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PART I. FINANCIAL INFORMATION

Item 1. Financial Statements

AcelRx Pharmaceuticals, Inc.

Condensed Consolidated Balance Sheets

(In thousands, except share data)

Assets

Current Assets:

Cash and cash equivalents
Short-term investments
Accounts receivable, net
Tax receivable

Inventories

Prepaid expenses and other current assets
Total current assets
Property and equipment, net
Restricted cash

Long-term tax receivable
Other assets

Total Assets

Liabilities and Stockholders’ Deficit

Current Liabilities:

Accounts payable

Accrued liabilities

Long-term debt, current portion

Deferred revenue, current portion

Liability related to the sale of future royalties, current portion
Total current liabilities

Deferred rent, net of current portion

‘;gi‘; 30, December
31,
@
(Unaudited) 2017

$33,273 $52,902

16,849 7,567
773 1,533
352 —

663 956
1,051 455
52,961 63,413
10,923 11,051
178 178
351 703
207 207

$ 64,620 $75,552

$ 1,804 $1,424
2,548 3,543
8,139 7,727
338 362
384 604
13,213 13,660
468 378
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Long-term debt, net of current portion 7,539 11,369
Deferred revenue, net of current portion 3,305 3,463
Liability related to the sale of future royalties, net of current portion 88,895 82,984
Contingent put option liability 166 207
Total liabilities 113,586 112,061

Commitments and Contingencies
Stockholders’ Deficit:
Common stock, $0.001 par value—100,000,000 shares authorized as of June 30, 2018 and

December 31, 2017; 53,327,187 and 50,899,154 shares issued and outstanding as of June 53 51

30, 2018 and December 31, 2017

Additional paid-in capital 270,984 261,310
Accumulated deficit (320,003 ) (297,870)
Total stockholders’ deficit (48,966 ) (36,509 )
Total Liabilities and Stockholders’ Deficit $ 64,620 $75,552

The condensed consolidated balance sheet as of December 31, 2017 has been derived from the audited financial
(Dstatements as of that date included in the Company’s Annual Report on Form 10-K for the year ended December 31,
2017.

See notes to condensed consolidated financial statements.
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AcelRx Pharmaceuticals, Inc.

Condensed Consolidated Statements of Comprehensive Loss
(Unaudited)

(In thousands, except share and per share data)

Three Months Ended

June 30,

2018 2017
Revenue:
Collaboration agreement $351 $2,192
Contract and other 467 467
Total revenue 818 2,659
Operating costs and expenses:
Cost of goods sold 749 3,543
Research and development 3,278 4,901
General and administrative 3,944 4,156
Total operating costs and expenses 7,971 12,600
Loss from operations (7,153 ) (9,941
Other (expense) income:
Interest expense (586 ) (903
Interest income and other income (expense), net 195 396
Non—cash interest expense on liability related to future sale (2.995 ) (2,609
of royalties
Total other expense (3,386 ) (3,116
Net loss before income taxes (10,539 ) (13,057
Provision for income taxes 2 ) (2
Net loss (10,541 ) (13,059
Other comprehensive loss:
Unrealized gains (losses) on available-for-sale securities — 2
Comprehensive loss $(10,541 ) $(13,057
Net loss per share of common stock, basic and diluted $(0.20 ) $(0.29
Shares used in computing net loss per share of common 51.841.550  45.379.471

stock, basic and diluted

See notes to condensed consolidated financial statements.

Six Months Ended
June 30,

2018 2017
$625 $5,219
536 549
1,161 5,768
1,863 7,668

6,791 11,820
7,929 8,294
16,583 27,782

) (15422 ) (22,014

) (1,229 ) (1,677
331 250

) (5,811 ) (5,167

) (6,709 ) (6,594

) (22,131 ) (28,608

) (2 ) (2

) (22,133 ) (28,610
_ 3

) $(22,133 ) $(28,613

) $(0.43 ) $(0.63
51,388,762 45,363,949

~— N ~

~—
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AcelRx Pharmaceuticals, Inc.

