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FORWARD-LOOKING STATEMENTS

This Quarterly Report on Form 10-Q contains forward-looking statements that involve risks and uncertainties. We make such forward-looking statements pursuant to
the safe harbor provisions of the Private Securities Litigation Reform Act of 1995 and other federal securities laws. All statements, other than statements of historical facts
contained herein, regarding our strategy, future operations, future financial position, future revenue, projected costs, prospects, plans, objectives of management and expected
market growth are forward-looking statements. In some cases, you can identify forward-looking statements by terminology such as “may,” “will,” “should,” “expects,”
“intends,” “plans,” “anticipates,” “believes,” “estimates,” “predicts,” “potential,” “continue” or the negative of these terms or other comparable terminology, although not all
forward-looking statements contain these identifying words. These forward-looking statements include, but are not limited to, statements about:

” < 2 2 2

. the implementation of our business strategies, including our ability to pursue development pathways and regulatory strategies for MT-3724 and other
engineered toxin body, or ETB, product candidates;

. the timing and our ability to advance the development of our product candidates;

. our plans to pursue discussions with regulatory authorities, and the anticipated timing, scope and outcome of related regulatory actions or guidance;

. our ability to establish and maintain potential new partnering or collaboration arrangements for the development and commercialization of ETB product
candidates;

. our financial condition, including our ability to obtain the funding necessary to advance the development of our product candidates;

. the anticipated progress of our product candidate development programs, including whether our ongoing and potential future clinical trials will achieve
clinically relevant results;

. our ability to generate data and conduct analyses to support the regulatory approval of our product candidates

. our ability to establish and maintain intellectual property rights for our product candidates;

. whether any product candidates that we are able to commercialize are safer or more effective than other marketed products, treatments or therapies;

. our ability to discover and develop additional product candidates suitable for clinical testing;

. our ability to identify, in-license or otherwise acquire additional product candidates and development programs;

. our anticipated research and development activities and projected expenditures;

. our ability to complete preclinical and clinical testing successfully for new product candidates that we may develop or license;

. our ability to have manufactured active pharmaceutical ingredient, or API, and drug product that meet required release and stability specifications;

. our ability to have manufactured sufficient supplies of drug product for clinical testing and commercialization;

. our ability to obtain licenses to any necessary third-party intellectual property;

. our ability to retain and hire necessary employees and appropriately staff our development programs; and

. the sufficiency of our cash resources; and other risks and uncertainties, including those listed under Part II, Item 1A. “Risk Factors”.

Any forward-looking statements in this Quarterly Report on Form 10-Q reflect our current views with respect to future events or to our future financial performance and
involve known and unknown risks, uncertainties and other factors that may cause our actual results, performance or achievements to be materially different from any future
results, performance or achievements expressed or implied by these forward-looking statements. Factors that may cause actual results to differ materially from current
expectations include, among other things, those listed under Part IT, Item 1A. “Risk Factors” and elsewhere in this Quarterly Report on Form 10-Q. Given these uncertainties,
you should not place undue reliance on these forward-looking statements. Except as required by law, we assume no obligation to update or revise these forward-looking
statements for any reason, even if new information becomes available in the future.

This Quarterly Report on Form 10-Q also contains estimates, projections and other information concerning our industry, our business, and the markets for certain
diseases, including data regarding the incidence and prevalence of certain medical conditions. Information that is based on estimates, forecasts, projections, market research or
similar methodologies is inherently subject to uncertainties and actual events or circumstances may differ materially from events and circumstances reflected in this
information. Unless otherwise expressly stated, we obtained this industry, business, market and other data from reports, research surveys, studies and similar data prepared by
market research firms and other third parties, industry, medical and general publications, government data and similar sources
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PART I. FINANCIAL INFORMATION
ITEM 1. FINANCIAL STATEMENTS

Molecular Templates, Inc.
CONDENSED CONSOLIDATED BALANCE SHEETS
(in thousands, except share and per share data)

