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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 10-Q

(Mark One)

x  QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE

ACT OF 1934
For the quarterly period ended September 30, 2015

or

TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE

ACT OF 1934
For the transition period from to

Commission File Number 001-33008

PENDRELL CORPORATION

(Exact name of registrant as specified in its charter)
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Washington 98-0221142
(State or other jurisdiction of (IRS Employer
incorporation or organization) Identification No.)

2300 Carillon Point, Kirkland, Washington 98033
(Address of principal executive offices including zip code)
(425) 278-7100

(Registrant s telephone number, including area code)

Indicate by check mark whether the registrant: (1) has filed all reports required to be filed by Section 13 or 15(d) of
the Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past

90 days. Yes x No ~

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if
any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T
(§232.405 of this chapter) during the preceding 12 months (or for such shorter period that the registrant was required
to submit and post such files). Yes x No ~

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer or
a smaller reporting company. See the definitions of large accelerated filer, accelerated filer and smaller reporting
company in Rule 12b-2 of the Exchange Act.

Large accelerated filer ~ Accelerated filer X

Non-accelerated filer ~ (Do not check if a smaller reporting company) Smaller reporting company
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange
Act). Yes © No x.

As of October 23, 2015, the registrant had 214,319,590 shares of Class A common stock and 53,660,000 shares of
Class B convertible common stock outstanding.
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PART I FINANCIAL INFORMATION

Item 1. Financial Statements
Pendrell Corporation

Condensed Consolidated Balance Sheets

(In thousands, except share data, unaudited)

September 30,

ASSETS
Current assets:
Cash and cash equivalents $
Accounts receivable
Other receivables net of reserve $2,750 in both periods
Prepaid expenses and other current assets

Total current assets

Property in service net of accumulated depreciation of $720 and $1,227,
respectively

Other assets

Intangible assets net of accumulated amortization of $53,750 and $43,567,
respectively

Goodwill

Total $

LIABILITIES, SHAREHOLDERS EQUITY AND

NONCONTROLLING INTERESTS

Current liabilities:

Accounts payable $
Accrued expenses

Other liabilities

Total current liabilities
Deferred tax liability

Total liabilities

Commitments and contingencies (Note 7)

Shareholders equity and noncontrolling interests:

Preferred stock, $0.01 par value, 75,000,000 shares authorized, no shares

issued or outstanding

Table of Contents

2015

163,617
173
1,477
418

165,685

155
2,156

99,930
21,209

289,135

274
3,231
660

4,165
1,521

5,686

December 31,
2014

$ 168,793
131

69

774

169,767

3,372
54

109,702
21,209

$ 304,104

$ 281
5,824
6,891

12,996
1,521

14,517
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Class A common stock, $0.01 par value, 900,000,000 shares authorized
271,940,395 and 270,745,381 shares issued, and 214,171,503 and

212,976,489 shares outstanding 2,144 2,132

Class B convertible common stock, $0.01 par value, 150,000,000 shares

authorized, 84,663,382 shares issued and 53,660,000 shares outstanding 537 537

Additional paid-in capital 1,957,080 1,952,880

Accumulated deficit (1,679,259) (1,671,135)
Total Pendrell shareholders equity 280,502 284,414

Noncontrolling interests 2,947 5,173

Total shareholders equity and noncontrolling interests 283,449 289,587

Total $ 289,135 $ 304,104

The accompanying notes are an integral part of these condensed consolidated financial statements.
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Pendrell Corporation
Condensed Consolidated Statements of Operations

(In thousands, except share and per share data, unaudited)

Three months ended Nine months ended
September 30, September 30,
2015 2014 2015 2014
Revenue $ 15,465 $ 618 $ 42,857 $ 41,688
Operating expenses:
Cost of revenues 87 10,141 13,866
Patent administration and related costs 441 1,189 2,250 4,237
Patent litigation 7,080 2,717 12,122 6,686
General and administrative 4,573 5,394 13,383 20,228
Stock-based compensation 1,834 1,443 3,271 5,195
Amortization of intangible assets 3,579 3,971 10,764 12,001
Total operating expenses 17,594 14,714 51,931 62,213
Operating loss (2,129) (14,096) (9,074) (20,525)
Interest income 36 24 101 68
Interest expense 43) 42) (149)
Gain on contingency 2,226 3,974
Other expense (6) ) (12) (14)
Income (loss) before income taxes 127 (14,117) (5,053) (20,620)
Income tax expense (4,125) (6,270)
Net income (loss) 127 (14,117) (9,178) (26,890)
Net income (loss) attributable to
noncontrolling interest 126 (855) (1,062) (2,763)
Net income (loss) attributable to Pendrell ~ $ 1 $ (13,262) $ (8,116) $ (24,127)
Basic and diluted loss per share
attributable to Pendrell (1) $ $ 0.05) % 0.03) $ (0.09)
Weighted average shares outstanding
used to compute basic and diluted loss
per share 265,752,826 264,627,862 265,556,183 264,169,947

(1) Per share amount for the three months ended September 30, 2015 is less than $0.01.
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The accompanying notes are an integral part of these condensed consolidated financial statements.
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Balance,
December 31,
2013

Vesting of
Class A
common stock
issued for
Ovidian
acquisition
Issuance of
Class A
common stock
from exercise
of stock
options

Class A
common stock
withheld at
vesting to
cover statutory
tax obligations
Stock-based
compensation

and issuance of

restricted
stock, net of
forfeitures
Net loss

Balance,
September 30,
2014

Balance,
December 31,
2014

Pendrell Corporation

Condensed Consolidated Statements Changes in Shareholders Equity

(In thousands, except share data, unaudited)

Common stock
Class B
shares

Class A
shares

212,451,224

448,771

(129,534)

302,098

213,072,559

212,976,489
358,350
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53,660,000 $2,670 $1,948,979

53,660,000 $2,669 $ 1,952,880

Additional
paid-in

Amount capital

2,229
4 374
(1) (359)
4 4,917

4 215

deficit

(111)

(24,127)

equity

2,229

378

A71)

4,921
(24,127)

219

AccumulatedShareholddoncontrolling

interests

(2,763)

Total

53,660,000 $2,663 $1,941,818 $(1,619,993) $324,488 $12,305 $336,793

2,229

378

A471)

4,921
(26,890)

$(1,644,231) $307,418 $ 9,542 $316,960

$(1,671,135) $284,414 $ 5,173 $289,587

219
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Issuance of
Class A
common stock
from exercise
of stock
options