Condensed Consolidated Statements of Cash Flows
(Unaudited)

(In thousands)

Cash flows from operating activities:

Net loss

Adjustments to reconcile net loss to net cash used in operating activities:
Non-cash royalty revenue related to royalty monetization
Non-cash interest expense on liability related to royalty monetization
Depreciation and amortization

Non-cash interest expense related to debt financing
Stock-based compensation

Revaluation of put option and PIPE warrant liabilities
Inventory impairment charge

Other

Changes in operating assets and liabilities:

Accounts receivable

Inventories

Prepaid expenses and other assets

Accounts payable

Accrued liabilities

Deferred revenue

Deferred rent

Net cash used in operating activities

Cash flows from investing activities:

Purchase of property and equipment

Purchase of investments

Proceeds from maturities of investments

Net cash used in investing activities

Cash flows from financing activities:

Principal payments on long-term debt

Net proceeds from issuance of common stock in connection with equity financings

Net proceeds from issuance of common stock through equity plans
Net cash provided by financing activities

Net decrease in cash, cash equivalents and restricted cash

Cash, cash equivalents and restricted cash—Beginning of period

Six Months

Ended June 30,

2018

2017

$(22,133) $(28,610)

(155 )
5,811
293

344

2,128
41 )
38 )
760

293

(561 )
469

837 )
(182 )
65

(13,784)
(387 )
(12,844)
3,600
(9,631 )
(3,762 )
7,407
141

3,786
(19,629)
53,080

46 )
5,167
948

471
2,222
(124 )
369

3 )

3,763
574

(276 )
2

(538 )
(181 )
@3 )
(16,305)

(1,961 )

(1,961 )

104

104
(18,162)
80,488

10
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Cash, cash equivalents and restricted cash—FEnd of period $33.451 $62,326

The following table provides a reconciliation of cash, cash equivalents, and restricted cash reported within the
condensed consolidated balance sheets that sum to the total of the same such amounts shown in the condensed
consolidated statement of cash flows (in thousands):

June June

30, 30,

2018 2017
Cash and cash equivalents 33,273 62,148
Restricted cash 178 178

Cash, cash equivalents and restricted cash shown in the statement of cash flows 33,451 62,326

Amounts included in restricted cash represent letters of credit required to be maintained under the Company’s facility

lease and corporate credit card agreements as security for performance under these agreements. The letters of credit
are secured by certificates of deposit in amounts equal to the letters of credit.

See notes to condensed consolidated financial statements.

11
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AcelRx Pharmaceuticals, Inc.

Notes to Condensed Consolidated Financial Statements
(Unaudited)

(In thousands, except where otherwise noted)

1. Organization and Summary of Significant Accounting Policies

AcelRx Pharmaceuticals, Inc., or the Company or AcelRx, was incorporated in Delaware on July 13, 2005 as SuRx,
Inc., and in January 2006, the Company changed its name to AcelRx Pharmaceuticals, Inc. The Company’s operations
are based in Redwood City, California.

AcelRx is a specialty pharmaceutical company focused on the development and commercialization of innovative
therapies for the treatment of acute pain. AcelRx’s lead product candidate, DSUVIAtknown as DZUVEQ'Sutside of
the United States), and its follow-on product candidate, Zalviso®, each utilize sublingual sufentanil, delivered via a
non-invasive route of sublingual administration. DSUVIA, is a 30 mcg sufentanil sublingual tablet in a single-dose
applicator intended for the treatment of moderate-to-severe acute pain administered by a healthcare professional.
Zalviso delivers 15 mcg sufentanil sublingually through a non-invasive delivery route via a pre-programmed,
patient-controlled analgesia, or PCA, system. Subject to obtaining regulatory approvals, AcelRx anticipates
developing a distribution capability and commercial organization in the United States to market and sell DSUVIA in
the United States by itself. In geographies where AcelRx decides not to commercialize products by itself, the
Company may seek to out-license commercialization rights. The Company currently intends to commercialize and
promote DZUVEO in Europe with a potential strategic partner. AcelRx intends to seek regulatory approval for
Zalviso in the United States and, if successful, potentially promote Zalviso either by itself or with strategic partners.
Zalviso is approved in Europe and is currently being commercialized by Griinenthal GmbH, or Griinenthal.