September 30, December 31,
2018 (unaudited) 2017
ASSETS
Current assets:
Cash and cash equivalents $ 78,744 $ 58,910
Prepaid expenses 2,535 1,485
Accounts receivable from related party 31,163 —
Other current assets 4,385 19
Total current assets 116,827 60,414
Property and equipment, net 7,165 1,952
In-process research and development 26,623 26,623
Other assets 1,345 1,402
Total assets $ 151,960 $ 90,391
LIABILITIES AND STOCKHOLDERS’ EQUITY
Current liabilities:
Accounts payable $ 1,630 $ 2,517
Accrued liabilities 6,595 2,690
Current portion of long-term debt — 2,400
Deferred revenue 33,400 2,765
Other current liabilities 106 70
Total current liabilities 41,731 10,442
Warrant liabilities 38 954
Long-term debt, net 3,155 1,078
Other liabilities 844 628
Total liabilities 45,768 13,102
Commitments and contingencies (Note 9)
Stockholders’ equity
Common stock, $0.001 par value, shares authorized: 150,000,000 shares; issued and outstanding:

36,496,116 shares at September 30, 2018 and 26,898,330 shares at December 31, 2017 36 27
Additional paid-in capital 194,226 141,733
Accumulated other comprehensive loss — —
Accumulated deficit (88,070) (64,471)

Total stockholders’ equity 106,192 77,289
Total liabilities and stockholders’ equity $ 151,960 $ 90,391

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



Molecular Templates, Inc.

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS AND COMPREHENSIVE LOSS

(in thousands, except share and per share data)

(unaudited)
Three Months Ended Nine Months Ended
September 30, September 30,
2018 2017 2018 2017

Research and development revenue $ 2,031 $ 648 $ 3,206 $ 2,408
Grant revenue 4,721 — 5,395 167
Total revenue 6,752 648 8,601 2,575
Operating expenses:

Research and development 8,290 2,522 22,640 4,829

General and administrative 3,538 3,996 10,165 8,233

Total operating expenses 11,828 6,518 32,805 13,062

Loss from operations 5,076 5,870 24,204 10,487
Interest and other income, net 107 1 307 2
Interest expense (279) (107) (672) (752)
Change in fair value of warrant liabilities 4 (272) 916 (269)
Loss on conversion of notes — (4,719) — (4,719)
Net loss 5,244 10,967 23,653 16,225
Deemed dividends on preferred stock — (138) — (958)
Net loss attributable to common shareholders $ 5244  § 11,105 $ 23,653 $ 17,183
Net loss per share attributable to common shareholders:

Basic and diluted $ 0.19 $ 0.62 $ 0.87 $ 2.75
Weighted average number of shares used in net loss per share calculations:

Basic and diluted 27,680,307 17,925,585 27,246,667 6,241,947
Other comprehensive loss: '
Unrealized gain (loss) on available-for-sale securities — — — —
Comprehensive loss $ 5,244 $ 11,105 $ 23,653 $ 17,183

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



Molecular Templates, Inc.
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(in thousands)

(unaudited)
Nine Months Ended
September 30,
2018 2017
Cash flows from operating activities:
Net loss $ 23,653 $ 16,225
Adjustments to reconcile net loss to net cash used in operating activities:
Depreciation 569 71
Stock-based compensation expense 2,762 1,430
Amortization of debt discount and accretion related to debt 219 282
Change in common stock warrant fair value 916) 269
Accretion of asset retirement obligations 28 —
Capitalized interest (125) —
Loss on extinguishment of debt 115 4,719
Changes in operating assets and liabilities:
Prepaid expenses (1,116) (280)
Accounts receivable from related party (31,163) (38)
Other current assets (4,313) (57)
Other assets 57 —
Accounts payable (906) 2,618
Accrued liabilities 3,733 (1,003)
Other current liabilities 49 145
Other liabilities 166 —
Deferred revenue 30,635 1,715
Net cash used in operating activities (23,859) (6,354)
Cash flows from investing activities:
Cash received from merger transaction — 11,216
Purchases of property and equipment (5,421) (369)
— (400)
Increase in other assets
Net cash used in investing activities (5,421) 10,447
Cash flows from financing activities:
Payments of capital lease obligations (36) 35)
Proceeds from issuance of long-term debt and warrants, net 4,537 —
Repayment of long-term debt (3,605) (1,800)
Retirement of stock warrants — (208)
Proceeds from issuance of related party debt — 2,685
Proceeds from stock option exercises 157 14
Proceeds from promissory note — 4,000
Proceeds from issuance of common stock and warrants, net of offering expenses 48,061 57,716
Net cash provided by financing activities 49,114 62,372
Net increase (decrease) in cash and cash equivalents 19,834 66,465
Cash and cash equivalents, beginning of period 58,910 1,716
Cash and cash equivalents, end of period $ 78,744 $ 68,181
Supplemental Cash Flow Information
Cash paid for interest $ 286 $ 194
Non-Cash Investing and Financing Activities
Fixed asset additions in accounts payable $ 19 $ 274
Fixed asset additions in accrued expenses $ 173 $ —
Deemed dividends on preferred stock $ — $ 958
Conversion of preferred stock $ — $ 26,830
Conversion of related party debt $ — $ 10,486
Capital lease additions to fixed assets $ — $ 57