Class A
common stock
withheld at
vesting to
cover statutory
tax obligations
Stock-based
compensation
and issuance of
restricted
stock, net of
forfeitures
Repurchase of
restricted stock
Purchase of
noncontrolling
interest in
Provitro
Biosciences
LLC

Net loss

(38,813)

1,125,477

(250,000)

Balance,
September 30,

2015 214,171,503

The accompanying notes are an integral part of these condensed consolidated financial statements.
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(1)

11

2

53,660,000 $2,681

(131) ®)
3,352
764
(8,116)

(140)

3,363

2)

764
(8,116)

(1,164)
(1,062)

(140)

3,363

2

(400)
(9,178)

$1,957,080 $(1,679,259) $280,502 $ 2,947 $283,449
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Pendrell Corporation
Condensed Consolidated Statements of Cash Flows

(In thousands, unaudited)

Operating activities:
Net loss including noncontrolling interests

Adjustments to reconcile net loss to net cash provided by (used in) operating activities:

Stock-based compensation

Amortization of intangible assets

Depreciation

Amortization of prepaid compensation from Ovidian acquisition
Non-cash cost of patents monetized

Loss associated with the abandonment and/or disposition of patents

Loss on the disposition of property

Other

Other changes in certain assets and liabilities:

Accounts receivable

Prepaid expenses and other current/non-current assets
Accounts payable

Accrued expenses and other current/non-current liabilities

Net cash provided by (used in) operating activities

Investing activities:

Purchases of property and intangible assets

Proceeds associated with the disposition of property

Net cash used in investing activities

Financing activities:

Proceeds from exercise of stock options

Payment of statutory taxes for stock awards

Payment of accrued obligations for purchased intangible assets
Purchase of noncontrolling interest in Provitro Biosciences LLC

Net cash used in financing activities

Net decrease in cash and cash equivalents
Cash and cash equivalents beginning of period

Cash and cash equivalents end of period

Table of Contents

Nine months ended

September 30,
2015 2014
$ (9,178) $ (26,890)
3,271 5,195
10,764 12,001
326 396
1,380
139 579
869 1,615
981
41 150
(42) 194
(1,298) 748
(7) 104
(4,775) 1,740
1,091 (2,788)
(2,049) (114)
103
(1,946) (114)
219 378
(140) 471)
(4,000) (2,000)
(400)
(4,321) (2,093)
(5,176) (4,995)
168,793 184,567
$163,617 $179,572

10
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Supplemental disclosures:

Income taxes paid $ 4,125 $ 6,270
Supplemental disclosure of non-cash activities:
Note receivable for disposition of property 1,900

The accompanying notes are an integral part of these condensed consolidated financial statements.

Table of Contents 11



Edgar Filing: Pendrell Corp - Form 10-Q

Table of Conten
Pendrell Corporation
Notes to Condensed Consolidated Financial Statements
(unaudited)
1. Nature of Business

These condensed consolidated financial statements include the accounts of Pendrell Corporation ( Pendrell ) and its
consolidated subsidiaries (collectively referred to as the Company ). The Company s strategy, through its consolidated
subsidiaries, is to invest in, acquire and develop businesses with unique technologies that are often protected by
intellectual property ( IP ) rights, and that present the opportunity to address large, global markets. The Company s
subsidiaries focus on licensing the IP rights they hold to third parties and pursuing relevant product opportunities. The
Company regularly evaluates its existing investments to determine whether retention or disposition is appropriate, and
investigates new investment and business acquisition opportunities. The Company also advises its clients on various

IP strategies and transactions.

2. Basis of Presentation

Interim Financial Statements The financial information included in the accompanying condensed consolidated
financial statements is unaudited and includes all adjustments, consisting of normal recurring adjustments and

accruals, considered necessary for a fair presentation in accordance with accounting principles generally accepted in

the United States of America ( GAAP ). Certain information and footnote disclosures have been condensed or omitted.
The financial information as of December 31, 2014 is derived from the Company s audited consolidated financial
statements and notes included in Item 8 in the Company s Annual Report on Form 10-K for the fiscal year ended
December 31, 2014 ( 2014 Form 10-K ), filed with the U.S. Securities and Exchange Commission on March 6, 2015.
The financial information included in this quarterly report should be read in conjunction with management s discussion
and analysis of financial condition and results of operations and the consolidated financial statements and notes
included in the 2014 Form 10-K. Operating results and cash flows for the interim periods presented are not necessarily
indicative of the results that may be expected for the fiscal year ending December 31, 2015 or any other interim

period.

Principles of Consolidation The consolidated financial statements of the Company include the assets and liabilities
of its wholly-owned subsidiaries and subsidiaries it controls or in which it has a controlling financial interest.
Noncontrolling interests on the consolidated balance sheets include third-party investments in entities that the
Company consolidates, but does not wholly own. Noncontrolling interests are classified as part of equity and the
Company allocates net income (loss) and other equity transactions to its noncontrolling interests in accordance with
their applicable ownership percentages. All intercompany transactions and balances have been eliminated in
consolidation. All information in these financial statements is in U.S. dollars.

In February 2015, the Company acquired the minority partner s interest in Provitro Biosciences LLC ( Provitro ) for
nominal consideration resulting in 100% ownership of Provitro. The Company continues to have a minority partner in
its ContentGuard Holdings, Inc. ( ContentGuard ) subsidiary.

Segment Information The Company operates in and reports on one segment (IP management). Operating segments
are based upon the Company s internal organization structure, the manner in which its operations are managed, and the
criteria used by its Chief Operating Decision Maker. Substantially all of the Company s revenue is generated by
operations located within the United States, and the Company does not have any long-lived assets located in foreign
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countries.

Use of Estimates The preparation of financial statements in conformity with GAAP requires management to make
estimates and assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent assets
and liabilities at the date of the financial statements and the reported amounts of revenues and expenses during the
reporting period. Actual results could differ materially from these estimates.

On an ongoing basis, the Company evaluates its estimates, including among others, those related to the fair value of
acquired intangible assets and goodwill, the useful lives and potential impairment of intangible assets and property
and equipment, the value of stock awards for the purpose of determining stock-based compensation expense, accrued
liabilities (including bonus accruals), valuation allowances related to the ability to realize deferred tax assets,
allowances for doubtful receivables and certain tax liabilities. Estimates are based on historical experience and other
factors, including the current economic environment as deemed appropriate under the circumstances. Estimates and
assumptions are adjusted when facts and circumstances dictate. As future events and their effects cannot be
determined with precision, actual results could differ significantly from these estimates. Any changes in estimates
used to prepare these financial statements will be reflected in the financial statements in future periods.
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Accounting Policies There have been no material changes or updates in the Company s existing accounting policies
from the disclosures included in its 2014 Form 10-K.