DSUVIA/DZUVEO

DSUVIA, is a 30 mcg sufentanil sublingual tablet in a single-dose applicator intended for the treatment of
moderate-to-severe acute pain administered by a healthcare professional. DSUVIA is known as DZUVEO outside the

12
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United States. DSUVIA was initially developed at the request of the U.S. Department of Defense as a replacement for
injections of morphine on the battlefield. In addition to the military application, AcelRx is developing DSUVIA for
the treatment of patients suffering from moderate-to-severe acute pain in multiple settings, such as emergency room
patients; patients who are recovering from short-stay or ambulatory surgery and do not require more long-term
analgesia; post-operative patients who are transitioning from the operating room to the recovery floor; certain types of
office-based or hospital-based procedures; patients being treated and transported by paramedics. The Company
completed the Phase 3 clinical program for DSUVIA and in February 2017 a New Drug Application, or NDA, was
accepted for filing by the U.S. Food and Drug Administration, or FDA, for DSUVIA for the treatment of
moderate-to-severe acute pain to be administered by a healthcare professional in medically supervised settings. In
October 2017, the Company received a Complete Response Letter, or CRL, from the FDA regarding its NDA for
DSUVIA which states the FDA determined it could not approve the NDA and provided recommendations for
resubmission. The CRL contained two primary recommendations. First, while the safety database was suitable in
number of patients, the collection of additional data was requested on at least 50 patients to assess the safety of
DSUVIA dosed at the maximum amount described in the proposed labelling. Second, to ensure proper administration
of the tablet with the single-dose applicator, the FDA recommended certain changes to the Directions for Use, or
DFU, to address use-related errors, including dropped tablets, which changes would need to be validated through a
Human Factors, or HF, study. The Company had a Type A post-action meeting with the FDA in January 2018 to
discuss the topics covered in the CRL and to clarify the path to move towards resubmission of the DSUVIA NDA. In
the Type A meeting, a proposal was discussed to address the safety of DSUVIA dosed at the maximum amount by
reducing the maximum dose in the proposed label. In April 2018, the Company successfully completed the HF study
to validate the revised DFU with no dropped tablets during the study. In May 2018, the Company announced the
resubmission of the NDA for DSUVIA to the FDA. The FDA has assigned a Prescription Drug User Fee Act, or
PDUFA, goal date of November 3, 2018.

The Company filed a Marketing Authorisation Application, or MAA, for DZUVEO (sufentanil sublingual tablet, 30
mcg) for the treatment of patients with moderate-to-severe acute pain in a medically supervised setting with the
European Medicines Agency, or EMA. In June 2018, the Company announced that the European Commission, or EC,
had granted marketing approval of DZUVEO for the treatment of patients with moderate-to-severe acute pain in
medically monitored settings.

Zalviso

Zalviso delivers 15 mcg sufentanil sublingually through a non-invasive delivery route via a pre-programmed,
patient-controlled analgesia, or PCA, system. Zalviso is approved in Europe and is in late-stage development in the
U.S. The Company had initially submitted to the FDA an NDA seeking approval for Zalviso in September 2013 but
received a CRL on July 25, 2014. Subsequently, the FDA requested an additional clinical study, IAP312, designed to
evaluate the effectiveness of changes made to the functionality and usability of the Zalviso device and to take into
account comments from the FDA on the study protocol. In the IAP312 study, for which top-line results were
announced in August 2017, Zalviso met safety, satisfaction and device usability expectations. These results will
supplement the three Phase 3 trials already completed in the Zalviso NDA resubmission. The Company plans to
resubmit the NDA for Zalviso in the second half of 2018.

13
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On December 16, 2013, AcelRx and Griinenthal entered into a Collaboration and License Agreement, or the License
Agreement, which was amended effective July 17, 2015 and September 20, 2016, or the Amended License
Agreement, which grants Griinenthal rights to commercialize Zalviso PCA system, or the Product, in the countries of
the EU, Switzerland, Liechtenstein, Iceland, Norway and Australia (collectively, the Territory) for human use in pain
treatment within, or dispensed by, hospitals, hospices, nursing homes and other medically supervised settings, or the
Field. In September 2015, the EC approved the MAA, previously submitted to the EMA, for Zalviso for the
management of acute moderate-to-severe post-operative pain in adult patients. On December 16, 2013, AcelRx and
Griinenthal, entered into a related Manufacture and Supply Agreement, or the MSA, and together with the License
Agreement, the Agreements. Under the MSA, the Company will exclusively manufacture and supply the Product to
Griinenthal for the Field in the Territory. On July 22, 2015, the Company and Griinenthal amended the MSA, or the
Amended MSA, effective as of July 17, 2015. The Amended MSA and the Amended License Agreement are referred
to as the Amended Agreements.