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



Molecular Templates, Inc.
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

NOTE 1 — ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Nature of the Business

Molecular Templates, Inc. (the “Company” or “Molecular”) is a clinical stage biopharmaceutical company formed in 2001, with a biologic therapeutic platform for the
development of novel targeted therapeutics for cancer and other diseases, headquartered in Austin, Texas. The Company’s focus is on the research and development of
therapeutic compounds for a variety of cancers. Molecular operates its business as a single segment, as defined by U.S. generally accepted accounting principles (“U.S.
GAAP”).

On August 1, 2017, the Company, formerly known as Threshold Pharmaceuticals, Inc. (Nasdaq: THLD) (“Threshold”), completed its business combination with the
entity then known as Molecular Templates, Inc., a private Delaware Corporation (“Private Molecular”), in accordance with the terms of an Agreement and Plan of Merger and
Reorganization (the “Merger Agreement”), dated as of March 16, 2017, by and among Threshold, Trojan Merger Sub, Inc., a wholly owned subsidiary of Threshold (“Merger
Sub”), and Private Molecular. Pursuant to the Merger Agreement, Merger Sub merged with and into Private Molecular, with Private Molecular surviving as a wholly-owned
subsidiary of Threshold (the “Merger”) and Private Molecular changed its name to “Molecular Templates OpCo, Inc.” Also on August 1, 2017, in connection with, and prior to
the completion of the Merger, Threshold effected an 11-for-1 reverse stock split of its common stock (the “Reverse Stock Split”) and changed its name to “Molecular
Templates, Inc.” Following the completion of the Merger, the business conducted by Private Molecular became primarily the business conducted by the Company as described
in the paragraph above.

Basis of Presentation

These unaudited interim condensed consolidated financial statements reflect the historical results of Private Molecular prior to the completion of the Merger, and do not
include the historical results of the Company prior to the completion of the Merger. All share and per share disclosures have been adjusted to reflect the exchange of shares in
the Merger, and the 11-for-1 reverse stock split of the common stock effected on August 1, 2017. Under U.S. GAAP, the Merger is treated as a “reverse merger” under the
purchase method of accounting. For accounting purposes, Private Molecular is considered to have acquired Threshold. See Note 3, “Merger with Private Molecular”, for further
details on the Merger and the U.S. GAAP accounting treatment.

The accompanying unaudited condensed consolidated financial statements have been prepared in accordance with U.S. GAAP pursuant to the requirements of the
Securities and Exchange Commission (“SEC”) for interim financial information and with the instructions to Form 10-Q and Rule 10-01 of Regulation S-X promulgated under
the Securities Exchange Act of 1934, as amended (the “Exchange Act”). Accordingly, they do not include all of the information and footnotes required by U.S. GAAP for
complete financial statements. The unaudited interim condensed consolidated financial statements have been prepared on the same basis as the annual consolidated financial
statements. In the opinion of management, all adjustments, consisting only of normal recurring adjustments necessary for the fair presentation of results for the periods
presented, have been included. The results of operations of any interim period are not necessarily indicative of the results of operations for the full year or any other interim
period.

The preparation of condensed consolidated financial statements requires management to make estimates and assumptions that affect the recorded amounts reported
therein. A change in facts or circumstances surrounding the estimates could result in a change to estimates and impact future operating results.

