (Topic 842), which amends the FASB Accounting
Standards Codification and creates Topic 842, "Leases." The new topic supersedes Topic 840, "Leases," and increases
transparency and comparability among organizations by recognizing lease assets and lease liabilities on the balance
sheet and requires disclosures of key information about leasing arrangements. The guidance is effective for reporting
periods beginning after December 15, 2018. ASU 2016-02 mandates a modified retrospective transition method. The
Company plans to adopt this ASU on January 1, 2019 and is in the process of evaluating the impact of adopting the
guidance on its consolidated financial statements.

In August 2016, the FASB issued ASU No. 2016-15, Cash Flow Statements, Classification of Certain Cash Receipts
and Cash Payments, which addresses eight specific cash flow classification issues with the objective of reducing
diversity in practice. The amendments are effective for public business entities for fiscal years beginning after
December 15, 2017, and interim periods within those fiscal years. Early adoption is permitted. The adoption of this
guidance is not expected to have a material impact on the Company's consolidated financial statements.

14
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In January 2017, the FASB issued ASU No. 2017-04, Intangibles - Goodwill and Other, Simplifying the Accounting
for Goodwill Impairment. ASU 2017-04 removes Step 2 of the goodwill impairment test, which requires a
hypothetical purchase price allocation. A goodwill impairment will now be the amount by which a reporting unit’s
carrying value exceeds its fair value, not to exceed the carrying amount of goodwill. All other goodwill impairment
guidance will remain largely unchanged. Entities will continue to have the option to perform a qualitative assessment
to determine if a quantitative impairment test is necessary. This new guidance will be applied prospectively, and is
effective for calendar year end companies in 2020. Early adoption is permitted for any impairment tests performed
after January 1, 2017. Adoption of this ASU is not expected to have a material impact on the Company’s consolidated
financial statements.

In July 2017, the FASB issued ASU No. 2017-11, which amends the FASB Accounting Standards Codification. Part I
of ASU No. 2017-11, Accounting for Certain Financial Instruments with Down Round Features, changes the
classification analysis of certain equity-linked financial instruments (or embedded features) with down round features.
The guidance is effective for reporting periods beginning after December 15, 2019 and interim periods within those
fiscal years. The Company is in the process of evaluating the impact of adopting the guidance on its consolidated
financial statements.

Recently Adopted Accounting Standards

In August 2014, the FASB issued ASU No. 2014-15, Presentation of Financial Statements - Going Concern (Subtopic
205-40): Disclosure of Uncertainties about an Entity's Ability to Continue as a Going Concern, which defines
management's responsibility to assess an entity's ability to continue as a going concern, and to provide related footnote
disclosures if there is substantial doubt about its ability to continue as a going concern. The Company adopted this
ASU as of December 31, 2016 and conformed its footnote disclosure in accordance with the disclosure requirements
under this standard.

In November 2015, the FASB issued ASU No. 2015-17, Balance Sheet Classification of Deferred Taxes. The ASU is
part of a simplification initiative aimed at reducing complexity in accounting standards. Current U.S. GAAP requires
the deferred taxes for each jurisdiction (or tax-paying component of a jurisdiction) to be presented as a net current
asset or liability and net noncurrent asset or liability. To simplify presentation, the new guidance requires that all
deferred tax assets and liabilities, along with any related valuation allowance, be classified as noncurrent on the
balance sheet. The Company adopted this ASU as of January 1, 2017 and the adoption did not have an impact on the
Company’s consolidated financial statements.

In March 2016, the FASB issued ASU No. 2016-09, Compensation — Stock Compensation, (Topic 718). This ASU
changes certain aspects of accounting for share-based payments to employees and involves several aspects of the
accounting for share-based payment transactions, including the income tax consequences, classification of awards as

15
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either equity or liabilities, and classification on the statement of cash flows. Specifically, ASU 2016-09 requires that
all income tax effects of share-based awards be recognized as income tax expense or benefit in the reporting period in
which they occur. Additionally, ASU 2016-09 amends existing guidance to allow forfeitures of share-based awards to
be recognized as they occur. Previous guidance required that share-based compensation expense include an estimate
of forfeitures. The Company adopted this ASU as of January 1, 2017 and elected to account for forfeitures as they
occur. The cumulative effect of adoption was made on a modified retrospective basis and resulted in an increase of
$8,000 to both additional paid-in capital and accumulated deficit.

4. Fair Value Measurements

The guidance regarding fair value measurements prioritizes the inputs used in measuring fair value and establishes a
three-tier value hierarchy that distinguishes among the following:

Level 1—Valuations based on unadjusted quoted prices in active markets for identical assets or liabilities that the
"Company has the ability to access.

Level 2—Valuations based on quoted prices for similar assets or liabilities in active markets, quoted prices for identical
-or similar assets or liabilities in markets that are not active and models for which all significant inputs are observable,
either directly or indirectly.

-Level 3—Valuations based on inputs that are unobservable and significant to the overall fair value measurement.

Liabilities are classified based on the lowest level of input that is significant to the fair value measurements. The
Company has not transferred any liabilities between the classification levels.