3. Provitro

In February 2013, the Company acquired a 68.75% interest in Provitro, the developer of the Provitro proprietary
micro-propagation technology that is designed to facilitate the production on a commercial scale of certain plants,
particularly timber bamboo. In February 2015, the Company acquired the minority partner s interest in Provitro for
nominal consideration resulting in 100% ownership of Provitro. The assets and liabilities of Provitro were measured at
fair value as of the acquisition date. The assets, liabilities and activities of Provitro since the date of acquisition in
February 2013 have been included in the Company s consolidated financial statements.

From acquisition through the year ended December 31, 2014, the Company attempted to develop a strategy to
commercialize the Provitro technology, but did not generate revenue from the technology. In January 2015, the
Company suspended further development of the Provitro technology due to the Company s inability to identify
near-term opportunities for commercialization. The Company began seeking a buyer for Provitro s assets and took an
$11.0 million impairment charge during the fourth quarter of its year ended December 31, 2014. The impairment
charge was equal to the sum of its unamortized investment in the Provitro technology and the goodwill associated
with its acquisition of Provitro.

In September 2015, the Company sold Provitro s facility and related tangible assets for $2.0 million, resulting in a $0.7
million loss which is included in general and administrative expenses for the three months ended September 30,

2015. The purchase price will be paid in installments of which $0.1 million was paid immediately, $1.3 million will be
paid within twelve months and is included in other current receivables and the remaining $0.6 million is due in March
2017 and is included in other non-current assets.The Company retained its rights to Provitro s micro-propagation
technology. However, it does not expect to generate revenue from the technology in the foreseeable future.

4. Intangible Assets

During the three and nine months ended September 30, 2015 and during the nine months ended September 30, 2014,
the Company sold certain patents and has included the gross proceeds in revenue. Costs associated with the patents
sold, including remaining net book value, obligations to third parties for revenue share and success fees are included
in cost of revenues. In future periods, these costs as a percentage of revenues may vary significantly based on the
structure and terms under which we acquired the patents that we sell.

For the three and nine months ended September 30, 2015, the Company recognized $0.1 million and $0.9 million of
losses, respectively, on the abandonment of certain patents that were not part of existing licensing programs or for
which the Company chose to no longer allocate resources to their maintenance and enforcement. For the three and
nine months ended September 30, 2014, the Company recognized $0.3 million and $1.6 million of losses,
respectively. Costs associated with the abandonment of patents including any remaining net book value are included
in patent administration and related costs.

In February 2015, the Company further enhanced its existing portfolios for an additional $2.0 million. No patents
were purchased during the nine months ended September 30, 2014.

As of September 30, 2015, the Company, through its subsidiaries, continues to hold approximately 1,200 issued
patents worldwide, with additional patent applications pending.
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It is the Company s policy to evaluate the carrying value of its intangible assets when events or circumstances indicate
that the carrying amounts may be impaired and the undiscounted cash flows estimated to be generated by those assets
are less than their carrying amounts. During the three months ended September 30, 2015, certain developments arose
indicating it was reasonably possible that a portion of the Company s patents were impaired (see litigation discussion
in footnote 7). However, despite these developments, the Company s estimate of undiscounted cash flows continues to
indicate that such carrying amounts are expected to be recovered. Further, the Company continues to believe that it is
not more likely than not that the carrying amount of its goodwill exceeds its fair value. Nonetheless, it is reasonably
possible that the Company s ability to realize its estimated future cash flows may be impacted by the outcome of its
trial scheduled with Apple in November 2015. The Company will therefore continue to evaluate the fair value of its
intangible assets and goodwill as the Apple trial progresses.
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5. Accrued Expenses

The following table summarizes accrued expenses (in thousands):

September 30, December 31,

2015 2014
Accrued payroll and related expenses $ 1,574 $ 2,570
Accrued legal, professional and other expenses 1,657 3,254
$ 3,231 $ 5,824

6. Other Liabilities

The following table summarizes other current liabilities (in thousands):

September 30, December 31,

2015 2014
Installment payment obligation $ $ 4,000
Restricted stock awards 2,254
Other 660 637
$ 660 $ 6,891

7. Commitments and Contingencies

Purchase and Lease Commitments The Company has contractual obligations under operating lease agreements for
its main office in Kirkland, Washington, and offices in California, Texas and Finland.

Litigation In the opinion of management, except for those matters described below and elsewhere in this report, to
the extent so described, litigation, contingent liabilities and claims against the Company in the normal course of
business are not expected to involve any judgments or settlements that would be material to the Company s financial
condition, results of operations or cash flows.

ContentGuard Enforcement Actions On December 18, 2013, ContentGuard filed a patent infringement lawsuit against
Amazon.com, Inc., Apple Inc., Huawei Device USA, Inc. and Motorola Mobility LLC in the Eastern District of Texas
( EDTX ), in which ContentGuard alleged that these entities infringed and continue to infringe nine of its patents by
making, using, selling or offering for sale certain mobile communication and computing devices (the Apple
Litigation ). On January 17, 2014, ContentGuard filed an amended complaint in the Apple Litigation adding certain
affiliates of the original defendants, along with HTC Corporation, HTC America Inc., Samsung Electronics Co., Ltd.,
Samsung Electronics America, Inc. and Samsung Telecommunications America, LLC (collectively, Samsung ). On
January 31, 2014, Google Inc. ( Google ) filed a declaratory judgment suit in the Northern District of California
alleging that Google does not infringe the nine patents asserted in the Apple Litigation. On February 5, 2014,
ContentGuard filed a patent infringement action in the EDTX against Google, in which ContentGuard alleged that
Google has infringed and continues to infringe the same nine patents (the Google Litigation ). In April 2014, the
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presiding judge in the EDTX, with the endorsement of the presiding judge in the Northern District of California, ruled
that the Google Litigation will be resolved in the EDTX, and not in the Northern District of California. Although the
presiding judge in the EDTX declined to consolidate the Google Litigation with the Apple Litigation, he has
administered the cases in parallel.

Amazon Settlement. In August 2015, ContentGuard settled its claims against Amazon by granting to Amazon a license
to use the ContentGuard patents. In connection with the settlement, ContentGuard released Amazon from the Apple
Litigation.

DirecTV Settlement. In August 2014, DirecTV intervened in the Apple Litigation and thereby became an additional
defendant, against whom ContentGuard asserted additional infringement claims. In October 2015, ContentGuard
commenced mediation with DirecTV. If the mediation is unsuccessful, trial against DirecTV will be scheduled for
sometime in 2016.