The Company has incurred recurring operating losses and negative cash flows from operating activities since
inception. Although Zalviso has been approved for sale in Europe, on September 18, 2015, the Company sold the
majority of the royalty rights and certain commercial sales milestones it is entitled to receive under the Amended
License Agreement with Griinenthal to PDL BioPharma, Inc., or PDL, in a transaction referred to as the Royalty
Monetization. As a result, the Company expects to continue to incur operating losses and negative cash flows.

nn nan
’

Except as the context otherwise requires, when we refer to "we," "our," "us," the "Company" or "AcelRx" in this
document, we mean AcelRx Pharmaceuticals, Inc., and its consolidated subsidiary. “DSUVIA” and “DZUVEQ” are
trademarks, and “ACELRX” and “Zalviso” are registered trademarks, all owned by AcelRx Pharmaceuticals, Inc. This
report also contains trademarks and trade names that are the property of their respective owners.

Principles of Consolidation

The condensed consolidated financial statements include the accounts of the Company and its wholly-owned
subsidiary, ARPI LLC, which was formed in September 2015 for the sole purpose of facilitating the monetization
transaction with PDL of the expected royalty stream and milestone payments due from the sales of Zalviso in Europe
by the Company’s commercial partner, Griinenthal, pursuant to the Amended License Agreement, or the Royalty
Monetization. All intercompany accounts and transactions have been eliminated in consolidation. Refer to Note 8
“Liability Related to Sale of Future Royalties” for additional information.

Basis of Presentation

15
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The accompanying unaudited condensed consolidated financial statements have been prepared in accordance with
accounting principles generally accepted in the United States for interim financial information and the rules and
regulations of the U.S. Securities and Exchange Commission, or SEC. Accordingly, they do not include all of the
information and footnotes required by accounting principles generally accepted in the United States for complete
financial statements. In the opinion of management, all adjustments (consisting of normal recurring adjustments)
considered necessary for a fair presentation have been included.

Operating results for the three and six months ended June 30, 2018, are not necessarily indicative of the results that
may be expected for the year ending December 31, 2018. The condensed consolidated balance sheet as of December
31, 2017, was derived from the Company’s audited financial statements as of December 31, 2017, included in the
Company’s Annual Report on Form 10-K filed with the SEC. These financial statements should be read in conjunction
with the Company’s Annual Report on Form 10-K for the year ended December 31, 2017, which includes a broader
discussion of the Company’s business and the risks inherent therein.

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally accepted in the United
States requires management to make estimates and assumptions that affect the amounts reported in the condensed
consolidated financial statements and accompanying notes. Management evaluates its estimates on an ongoing basis
including critical accounting policies. Estimates are based on historical experience and on various other
market-specific and other relevant assumptions that the Company believes to be reasonable under the circumstances,
the results of which form the basis for making judgments about the carrying values of assets and liabilities that are not
readily apparent from other sources. Actual results could differ from those estimates.

16
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Revenue Recognition

Beginning January 1, 2018, the Company has followed the provisions of ASC Topic 606, Revenue from Contracts
with Customers. The guidance provides a unified model to determine how revenue is recognized.

The Company generates revenue from collaboration agreements. These agreements typically include payments for
upfront signing or license fees, cost reimbursements for development and manufacturing services, milestone
payments, product sales, and royalties on licensee’s future product sales.

The Company has entered into award contracts with U.S. Department of Defense, or the DoD, to support the
development of DSUVIA. These contracts provide for the reimbursement of qualified expenses for research and
development activities. Revenue under these arrangements is recognized when the related qualified research expenses
are incurred. The Company is entitled to reimbursement of overhead costs associated with the study costs under the
DoD arrangements. The Company estimates this overhead rate by utilizing forecasted expenditures. Final
reimbursable overhead expenses are dependent on direct labor and direct reimbursable expenses throughout the life of
each contract, which may increase or decrease based on actual expenses incurred.