The Company estimates fair values of derivative liabilities utilizing Level 3 inputs. The Company uses the Monte
Carlo and Black-Scholes valuation models for derivatives which embodies all of the requisite assumptions (including
trading volatility, remaining term to maturity, market price, strike price, risk-free rates) necessary to determine fair
value of these instruments. The Company’s derivative liabilities are marked-to-market with the changes in fair value
recorded as a component of change in fair value of derivative liabilities in the Company’s consolidated statements of
operations. Estimating fair values of derivative liabilities requires the use of significant and subjective inputs that may,
and are likely to, change over the duration of the instrument with related changes in internal and external market
factors.

16
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The recurring fair value measurements of the Company’s derivative liabilities at September 30, 2017 and December
31, 2016 consisted of the following:

Quoted Prices in
Active Markets ~ Significant Other  Significant

for Identical Observable Inputs Unobservable

Items (Level 1) (Level 2) Inputs (Level 3) Total
September 30, 2017
Liabilities
June 2016 offering warrant liability $ - $ - $ 32,000 $32,000
November 2016 offering warrant liability - - 368,000 368,000
Total liabilities $ - $ - $ 400,000 $400,000
December 31, 2016
Liabilities
June 2016 offering warrant liability $ - $ - $ 274,000 $274,000
Dilutive financing derivative liability - - 126,000 126,000
November 2016 offering warrant liability - - 2,043,000 2,043,000
Total liabilities $ - $ - $ 2,443,000 $2.,443,000

The following table sets forth a summary of changes in the fair value of the Company's derivative liabilities:

o November
June 2016 Dilutive 2016
Offering  Financing Offering Total
Warrant Derivative Warrant Derivative

Liability  Liability  Liability Liabilities
Balance, December 31, 2016 $274,000 $126,000 $2,043,000 $2,443,000
Changes in estimated fair value  (242,000) (104,000) (1,651,000) (1,997,000)

Exercised warrants - - (24,000 ) (24,000 )
Settlement of liability - (22,000 ) - (22,000 )
Balance, September 30, 2017  $32,000 $- $368,000 $400,000

In connection with an issuance of warrants exercisable for an aggregate of 106,383 shares of common stock in a
registered public offering, the Company incurred the June 2016 offering warrant liability (see Note 7). The fair value
of the June 2016 offering warrant liability on the date of issuance and on each re-measurement date was estimated
using the Black-Scholes valuation model. This method of valuation involves using inputs such as the fair value of the
Company’s common stock, stock price volatility, risk—free interest rates and dividend yields. Due to the nature of these
inputs, the valuation of the warrants is considered a Level 3 measurement. The assumptions used consisted of the
following:

17
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Expected term (years)
Risk-free interest rate
Dividend yield

Exercise price

Common stock closing price
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September  December

30,2017 31,2016
127 % 118 %
3.67 442
1.72 % 1.80 %
0.00 % 0.00 %
$22.50 $22.50
$0.91 $4.40

18



Edgar Filing: AmpliPhi Biosciences Corp - Form 10-Q

In connection with an issuance of warrants exercisable for an aggregate of 533,500 shares of common stock in an
underwritten public offering, the Company incurred the November 2016 offering warrant liability (see Note 7). The
fair value of the November 2016 offering warrant liability on the date of issuance and on each re-measurement date
was estimated using the Monte Carlo valuation model. This method of valuation involves using inputs such as the fair
value of the Company’s common stock, stock price volatility, contractual term of the warrants, risk—free interest rates
and dividend yields, offset by the fair value of warrants reclassified from a liability to additional paid-in capital upon
exercise of warrants. Due to the nature of these inputs, the valuation of the warrants is considered a Level 3
measurement. The assumptions used consisted of the following:

September December
30,2017 31,2016

Volatility 106 % 112 %
Expected term (years) 4.14 4.89
Risk-free interest rate 1.79 % 191 %
Dividend yield 0.00 % 000 %
Exercise price (1) $0.57 $7.50
Common stock closing price  $0.91 $4.40

In connection with the Company’s April 2017 1-for-10 reverse stock split, the exercise price of the warrants was
adjusted downward to $1.00 per share. In September 2017, the exercise price of the warrants was further adjusted
downward to $0.57 per share in connection with the issuance of 523,210 shares of the Company’s common stock to
the shareholders who were party to the Common Stock Issuance Agreement. The exercise price of the warrants is
subject to further adjustment upon future dilutive issuances of the Company’s common stock and stock combination
events as defined in the warrant agreements (see Note 6).

ey

Dilutive Financing Derivative Liability

The dilutive financing derivative liability was originally recorded on the Company’s balance sheet on April 8, 2016 in
connection with the Company’s entry into a Common Stock Issuance Agreement (“CSIA”) with certain former holders
of the Company’s Series B redeemable convertible preferred stock, pursuant to which the Company was obligated to
issue its common stock for no consideration to the shareholders who were party to the CSIA upon dilutive issuances

of the Company’s common stock (Note 6). As of December 31, 2016, the maximum number of shares that the
Company could issue under the rules of the NYSE American and the terms of the CSIA agreement was 28,684 shares.
As of December 31, 2016, the dilutive financing liability was valued at $126,000 based on the closing market price of
the Company’s common stock of $4.40 per share multiplied by the 28,684 shares available to be issued. On June 27,
2017, the Company and the holders entered into an amendment to the CSIA (the “CSIA Amendment”) under which the
28,684 common shares were issued