Google and Samsung Verdict. On September 23, 2015, a jury in the Google Litigation found that the patents asserted
against Google and Samsung in the Apple Litigation and Google Litigation are valid, but that Samsung products and
Google products accused in the litigation do not infringe the patents. The judge entered judgment consistent with the
verdict on October 13, 2015. The non-infringement decision, if not reversed or overturned in
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post-trial practice or on appeal, applies to all defendants in the Google Litigation and Apple Litigation that
manufacture, sell or distribute Android devices that run Google Play services. The verdict and judgment do not impact
the settlement and license with Amazon; nor should the jury verdict impact or delay ContentGuard s upcoming trial
against Apple. On October 26, 2015, the Android defendants filed petitions for reimbursement of approximately $0.9
million of court costs and other expenses. ContentGuard intends to ask the judge to reject certain of the reimbursement
requests, but ContentGuard will likely be liable for a portion of the requested amount if the jury verdict is not reversed
or overturned in post-trial practice or on appeal. Accordingly, ContentGuard may incur up to $0.9 million of
additional litigation expenses associated with this trial.

Apple Trial. Jury selection in ContentGuard s trial against Apple is scheduled for November 9, 2015, with opening
arguments scheduled for November 12, 2015. Even though the United States Patent and Trademark Office ( USPTO )
has already rejected Apple s challenges to ContentGuard s asserted patents (as described below), and even though the
jury in the Google Litigation found the patents valid, Apple will again be allowed to challenge patent validity. Apple
will also be required to defend its digital rights management ( DRM ) applications against ContentGuard s claims of
infringement, without any reliance on the verdict in the Google Litigation, as Apple s DRM applications are different
than Google s DRM applications.

Post-Trial Activities. ContentGuard is assessing the jury s findings in the Google Litigation and evaluating its options
to challenge the verdict and the judgment. The Company is unable to anticipate the outcome of any post-trial activities
in the Google Litigation, or the outcome of the trial against Apple or any post-trial activities in the Apple Litigation.

IPR and CBM Petitions filed by Apple and Google In December 2014, Apple filed with the USPTO twenty-nine inter
partes review ( IPR ) petitions and three covered business method ( CBM ) petitions, through which Apple challenged
the validity of all nine patents asserted in the Apple Litigation. Also in December 2014, Google filed three CBM
petitions, challenging the validity of three of the nine asserted patents. Between March and July 2015, all of Apple s
IPR and CBM petitions were terminated or withdrawn. All but one of Google s petitions were also terminated or
withdrawn, leaving just one Google CBM petition that will proceed to trial before the USPTO s Patent Trial and

Appeal Board ( PTAB ).

ZTE IPRs In early 2012, ContentGuard and its subsidiaries filed lawsuits in United States and German courts, alleging
that ZTE Corporation, ZTE (USA) Inc. and ZTE Deutschland GmbH (collectively ZTE ) infringed and continue to
infringe ContentGuard patents by making, using, selling or offering for sale certain mobile communication and
computing devices. ZTE subsequently filed IPR petitions with the USPTO, challenging the validity of six U.S. patents
asserted by ContentGuard against ZTE. The PTAB terminated proceedings with respect to two patents, both of which
emerged with valid patent claims. ZTE s claims against the other four patents went to trial. Following trial, the PTAB
rejected ZTE s remaining challenges, and confirmed the validity of all claims in the four patents. ZTE s time for appeal
expired with no appeals filed. Apple then challenged the same four patents in new IPRs, as described in the paragraph
above, which the PTAB rejected. As a result, the decisions of the PTAB, as against ZTE and Apple, are final.

ZTE Enforcement Actions In response to the claims filed against ZTE in Germany, in which ContentGuard GmbH
alleged infringement of three European patents, ZTE filed a nullity action against two of the patents and an opposition
proceeding against the third patent. The infringement and nullity proceedings in Germany, along with all U.S. court
actions, were put to rest or stayed as the result of a standstill agreement signed by ContentGuard and ZTE in
December 2013. The standstill agreement has been extended through the end of the post-trial motion phase of the
Google Litigation. ZTE prevailed in the opposition proceeding, resulting in the revocation of one European patent,
which ContentGuard has appealed. The revocation has no impact on the Google Litigation or the Apple Litigation.
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J&J Collection In November 2012, the Company obtained an arbitration judgment in the U.K. against Jay and
Jayendra (Pty), a South African corporation ( J&J Group ) for approximately $4.0 million. J&J Group submitted
multiple appeals to the U.K. courts, the last of which was rejected in July 2013. In December 2014, the Company
obtained an enforcement judgment against J&J Group from a South African court, and has commenced collection
efforts. Due to the uncertainty of collection, the Company has not recognized any gain associated with the judgment.
The Company is unable to anticipate the timing or outcome of the collection proceedings against J&J Group.

8. Stock-based Compensation
The Company records stock-based compensation on stock options, stock appreciation rights, restricted stock awards,
restricted stock units and other stock awards issued to employees, directors, consultants and/or advisors based on the

estimated fair value on the date of grant and recognizes compensation cost over the requisite service period for awards
expected to vest.

10
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Stock-based compensation expense included in the condensed consolidated statements of operations for the three and
nine months ended September 30, 2015 and 2014 was as follows (in thousands):

Nine months

Three months ended ended
September 30, September 30,
2015 2014 2015 2014
Stock options $ 835 $ 1,180 $1,855  $3,629
Restricted stock awards (1) 999 263 1,416 1,566
Total stock-based compensation expense $ 1,834 $ 1,443 $32271  $5,195

(1) Stock-based compensation expense for the nine months ended September 30, 2015 includes $0.2 million related
to 250,000 Class A common stock restricted stock awards that were required to be treated as a liability. The
Company settled the related liability with a $2.5 million payment in April 2015 and no further expense will be
incurred. Stock-based compensation expense for the three and nine months ended September 30, 2014 includes
$0.2 million and $0.6 million, respectively, related to the awards.