In determining the appropriate amount of revenue to be recognized as it fulfills its obligations under its agreements,
the Company performs the following steps: (i) identification of the promised goods or services in the contract;

(i1) 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.

Performance Obligations

A performance obligation is a promise in a contract to transfer a distinct good or service to the customer and is the
unit of account in ASC Topic 606. The Company’s performance obligations include commercialization license rights,
development services, services associated with the regulatory approval process, joint steering committee services,
demo devices, manufacturing services, material rights for discounts on manufacturing services, and product supply.

The Company has optional additional items in contracts, which are considered marketing offers and are accounted for
as separate contracts when the customer elects such options. Arrangements that include a promise for future
commercial product supply and optional research and development services at the customer’s or the Company’s

17
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discretion are generally considered as options. The Company assesses if these options provide a material right to the
licensee and if so, such material rights are accounted for as separate performance obligations. If the Company is
entitled to additional payments when the customer exercises these options, any additional payments are recorded in
revenue when the customer obtains control of the goods or services.

Transaction Price

The Company has both fixed and variable consideration. Non-refundable upfront fees and product supply selling
prices are considered fixed, while milestone payments are identified as variable consideration when determining the
transaction price. Funding of research and development activities is considered variable until such costs are
reimbursed at which point they are considered fixed. The Company allocates the total transaction price to each

performance obligation based on the relative estimated standalone selling prices of the promised goods or services for

each performance obligation.

At the inception of each arrangement that includes milestone payments, the Company evaluates whether the

milestones are considered probable of being achieved and estimates the amount to be included in the transaction price
using the most likely amount method. If it is probable that a significant revenue reversal would not occur, the value of

the associated milestone (such as a regulatory submission by the Company) is included in the transaction price.
Milestone payments that are not within the control of the Company, such as approvals from regulators, are not
considered probable of being achieved until those approvals are received.

For arrangements that include sales-based royalties, including milestone payments based on the level of sales, and the

license is deemed to be the predominant item to which the royalties relate, the Company recognizes revenue at the
later of (a) when the related sales occur, or (b) when the performance obligation to which some or all of the royalty
has been allocated has been satisfied (or partially satisfied).

Allocation of Consideration

As part of the accounting for these arrangements, the Company must develop assumptions that require judgment to
determine the stand-alone selling price of each performance obligation identified in the contract. Estimated selling
prices for license rights and material rights for discounts on manufacturing services are calculated using an income
approach model and can include the following key assumptions: the development timeline, sales forecasts, costs of
product sales, commercialization expenses, discount rate, the time which the manufacturing services are expected to
be performed, and probabilities of technical and regulatory success. For all other performance obligations, the
Company uses a cost-plus margin approach.

18
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Timing of Recognition

Significant management judgment is required to determine the level of effort required under an arrangement and the
period over which the Company expects to complete its performance obligations under the arrangement. The
Company estimates the performance period or measure of progress at the inception of the arrangement and
re-evaluates it each reporting period. This re-evaluation may shorten or lengthen the period over which revenue is
recognized. Changes to these estimates are recorded on a cumulative catch up basis. If the Company cannot
reasonably estimate when its performance obligations either are completed or become inconsequential, then revenue
recognition is deferred until the Company can reasonably make such estimates. Revenue is then recognized over the
remaining estimated period of performance using the cumulative catch-up method. Revenue is recognized for products
at a point in time when control of the product is transferred to the customer in an amount that reflects the
consideration the Company expects to be entitled to in exchange for those product sales, which is typically once the
product physically arrives at the customer, and for licenses of functional intellectual property at the point in time the
customer can use and benefit from the license. For performance obligations that are services, revenue is recognized
over time proportionate to the costs that the Company has incurred to perform the services using the cost-to-cost input
method.