The unaudited condensed consolidated financial statements and related disclosures have been prepared with the presumption that users of the interim unaudited
condensed consolidated financial statements have read or have access to the audited consolidated financial statements for the preceding fiscal year. Accordingly, these
unaudited condensed consolidated financial statements should be read in conjunction with the audited consolidated financial statements and notes thereto for the year ended
December 31, 2017 included in the Company’s Annual Report on Form 10-K filed with the SEC on March 30, 2018.

The unaudited condensed consolidated financial statements include the accounts of the Company and its wholly owned subsidiaries, and reflect the elimination of
intercompany accounts and transactions.

Significant Accounting Policies

Except as detailed below, there have been no material changes to the Company’s significant accounting policies during the three and nine months ended September 30,
2018, as compared to the significant accounting policies disclosed in Note 1, Summary of significant accounting policies, to the consolidated financial statements in the
Company’s Annual Report on Form 10-K for the year ended December 31, 2017.



Revenue Recognition

Effective January 1, 2018, the Company adopted the Financial Accounting Standards Board’s (“FASB”) provisions of ASC 606,Revenue from Contracts with
Customers (ASC 606), using the modified retrospective method for all contracts not completed as of the date of adoption. For contracts that were modified before the effective
date, the Company reflected the aggregate effect of all modifications when identifying performance obligations and allocating transaction price in accordance with available
practical expedients. The reported results for 2018 reflect the application of ASC 606 guidance, while the reported results for 2017 were prepared under the guidance of ASC
605, Revenue Recognition, which is also referred to herein as “Previous Guidance.”

Under ASC 606, the Company recognizes revenue when its customer obtains control of promised goods or services, in an amount that reflects the consideration which
the Company expects to receive in exchange for those goods or services. To determine revenue recognition for arrangements that are within the scope of ASC 606, the Company
performs the following five steps: (i) identification of the promised goods or services in the contract; (ii) determination of whether the promised goods or services are
performance obligations including whether they are distinct in the context of the contract; (iii) measurement of the transaction price, including the constraint on variable
consideration; (iv) allocation of the transaction price to the performance obligations based on estimated selling prices; and (v) recognition of revenue when (or as) the Company
satisfies each performance obligation. A performance obligation is a promise in a contract to transfer a distinct good or service to the customer.

The Company identifies the goods or services promised within each collaboration agreement and assesses whether each promised good or service is distinct for the
purpose of identifying the performance obligations in the contract. This assessment involves subjective determinations and requires management to make judgments about the
individual promised goods or services and whether such are separable from the other aspects of the contractual relationship. Promised goods and services are considered distinct
provided that: (i) the customer can benefit from the good or service either on its own or together with other resources that are readily available to the customer and (ii) the
entity’s promise to transfer the good or service to the customer is separately identifiable from other promises in the contract. In assessing whether a promised good or service is
distinct, the Company considers factors such as the research, manufacturing and commercialization capabilities of the collaboration partner and the availability of the associated
expertise in the general marketplace. If a promised good or service is not distinct, an entity is required to combine that promised good or service with other promised goods or
services until it identifies a bundle of goods or services that is distinct.

The allocation of the transaction price to the performance obligations in proportion to their standalone selling prices is determined at contract inception. If the
consideration promised in a contract includes a variable amount, the Company estimates the amount of consideration to which it will be entitled in exchange for transferring the
promised goods or services to a customer. The Company determines the amount of variable consideration by using the expected value method or the most likely amount method.
The Company includes the unconstrained amount of estimated variable consideration in the transaction price. The amount included in the transaction price is the amount for
which it is probable that a significant reversal of cumulative revenue recognized will not occur. At the end of each subsequent reporting period, the Company re-evaluates the
estimated variable consideration included in the transaction price and any related constraint, and if necessary, adjusts its estimate of the overall transaction price. Any such
adjustments are recorded on a cumulative catch-up basis in the period of adjustment.

In determining the transaction price, the Company adjusts consideration for the effects of the time value of money if there is a significant benefit of financing. The
Company assessed its collaboration agreements and concluded that no significant financing components were present.