Stock Options and Stock Appreciation Rights The Company s stock option and SARs activity for the nine months

ended September 30, 2015 is summarized as follows:

Number of shares of
Class A common
stock underlying

options and Weighted average

SARs exercise price
Outstanding December 31, 2014 25,554,026 $ 1.96
Granted (1) / (2) 6,238,300 $ 1.33
Exercised (1,045,000) $ 1.18
Forfeited (1,826,188) $ 1.93
Outstanding  September 30, 2015 (3) 28,921,138 $ 1.85
Exercisable September 30, 2015 (3) 17,597,458 $ 1.77
Vested and expected to vest
September 30, 2015 (3) 28,404,947 $ 1.86

(1) During the nine months ended September 30, 2015, the Company granted 4.0 million stock options to its new
Chief Executive Officer ( CEO ) that vest at a rate of 25% per year over four years, with a portion of the annual
vesting to occur only to the extent that the Company meets its performance objectives for the preceding calendar
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year under the Company s then-applicable incentive plan. Of the 4.0 million options granted, 1.5 million vest
upon the achievement of certain performance milestones for which the related performance targets have yet to be
established. Accordingly, no compensation expense related to those shares has been recorded. The remaining

2.5 million options have a grant date fair value of $1.6 million.

In July 2015, the Company granted 2.2 million stock options to various employees with a grant date fair value of
$1.4 million. The service-based options are 50% vested after one year, 75% vested after two years and 100%
vested after three years.

In connection with the departure of the Company s former CEO, Mr. Benjamin G. Wolff, in November 2014, the
exercise period for Mr. Wolff s vested stock options was extended until December 15, 2015. Excluding

Mr. Wolff s 8,277,500 vested options with a weighted average exercise price of $1.45 and a weighted average
remaining life of 0.21 years, the weighted average exercise price for all other outstanding, exercisable, and vested
and expected to vest options and stock appreciation rights is as follows:

Weighted
average
Number of exercise
Options/SARs price
Outstanding at September 30, 2015 20,643,637 $ 202
Exercisable at September 30, 2015 9,319,958 $ 205
Vested and expected to vest at September 30, 2015 20,127,447 $ 2.03
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Restricted Stock The Company s restricted stock activity for the nine months ended September 30, 2015 is
summarized as follows:

Number of shares of
Class A common
stock underlying

restricted stock Weighted average
awards fair value per share
Unvested December 31, 2014 2,559,514 $ 1.67
Granted 9,496,673 $ 0.79
Vested (700,372) $ 2.53
Forfeited (420,316) $ 1.55
Unvested September 30, 2015 10,935,499 $ 0.86

Restricted stock awards granted during the nine months ended September 30, 2015, including 9.0 million restricted
stock awards granted to its new CEO, consist of the following:

Number of shares of

Class A
common
stock underlying Grant date
restricted stock fair value
awards granted (in thousands)
Service-based (1) 3,748,700 $ 5,016
Performance-based (2) 3,500,000 670
Market-based (3) 2,000,000 1,500
Shares issued as board of director
compensation 247,973 335
Total restricted stock granted 9,496,673 $ 7,521

(1) Of the 3.7 million service-based restricted stock awards granted, 3.5 million were granted to the CEO and vest at
a rate of 25% per year over four years. The remaining 0.2 million of service-based restricted stock awards were
granted to various employees and vest 50% after one year, 75% after two years and 100% after three years.

(2) The 3.5 million performance-based restricted stock awards were all granted to the CEO and vest at a maximum
rate of 25% per year over four years, but only if and to the extent the Company meets its performance objectives
for the preceding calendar year under the Company s then-applicable incentive plan. Of the awards granted,

3.0 million vest upon the achievement of certain performance milestones for which the related performance
targets have yet to be established. Accordingly, no compensation expense related to those shares has been
recorded.

3)
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The 2.0 million market-based restricted stock awards were all granted to the CEO and fully vest when both of the
following have occurred: (i) the average closing price of the Company s Class A common stock, measured over
any period of 60 consecutive calendar days, has reached or exceeded $3.00 per share (the Price Trigger ) and

(ii) the date is January 1, 2017 or later. If the Price Trigger is not achieved by December 31, 2019, then none of
the market-based restricted stock awards will vest.

12
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9. Gain on Contingency

During 2012, as part of the Company s exit from the satellite business, the Company sold its partially completed

medium earth orbit ( MEO ) satellites, related equipment, and contracts (collectively, the MEO Assets ). Under the sales
agreement, the Company is entitled to a substantial portion of any proceeds that the buyer generates from the resale of

the MEO Assets. In January 2015, the buyer resold the MEO Assets and as a result, the Company is entitled to receive

up to $6.0 million, contingent upon the buyer s receipt of payment. On January 14, 2015, the buyer received the first of
three scheduled payments for the MEO Assets, resulting in the Company s receipt of approximately $1.7 million. On

July 13, 2015, the buyer received the second payment for the MEO Assets, which resulted in the Company s receipt of

an additional $2.2 million. The funds received have been recorded as a gain on contingency totaling $3.9 million for

the nine months ended September 30, 2015. Due to the uncertainty of collection, the Company has not recognized the

gain that may be generated if the buyer receives the third scheduled payment for the MEO Assets in early 2016.

10. Income Taxes

The Company recorded a tax provision of $4.1 million and $6.3 million for the nine months ended September 30,
2015 and 2014, respectively, related to foreign taxes withheld on revenue generated from license agreements executed
with third party licensees domiciled in a foreign jurisdiction. In general, foreign taxes withheld may be claimed as a
deduction on future U.S. corporate income tax returns, or as a credit against future U.S. income tax liabilities, subject
to certain limitations. However, due to uncertainty regarding the Company s ability to utilize the deduction or credit
resulting from the foreign withholding, at September 30, 2015 and 2014, the Company established a full valuation
allowance against the related deferred tax asset. The Company anticipates that it will not have a U.S. federal income
tax liability for fiscal 2015.

In October 2015, the Company filed a refund claim for approximately $10.0 million of taxes previously withheld from
payments made to the Company by certain licensees and remitted to the Korean government. The Company filed the
refund claim as a result of recent court decisions in Korea. Due to the uncertain nature of the refund claim, the

uncertain tax position has not been recorded as an income tax benefit. However, the claim does result in an increase to
the Company s unrecognized tax benefits, which if recognized in the future will impact the Company s income tax rate.

Personal Holding Company Determination The Internal Revenue Code imposes an additional tax on the undistributed
income of a Personal Holding Company ( PHC ). In general, a corporation will be classified as a PHC if 50% or more
of its outstanding shares, measured by value, are owned directly or indirectly by five or fewer individual shareholders

at any time during the second half of the year ( Concentrated Ownership ) and at least 60% of its adjusted ordinary
gross income is Personal Holding Company Income ( PHCI ). Broadly, PHCI includes items such as dividends, interest,
rents and royalties, among others. For a corporate subsidiary, Concentrated Ownership is determined by reference to
ownership of the parent corporation(s), and the subsidiary s income is subject to additional tests to determine whether

its income renders the subsidiary a PHC. If a corporation is a PHC, generates positive net PHCI and does not

distribute to its shareholders a proportionate dividend in the full amount of the net PHCI, then the undistributed net

PHCI is taxed (at 20% under current law).