Significant Accounting Policies

The Company’s significant accounting policies are detailed in its Annual Report on Form 10-K for the year ended
December 31, 2017. Aside from the adoption of ASC Topic 606 described below under “Recently Adopted Accounting
Standards” and explained more fully above in “Revenue Recognition,” and in Note 4 “Adoption of ASC Topic 606,
Revenue from Contracts with Customers” below, there have been no significant changes to the Company’s significant
accounting policies during the three and six months ended June 30, 2018, from those previously disclosed in its 2017
Annual Report on Form 10-K.

Recently Adopted Accounting Standards

In May 2014, the FASB issued ASU No. 2014-09, Revenue from Contracts with Customers (Topic 606), to provide
guidance on revenue recognition. In August 2015 and March, April, May and December 2016, the FASB issued
additional amendments to the new revenue guidance relating to reporting revenue on a gross versus net basis,
identifying performance obligations, licensing arrangements, collectability, noncash consideration, presentation of
sales tax, transition, and clarifying examples. Collectively these are referred to as ASC Topic 606, which replaces all
legacy GAAP guidance on revenue recognition and eliminates all industry-specific guidance. The new revenue
recognition guidance provides a unified model to determine how revenue is recognized. The core principal of the
guidance is that an entity should recognize revenue when it transfers 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. In applying ASC Topic 606, companies need to use more judgment and make more estimates than under
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legacy guidance. This includes identifying performance obligations in the contract, estimating the amount of variable
consideration to include in the transaction price and allocating the transaction price to each distinct performance
obligation. ASC Topic 606 is effective for interim and annual reporting periods beginning after December 15, 2017,
with early adoption permitted one year earlier.

The Company adopted the new standard effective January 1, 2018 under the modified retrospective transition method,
applying the new guidance to the most current period presented. Upon adoption, there was no change to the units of
accounting previously identified under legacy GAAP, which are now considered performance obligations under the
new guidance, and there was no change to the revenue recognition pattern for each performance obligation. Therefore,
the adoption of the new standard resulted in no cumulative effect to the opening accumulated deficit balance.

In May 2017, the FASB issued ASU 2017-09, Compensation - Stock Compensation (Topic 718): Scope of
Modification Accounting, to clarify which changes to the terms or conditions of a share-based payment award require
an entity to apply modification accounting under ASC 718. Under the new guidance, an entity will not apply
modification accounting to a share-based payment award if all of the following remain unchanged immediately before
and after the change of terms and conditions:

The award’s fair value (or calculated value or intrinsic value, if those measurement methods are used),
The award’s vesting conditions, and
The award’s classification as an equity or liability instrument.

ASU 2017-09 is effective for annual periods, and interim periods within those annual periods, beginning after
December 15, 2017 for all entities. Early adoption is permitted, including adoption in any interim period for which
financial statements have not yet been issued or made available for issuance. The ASU will be applied prospectively
to awards modified on or after the adoption date. The adoption of ASU 2017-09 effective January 1, 2018 did not
have a material effect on the Company’s results of operations, financial condition or cash flows.
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In November 2016, the FASB issued ASU No. 2016-18, Statement of Cash Flows (Topic 230): Restricted Cash. ASU
No. 2016-18 is intended to reduce diversity in practice in the classification and presentation of changes in restricted
cash on the condensed consolidated statement of cash flows. The ASU requires that the condensed consolidated
statement of cash flows explain the change in total cash and equivalents and amounts generally described as restricted
cash or restricted cash equivalents when reconciling the beginning-of-period and end-of-period total amounts. The
ASU also requires a reconciliation between the total of cash and equivalents and restricted cash presented on the
condensed consolidated statement of cash flows and the cash and equivalents balance presented on the condensed
consolidated balance sheet. The Company adopted ASU No. 2016-18, and the guidance has been retrospectively
applied to all periods presented. The adoption of the guidance did not have an impact on the Company’s condensed
consolidated balance sheets or statements of comprehensive loss.

In August 2016, the FASB issued ASU No. 2016-15, Statement of Cash Flows (Topic 230): Classification of Certain
Cash Receipts and Cash Payments, addressing eight specific cash flow issues in an effort to reduce diversity in
practice. The amended guidance is effective for fiscal years beginning after December 15, 2017, and for interim
periods within those years. The adoption of ASU 2016-15 effective January 1, 2018, did not have a material impact on
the Company’s condensed consolidated statements of cash flows.