If an arrangement contains customer options that allow the customer to acquire additional goods or services, including an exclusive license to the Company’s
intellectual property, the goods and services underlying the customer options are evaluated to determine whether they are deemed to represent a material right. In determining
whether the customer option has a material right, the Company assesses whether there is an option to acquire additional goods or services at a discount. If the customer option is
determined not to represent a material right, the option is not considered to be performance obligations at the outset of the arrangement. If the customer option is determined to
represent a material right, the material right is recognized as a separate performance obligation at the outset of the arrangement. The Company allocates the transaction price to
material rights based on the relative standalone selling price, which is determined based on the identified discount and the probability that the customer will exercise the option.
Amounts allocated to a material right are not recognized as revenue until the option is exercised.

The Company recognizes as revenue the amount of the transaction price that is allocated to the respective performance obligation as each performance obligation is
satisfied over time, based on the use of an input method. Performance obligations may include research and development services to be performed by the Company on behalf of
the collaboration partner. Revenue is recognized on research and development efforts as the services are performed and presented on a gross basis, since the Company is the
principal.



Under collaboration agreements, the timing of revenue recognition and contract billings may differ, and result in contract assets and contract liabilities. Contract assets
represent revenues recognized in excess of amounts billed under collaboration agreements and are transferred to accounts receivable when billed or billing rights become
unconditional. Contract liabilities represent billings in excess of revenues recognized under collaboration agreements.

Refer to Note 4, ” Research and Development Agreements”, for further details about the impact of the adoption of ASC 606.

Concentration of Credit Risk and Other Risks and Uncertainties

Financial instruments that potentially subject the Company to concentrations of risk consist principally of cash and cash equivalents, investments, long term debt and
accounts receivable.

The Company’s cash and cash equivalents are with two major financial institutions in the United States.

The Company performs an ongoing credit evaluation of its strategic partners’ financial conditions and generally does not require collateral to secure accounts receivable
from its strategic partners. The Company’s exposure to credit risk associated with non-payment will be affected principally by conditions or occurrences within Takeda
Pharmaceutical Company Ltd. (“Takeda”). Approximately 28% and 35% of total revenues for the three and nine months ended September 30, 2018, respectively, were derived
from Takeda. There was $31.2 million in accounts receivable due from Takeda at September 30, 2018, which was received in October 2018. See also Note 4, “Research and
Development Agreements”, regarding the collaboration agreements with Takeda.

Drug candidates developed by the Company may require approvals or clearances from the U.S. Food and Drug Administration (“FDA”) or international regulatory
agencies prior to commercial sales. There can be no assurance that the Company’s drug candidates will receive any of the required approvals or clearances. If the Company
were to be denied approval or clearance or any such approval or clearance were to be delayed, it would have a material adverse impact on the Company.

Recently Issued Accounting Pronouncements

Effective January 1, 2018, the Company adopted ASC 606, which provides principles for recognizing revenue to depict the transfer of promised goods or services to
customers in an amount that reflects the consideration to which the Company expects to be entitled in exchange for those goods or services. The Company adopted ASC 606 on
a modified retrospective basis through a cumulative adjustment to equity. The impact of the adoption of the standard to prior period amounts is discussed below in Note 4,
“Research and Development Agreements”.

In February 2016, the FASB issued ASU 2016-02, “Leases (Topic 842).” ASU 2016-02 requires management to record right-to-use asset and lease liability on the
statement of financial position for operating leases. ASU 2016-02 is effective for annual and interim reporting periods beginning on or after December 15, 2018 and the
modified retrospective approach is required. The Company is in the process of evaluating the impact the adoption of this standard would have on its consolidated financial
statements and disclosures and expects the new standard to significantly increase the reported assets and liabilities on its consolidated balance sheets.

In December 2017, the SEC issued Staff Accounting Bulletin (“SAB”) 118 to address the application of GAAP in situations in which a registrant does not have the
necessary information available, prepared, or analyzed (including computations) in reasonable detail to complete the accounting for certain income tax effects of the Tax Cuts
and Jobs Act (the “Tax Act”), which was signed into law on December 22, 2017. In March 2018, the FASB issued ASU No. 2018-05, “Income Taxes (Topic 740):
Amendments to SEC Paragraphs Pursuant to SEC Staff Accounting Bulletin No. 118 (SEC Update)”, which amended ASC 740 to incorporate the requirements of SAB 118.
There were no changes in the provisional amounts recorded by the Company at December 31, 2017 related to the Tax Act. The Company continues to evaluate the impact of
the Tax Act.