Due to the significant number of shares held by the Company s largest shareholders and the type of income that the
Company generates, the Company must continually assess share ownership of Pendrell and its consolidated subsidiary
ContentGuard to determine whether or not there is Concentrated Ownership of either corporation. For 2015, the
Company determined that Pendrell, the parent company, met the Concentrated Ownership test, but that ContentGuard
has not yet met the Concentrated Ownership test due to the interest held by its minority shareholder. If Pendrell
generates positive net PHCI, or if ContentGuard meets the Concentrated Ownership test and generates positive net
PHCI, and they do not distribute such net PHCI to their shareholders, then the undistributed net PHCI will be subject
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to the PHC tax. In this regard, any income from ContentGuard s resolution of the Google Litigation and Apple
Litigation will likely be classified as PHCI.

11. Loss per Share

Basic loss per share is calculated based on the weighted average number of Class A common stock and Class B
common stock (the Common Shares ) outstanding during the period. Diluted loss per share is calculated by dividing
the loss allocable to common shareholders by the weighted average Common Shares outstanding plus potential
dilutive Common Shares. Prior to the satisfaction of vesting conditions, unvested restricted stock awards are
considered contingently issuable and are excluded from weighted average Common Shares outstanding used for
computation of basic loss per share.

Potential dilutive Common Shares consist of the incremental Class A common stock issuable upon the exercise of
outstanding stock options (both vested and unvested), stock appreciation rights, and unvested restricted stock awards
and units, calculated using the treasury stock method. The calculation of dilutive shares outstanding excludes
out-of-the-money stock options (i.e., such options exercise prices were greater than the average market price of the
Company s Class A common shares for the period) because their inclusion would have been anti-dilutive.

13
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The following table sets forth the computation of basic and diluted loss per share (in thousands, except share and per
share data):

Three months ended Nine months ended
September 30, September 30,
2015 2014 2015 2014
Net income (loss) attributable to
Pendrell $ 1 $ (13,262) $ (8,116) $ (24,127)
Weighted average common shares
outstanding 267,572,793 266,520,052 266,861,073 266,200,724
Less: weighted average unvested
restricted stock awards (1,819,967) (1,892,190) (1,304,890) (2,030,777)

Shares used for computation of basic

loss per share 265,752,826 264,627,862 265,556,183 264,169,947
Add back: weighted average unvested

restricted stock awards and units

Add back: dilutive stock options and

stock appreciation rights

Shares used for computation of diluted
loss per share (1) 265,752,826 264,627,862 265,556,183 264,169,947

Basic and diluted loss per share
attributable to Pendrell (2) $ $ (0.05) $ (0.03) $ (0.09)

(1) Stock options, stock appreciation rights, restricted stock awards and units totaling 39,856,637 for the three and
nine months ended September 30, 2015 and 31,031,430 for the three and nine months ended September 30, 2014,
were excluded from the calculation of diluted loss per share as their inclusion was anti-dilutive.

(2) Per share amount for the three months ended September 30, 2015 is less than $0.01.

14
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Item 2. Management s Discussion and Analysis of Financial Condition and Results of Operations

The following discussion and analysis should be read in conjunction with our condensed consolidated financial
statements and accompanying notes included elsewhere in this quarterly report and the audited consolidated financial
statements and notes included in our 2014 Form 10-K.

Special Note Regarding Forward-Looking Statements

With the exception of historical facts, the statements contained in this management s discussion and analysis are

forward-looking statements. All of these forward-looking statements are subject to risks and uncertainties that could
cause the actual results of Pendrell Corporation ( Pendrell, together with its consolidated subsidiaries, us or we )to
differ materially from those contemplated by the relevant forward-looking statements. Factors that might cause or
contribute to such a difference include, but are not limited to, those discussed in the section entitled Risk Factors (Part
IL, Item 1A of this Form 10-Q) and elsewhere in this quarterly report. The forward-looking statements included in this
document are made only as of the date of this report, and we undertake no obligation to publicly update these
forward-looking statements to reflect subsequent events or circumstances.

Overview

Through our consolidated subsidiaries, we have invested in, acquired and developed businesses with unique
technologies that are often protected by intellectual property ( IP ) rights, and that present the opportunity to address
large, global markets. Our subsidiaries create value from our innovations, both by making our IP available for use by
third parties and by developing and bringing to market products using our IP. We regularly evaluate our existing
investments to determine whether retention or disposition is appropriate, and we investigate new investment and
business acquisition opportunities. We also advise clients on various IP strategies and transactions.

In September 2015, a jury in the Eastern District of Texas determined that the ContentGuard patents asserted against
Google and Samsung in the Apple Litigation and Google Litigation are valid. Unfortunately, the jury also found that
Google and Samsung products accused in the litigation do not infringe the ContentGuard patents, which means that
neither Google nor Samsung is liable to ContentGuard for damages. We believe the jury wrongly decided the
infringement question, and we are therefore assessing the jury s verdict and evaluating our options to challenge the
verdict and the resulting judgment.

The non-infringement verdict, if not reversed or overturned on appeal, will apply to all defendants in the Apple
Litigation that manufacture, sell or distribute Android devices that run Google Play services. The verdict may also
impact our claims against ZTE, given that ZTE s mobile devices run Google Play services. The verdict should not
impact or delay ContentGuard s upcoming trial against Apple, because Apple s digital rights management systems are
different from Google s system, and the issue of Apple s infringement is therefore independent of any findings
regarding infringement by Google or Samsung.

We are currently investigating all post-trial options in the Google Litigation, and preparing diligently for the Apple
trial, which is scheduled to commence on November 9, 2015. We remain optimistic that the Apple jury will again
validate ContentGuard s patents and hold Apple accountable for infringement. However, as with any jury trial, we are
unable to predict the outcome.

While disappointing, the jury verdict in the Google Litigation does not alter our overall strategy or direction. For

instance, ContentGuard signed a settlement and patent license agreement with Amazon in August 2015, and is
currently in mediation with DirecTV.
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We also continue to advance our other licensing programs. During the first quarter of 2015, we licensed our memory
and storage patents to SK hynix Inc. to permit the manufacture and distribution of embedded Multimedia Cards
(eMMC). The license covers more than 169 patents and patents pending, and enables SK hynix to use both standards
essential and implementation technologies. In the second quarter of 2015, we recorded additional royalty revenue
under a memory program licensing agreement signed in 2014. We believe these licenses reflect the importance of our
inventions, our leadership in the development of breakthrough next-generation memory solutions, and our
commitment to entering into licenses on a reasonable and non-discriminatory basis. Further, as memory and storage
components become smaller and more sophisticated, our team of Finnish innovators continue to invent new
technologies.

While we focus on bringing the ContentGuard litigation to a successful conclusion, the ContentGuard product
development team continues its work on privacy technology and products including Yovo®, a social DRM application
that

15
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enables groups of individuals to upload or share live photos from their smart phones to form a group story. During the
third quarter we updated both the Android and iOS versions of Yovo®. We are also using the Yovo® privacy
technology to develop Clipfeed, which will target businesses, publishers and brands who want to create and facilitate
social videos.

These mobile applications, based on technologies developed by ContentGuard over the past fifteen years, including
numerous new invention filings, are designed to address consumer demand for enhanced Internet privacy through
solutions that restrict access to and limit the life of content. Our continuing development of these ephemeral content
protection solutions reflects our commitment to continued innovation, including the development of products to
commercialize our IP rights.

We continued to reduce our costs and simplify our operations during the third quarter by divesting substantially all of
Provitro s assets, by shrinking our corporate headquarters, and by continuing to abandon patent assets that do not
support our existing licensing programs. As a result, we ended the third quarter of 2015 with overhead costs that are
substantially lower than the third quarter of 2014, while retaining the resources we deem critical to the generation of
revenue from our existing assets and the continued thoughtful and measured assessment of opportunities to
commercialize unique technologies and related businesses or otherwise invest our capital in opportunities which may
be unrelated to our historical IP monetization activities.

Critical Accounting Policies

Critical accounting policies require difficult, subjective and complex judgments, often as a result of the need to make
estimates about the effect of matters that are inherently uncertain. The judgments and uncertainties affecting the
application of these policies include significant estimates and assumptions made by us using information available at
the time the estimates are made. Actual results could differ materially from those estimates. Our critical accounting
policies involve judgments associated with our accounting for the fair value of financial instruments, asset
impairment, valuation of goodwill and intangible assets, contract settlements, revenue recognition, stock-based
compensation, income taxes, contingencies and business combinations. There have been no significant changes to our
critical accounting policies disclosed in our 2014 Form 10-K.

Results of Operations

The following table is provided to facilitate the discussion of our results of operations for the three and nine months
ended September 30, 2015 and 2014 (in thousands):

Three months ended Nine months ended

September 30, September 30,
2015 2014 2015 2014
Revenue $ 15,465 $ o618 $42,857 $41,688
Cost of revenues 87 10,141 13,866
Patent administration and related costs 441 1,189 2,250 4,237
Patent litigation 7,080 2,717 12,122 6,686
General and administrative 4,573 5,394 13,383 20,228
Stock-based compensation 1,834 1,443 3,271 5,195
Amortization of intangible assets 3,579 3,971 10,764 12,001
Interest income 36 24 101 68
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Interest expense 43
Gain on contingency 2,226
Other expense 6 2

Income tax expense

149

14
6,270

Revenue. Revenue of $15.5 million for the three months ended September 30, 2015 increased by $14.9 million, or
more than 100%, as compared to $0.6 million for the three months ended September 30, 2014. Revenue of $42.9
million for the nine months ended September 30, 2015 increased by $1.2 million, or 3%, as compared to $41.7 million
for the nine months ended September 30, 2014. The increase was primarily due to an increase in licensing revenue

during the three and nine months ended September 30, 2015 as compared to 2014.

Cost of revenues. Cost of revenues of $0.1 million for the three months ended September 30, 2015 increased by $0.1
million, or 100%, as compared to zero for the three months ended September 30, 2014. The increase was primarily
due to higher revenue share obligations for the three months ended September 30, 2015 as compared to 2014. Cost of
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revenues of $10.1 million for the nine months ended September 30, 2015 decreased by $3.8 million, or 27%, as
compared to $13.9 million for the nine months ended September 30, 2014. The decrease for the nine months ended
September 30, 2015 was primarily due to lower revenue share obligations in the nine months ended

September 30, 2015 as compared to 2014.

Patent administration and related costs. Patent administration and related costs of $0.4 million for the three months
ended September 30, 2015 decreased by $0.8 million, or 63%, as compared to $1.2 million for the three months ended
September 30, 2014. Patent administration and related costs of $2.3 million for the nine months ended September 30,
2015 decreased by $1.9 million, or 47%, as compared to $4.2 million for the nine months ended September 30, 2014.
The decrease for both the three and nine months was primarily due to a reduction in patent maintenance and
prosecution costs resulting from the abandonment of patents during 2015 and throughout 2014 that do not support our
existing licensing programs.

Patent litigation. Patent litigation expenses of $7.1 million for the three months ended September 30, 2015 increased
by $4.4 million, or 161%, as compared to $2.7 million for the three months ended September 30, 2014. Patent
litigation expenses of $12.1 million for the nine months ended September 30, 2015 increased by $5.4 million, or 81%,
as compared to $6.7 million for the nine months ended September 30, 2014. The increase for both the three and nine
months was primarily due to cost reimbursements and contingent fees associated with our settlement and license
agreement with Amazon.

General and administrative. General and administrative expenses of $4.6 million for the three months ended
September 30, 2015 decreased by $0.8 million, or 15%, as compared to $5.4 million for the three months ended
September 30, 2014. The decrease was primarily due to (i) $1.2 million reduction in employment expenses resulting
from a lower headcount, (ii) $0.3 million decrease in expenses associated with researching acquisition opportunities,
(iii) $0.1 million reduction in expenses associated with Provitro, and (iv) $0.2 million reduction in professional fees
and other expenses, partially offset by the $1.0 million loss on the sale of the Provitro assets and disposal of corporate
office assets.

General and administrative expenses of $13.4 million for the nine months ended September 30, 2015 decreased by
$6.8 million, or 34%, as compared to $20.2 million for the nine months ended September 30, 2014. The decrease was
primarily due to (i) $3.5 million reduction in employment expenses resulting from a lower headcount, (ii) $1.4 million
reduction in amortized prepaid compensation expense associated with the acquisition of Ovidian in June 2011 (which
was fully amortized as of June 2014), (iii) $1.2 million reduction in expenses associated with Provitro, (iv) $1.1
million decrease in expenses associated with researching acquisition opportunities, and (v) $0.6 million reduction in
professional fees and other expenses partially offset by the $1.0 million loss on the sale of the Provitro assets and the
disposal of corporate office assets.