In June 2018, the FASB issued ASU No. 2018-07, “Stock-based Compensation: Improvements to Nonemployee Share-based Payment Accounting”, which amends the
existing accounting standards for share-based payments to nonemployees. This ASU aligns much of the guidance on measuring and classifying nonemployee awards with that of
awards to employees. Under the new guidance, the measurement of nonemployee equity awards is fixed on the grant date. This ASU becomes effective in the first quarter of
fiscal year 2019 and early adoption is permitted. Entities will apply the ASU by recognizing a cumulative-effect adjustment to retained earnings as of the beginning of the
annual period of adoption. We are currently evaluating the impact that ASU 2018-07 will have on our condensed consolidated financial statements.
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NOTE 2 — NET LOSS PER COMMON SHARE

Basic net loss per common share is computed by dividing net loss by the weighted-average number of common shares outstanding during the period. Diluted net loss
per share is computed by giving effect to all potential dilutive common shares, including outstanding options and warrants. The following is the calculation of basic and diluted
net loss per share (in thousands, except share and per share data):

Three Months Ended Nine Months Ended
September 30, September 30,
2018 2017 2018 2017

Numerator:
Net loss attributable to common shareholders $ 5244  § 11,105 $ 23,653 $ 17,183
Denominator:
Weighted average common shares outstanding - basic and diluted 27,680,307 17,925,585 27,246,667 6,241,947
Net loss per share attributable to common shareholders:

Basic and diluted $ 019 $ 062 $ 087 $ 2.75

The following outstanding warrants and options were excluded from the computation of diluted net loss per share for the periods presented because including them
would have had an antidilutive effect (in thousands):

Three Months Ended Nine Months Ended
September 30, September 30,
2018 2017 2018 2017
Shares issuable upon exercise of warrants 3,522 3,274 3,522 3,274
Shares issuable upon exercise of stock options 4,201 1,870 4,201 1,870

NOTE 3 — MERGER WITH PRIVATE MOLECULAR

On August 1, 2017, the Company, formerly known as Threshold, completed the Merger with Private Molecular, in accordance with the terms of theMerger Agreement.
Immediately upon completion of the Merger, the former stockholders of Private Molecular held a majority of the voting interest of the combined company.

Also on August 1, 2017, in connection with, and prior to the completion of, the Merger, Threshold effected aReverse Stock Split and changed its name from
“Threshold Pharmaceuticals, Inc.” to “Molecular Templates, Inc.” Under the terms of the Merger, at the effective time of the Merger, the Company issued shares of its common
stock to Private Molecular stockholders, at an exchange ratio of 7.7844 shares of common stock (the “Exchange Ratio”), after taking into account the Reverse Stock Split, in
exchange for each share of Private Molecular common stock outstanding immediately prior to the Merger. Immediately following the closing of the Merger on August 1,
2017, the former Threshold stockholders owned approximately 34.4% of the aggregate number of shares of common stock of the Company and the former Private Molecular
stockholders owned approximately 65.6% of the shares of common stock of the Company, subject to adjustments in accordance with the Merger Agreement.

All Private Molecular stock options granted under the Private Molecular stock option plan (whether or not then exercisable) outstanding prior to the effective time of
the Merger were exchanged for options to purchase the Company’s common stock. All outstanding and unexercised Private Molecular stock options assumed by the Company
may be exercised solely for shares of the Company’s common stock. The number of shares of the Company’s common stock subject to each Private Molecular stock option
assumed by the Company was determined by multiplying (a) the number of shares of Private Molecular common stock that were subject to such Private Molecular stock option,
as in effect immediately prior to the effective time of the merger by (b) the Exchange Ratio and dividing by 11 (to account for the Reverse Stock Split); rounding the resulting
number down to the nearest whole number of shares of the Company’s common stock. The per share exercise price for the Company’s common stock issuable upon exercise of
each Private Molecular stock option assumed by the Company was determined by dividing (a) the per share exercise price of Private Molecular common stock subject to such
Private Molecular stock option, as in effect immediately prior to the effective time of the Merger, by (b) the Exchange Ratio, and multiplying by 11 (to account for the Reverse
Stock Split); rounding the resulting exercise price up to the nearest whole cent. The exchange of the Private Molecular stock options for the Company’s stock options was
treated as a modification of the awards.