Stock-based compensation. Stock-based compensation of $1.8 million for the three months ended September 30, 2015
increased by $0.4 million, or 27%, as compared to $1.4 million for the three months ended September 30, 2014. The
increase for the three months was due to expense associated with awards issued in June 2015 to our new CEO.

Stock-based compensation of $3.3 million for the nine months ended September 30, 2015 decreased by $1.9 million,
or 37%, as compared to $5.2 million for the nine months ended September 30, 2014. The decrease for the nine months
was primarily due to the vesting of awards during the second quarter of 2014 and the accelerated vesting of awards in
November 2014 associated with the departure of our former CEO for which no expense was incurred in 2015,
partially offset by expense associated with awards issued in June 2015 to our new CEO.
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Amortization of intangibles. Amortization of intangibles of $3.6 million for the three months ended September 30,
2015 decreased by $0.4 million, or 10%, as compared to $4.0 million for the three months ended September 30, 2014.
Amortization of intangibles of $10.8 million for the nine months ended September 30, 2015 decreased by $1.2
million, or 10%, as compared to $12.0 million for the nine months ended September 30, 2014. The decrease for both
the three and nine months was primarily due to the abandonment of certain patents during 2015 and throughout 2014
that do not support our existing licensing programs, as well as the elimination of the amortization of the Provitro
technology that was written down to zero in the fourth quarter of fiscal 2014.

Interest income. Interest income for the three and nine months ended September 30, 2015 and 2014 was nominal and
primarily related to interest earned on money market funds.

Interest expense. Interest expense for the nine months ended September 30, 2015 and for the three and nine months
ended September 30, 2014 consisted of interest expense resulting from installment payment obligations associated

with intangible assets acquired during 2013. The payment obligation was satisfied in March 2015 and no further
interest expense is being incurred.
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Gain on contingency. Gain on contingency for the nine months ended September 30, 2015 was due to the receipt of
$3.9 million from the disposition of assets associated with our former satellite business.

Other expense. Other expense for the three and nine months ended September 30, 2015 and 2014 was due to losses on
foreign currency transactions.

Income taxes. We recorded a tax provision of $4.1 million and $6.3 million for the nine months ended September 30,
2015 and 2014, respectively, related to foreign taxes withheld on revenue generated from license agreements executed
with third party licensees domiciled in a foreign jurisdiction. In general, foreign taxes withheld may be claimed as a
deduction on future U.S. corporate income tax returns, or as a credit against future U.S. income tax liabilities, subject
to certain limitations. However, due to uncertainty regarding our ability to utilize the deduction or credit resulting
from the foreign withholding, at September 30, 2015 and 2014, we established a full valuation allowance against the
related deferred tax asset. We anticipate that we will not have a U.S. federal income tax liability for fiscal 2015.

Liquidity and Capital Resources

Overview. As of September 30, 2015, we had cash and cash equivalents of $163.6 million. Our primary expected cash
needs for the next twelve months include ongoing operating costs associated with commercialization of our IP assets,
expenses in connection with legal proceedings, and other general corporate purposes. We may also use our cash, and
may incur debt or issue equity, to acquire or invest in other businesses or assets.

We believe our current balances of cash and cash equivalents and cash flows from operations will be adequate to meet
our liquidity needs for the foreseeable future. Cash and cash equivalents in excess of our immediate needs are held in

interest bearing accounts with financial institutions.

Cash Flows. The following table is provided to facilitate the discussion of our liquidity and capital resources for the
nine months ended September 30, 2015 and 2014 (in thousands):

Nine months ended

September 30,
2015 2014

Net cash provided by (used in):

Operating activities $ 1,091 $ (2,788)
Investing activities (1,946) (114)
Financing activities 4,321) (2,093)
Net increase (decrease) in cash and cash equivalents (5,176) (4,995)
Cash and cash equivalents beginning of period 168,793 184,567
Cash and cash equivalents end of period $163,617 $ 179,572

For the nine months ended September 30, 2015, the $1.1 million of cash provided by operating activities consisted
primarily of revenue generated by operations of $42.9 million and a $3.9 million gain on contingency from the
disposition of assets associated with our former satellite business, partially offset by (i) foreign taxes paid of $4.1
million, (ii) a $4.8 million decrease in accounts payable and accrued expenses, (iii) a $1.3 million increase in accounts
receivable, prepaids and other current/non-current assets and (iv) operating expenses of $51.9 million adjusted for
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various non-cash items including (a) $10.8 million of amortization expense associated with patents and other
intangibles, (b) $3.3 million of stock-based compensation expense, (¢) $1.0 million of loss on the sale of the Provitro
assets and the disposal of corporate office assets, (d) $0.9 million of non-cash loss associated with the abandonment of
patents, (e) $0.3 million of depreciation expense, and (f) $0.1 million of cost associated with patents sold.

For the nine months ended September 30, 2014, the $2.8 million of cash used by operating activities consisted
primarily of operating expenses of $62.2 million adjusted for various non-cash items, including (i) $12.0 million of
amortization expense associated with patents and other intangible assets, (ii) $5.2 million of stock-based
compensation expense, (iii) $2.2 million of non-cash loss associated with the abandonment and/or sale of patents,

(iv) $1.4 million of amortized prepaid compensation expense associated with the acquisition of Ovidian in June 2011
and (v) $0.6 million of depreciation and other noncash expenses, as well as foreign taxes paid of $6.3 million, partially
offset by (a) revenue generated by operations of $41.7 million, (b) $1.8 million increase in accounts payable and
accrued expenses, and (c) $0.9 million decrease in accounts receivable and prepaid expenses.

For the nine months ended September 30, 2015, the $1.9 million of cash used in investing activities was primarily due
to the $2.0 million acquisition of intangible assets in February 2015, partially offset by $0.1 million of proceeds

associated with the disposition of property. For the nine months ended September 30, 2014, the $0.1 million of cash
used in investing activities was primarily due to the acquisition of property placed in service.
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For the nine months ended September 30, 2015, the $4.3 million of cash used in financing activities consisted
primarily of a $4.0 million payment of an accrued obligation associated with the 2013 purchase of intangible assets
and a $0.4 million payment to acquire the minority partner s interest in Provitro, partially offset by net proceeds of
$0.1 million related to stock option/award activity. For the nine months ended September 30, 2014, the $2.1 million of
cash used in financing activities consisted of a $2.0 million payment of an accrued obligation associated with the 2013
purchase of property and int