Threshold equity awards issued and outstanding at the time of the Merger remained issued and outstanding. However, for accounting purposes, Threshold equity awards
will be assumed to have been exchanged for equity awards of Private Molecular, the accounting acquirer. As of August 1, 2017, Threshold had outstanding stock options to
purchase 963,681 shares of common stock, of which stock options to purchase 963,681 shares were vested and exercisable at a weighted average exercise price of $33.62 per
share, after giving effect to the Reverse Stock Split.
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Allocation of Purchase Consideration

Pursuant to business combination accounting, the Company applied the acquisition method, which requires the assets acquired and liabilities assumed be recorded at
fair value with limited exceptions.

The purchase price for Threshold on August 1, 2017, the closing date of the Merger, was calculated as follows (in thousands, except per share amounts):

August 1, 2017

Number of shares of the combined company owned by Threshold stockholders 6,508 (1)
Multiplied by the price per share of Threshold common stock $ 594 (2)
Purchase price before options $ 38,658
Threshold options assumed 1,006 (3)
Settlement of preexisting bridge note with Threshold (4,010) (4)
Total purchase price $ 35,654

1) Represents the number of shares of common stock of the combined company that Threshold stockholders owned as of the closing of the Merger pursuant to the
Merger Agreement. As of August 1, 2017, there were 6,508,356 shares of Threshold common stock outstanding, adjusted for the 11-for-1 reverse stock split.

?2) The fair value of Threshold common stock used in determining the purchase price was $5.94, which was derived from the $0.54 per share closing price of Threshold
on August 1, 2017, the current price at the time of closing, adjusted for the 11-for-1 reverse stock split.

3) Because the Company is considered to be the acquirer for accounting purposes, the pre-Merger vested stock options granted by Threshold under Threshold’s 2014
Equity Incentive Plan are deemed to have been exchanged for equity awards of the Company and as such the portion of the acquisition date fair value of these equity
awards attributable to pre-Merger service to Threshold were accounted for as a component of the consideration transferred.

“ Represents the bridge loan outstanding as of the closing date of the Merger. As the receivable on Threshold’s balance sheet was settled as part of the Merger, it is
deemed to be a reduction in the purchase price.

Under the acquisition method of accounting, the total purchase price was allocated to tangible and identifiable intangible assets acquired and liabilities assumed of
Threshold on the basis of their estimated fair values as of the transaction closing date on August 1, 2017.

The following table summarizes the allocation of the purchase consideration to the assets acquired and liabilities assumed based on their fair values as of August 1, 2017
(in thousands):

August 1, 2017

Cash and cash equivalents $ 11,216
Prepaid expenses and other current assets 945
In-process research and development (IPR&D) 26,623
Accounts payable, accrued expenses (2,009)
Warrant liability (1,121)
Net assets acquired $ 35,654

The Company believes that the historical values of the Company’s current assets and current liabilities approximate fair value based on the short-term nature of such
items. The allocation of the purchase price is dependent on the valuation of the fair value of assets acquired and liabilities assumed. The Company does not expect any further
revisions to the allocation of the purchase price.

In-Process Research and Development

The Company used the risk adjusted discounted cash flow method to value the in-process research and development intangible asset. Under the valuation method, the
present value of future cash flows expected to be generated from the in-process research and development of the acquired product candidate, evofosfamide, was determined
using a discount rate of 12%, and identified projected cash flows from evofosfamide were risk adjusted to take into consideration the probabilities of moving through the
various clinical stages.

Transaction Costs

Transaction costs associated with the Merger of approximately $2.0 million were included in general and administrative expense in 2017.
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Threshold Promissory Note

On March 24, 2017, the Company received $2.0 million from Threshold in the form of a promissory note at an interest rate of 1.0% per annum. The Company received
an additional $2.0 million on June 1, 2017. The note was settled as part of the Merger.

Share Based Awards

The exchange of Private Molecular stock options for options to purchase Threshold common stock, as renamed Molecular, was accounted for as a modification of the
awards because the legal exchange of the awards is considered a modification of Private Molecular stock options. The modification of the stock options did not result in any
incremental compensation expense as the modification did not increase the fair value of the stock options.

Additionally, pursuant to the terms of the Merger Agreement, participants in Thre