Recently Issued Accounting Standards

In February 2016, the FASB issued ASU No. 2016-02, Leases (Topic 842), which establishes a new lease accounting
model for lessees. Unlike current GAAP which requires only capital leases to be recognized on the balance sheet, the
new ASU will require both types of leases (i.e. operating and capital leases) to be recognized on the balance sheet.
The FASB lessee accounting model will continue to account for both types of leases. The capital lease will be
accounted for in substantially the same manner as capital leases are accounted for under existing GAAP. The
operating lease will be accounted for in a manner similar to operating leases under existing GAAP, except that lessees
will recognize a lease liability and a lease asset for all of those leases. The amended guidance is effective for fiscal
years, and interim periods within those years, beginning after December 15, 2018, with early adoption permitted. The
Company expects to adopt this standard beginning in 2019. The Company does not expect that this standard will have
a material impact on its condensed consolidated statements of comprehensive loss; however, the Company does
expect that upon adoption, this standard will impact the carrying value of its assets and liabilities on its condensed
consolidated balance sheets as a result of the requirement to record right-of-use assets and corresponding lease
obligations for current operating leases. The Company is still evaluating whether there are other existing contracts that
may become leases under the new lease standard, and the impact of the adoption of this standard on its condensed
consolidated financial statements and disclosures. The Company will continue to monitor additional modifications,
clarifications or interpretations undertaken by the FASB that may impact its current conclusions, and will expand its
analysis to include any new lease arrangements initiated prior to adoption.

2. Investments and Fair Value Measurement
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Investments

The Company classifies its marketable securities as available-for-sale and records its investments at fair value.
Available-for-sale securities are carried at estimated fair value based on quoted market prices or observable market
inputs of almost identical assets, with the unrealized holding gains and losses included in accumulated other
comprehensive income. Marketable securities which have maturities beyond one year as of the end of the reporting
period are classified as non-current.

The table below summarizes the Company’s cash, cash equivalents and investments (in thousands):

As of June 30, 2018
Amortize(gmss . Gross . Fair
nrealized Unrealized
Cost . Value
Gains Losses

Cash and cash equivalents:
Cash and money market funds $19.267 $ — 3 —  $19,267
U.S. government agency securities 14,006 — — 14,006
Total cash and cash equivalents $33,273 $ — 3 —  $33,273
Marketable securities:
U.S. government agency securities $16,849 $ — 3 —  $16,849
Total marketable securities $16,849 $ — 3 —  $16,849
Total cash, cash equivalents and investments $50,122 $ — 3 —  $50,122

10
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As of December 31, 2017
Amortize(gmss . Gross . Fair
nrealized Unrealized
Cost . Value
Gains Losses

Cash and cash equivalents:
Cash $29,765 $ — —  $29,765
U.S. government agency securities 23,137 — — 23,137
Total cash and cash equivalents $52902 $ — 3 —  $52.902
Marketable securities:
U.S. government agency securities $7,567 $ — 3 —  $7,567
Total marketable securities $7,567 $ — 3 —  $7,567
Total cash, cash equivalents and investments $60,469 $ — 3 —  $60,469

As of June 30, 2018 and December 31, 2017, none of the available-for-sale securities held by the Company had
material unrealized losses. There were no other-than-temporary impairments for these securities at June 30, 2018 or
December 31, 2017. No gross realized gains or losses were recognized on the available-for-sale securities and,
accordingly, there were no amounts reclassified out of accumulated other comprehensive income to earnings during
the three and six months ended June 30, 2018 and June 30, 2017.

As of June 30, 2018 and December 31, 2017, the contractual maturity of all investments held was less than one year.

Fair Value Measurement

The Company’s financial instruments consist of Level II assets and Level III liabilities. For Level II instruments, the
Company estimates fair value by utilizing third party pricing services in developing fair value measurements where
fair value is based on valuation methodologies such as models using observable market inputs, including benchmark
yields, reported trades, broker/dealer quotes, bids, offers and other reference data. Such Level II instruments typically
include U.S. treasury and U.S. government agency obligations. On March 2, 2017, the Company entered into an
amended and restated loan agreement, or the Amended Loan Agreement with Hercules Capital Funding Trust 2014-1
and Hercules Technology II, L.P., together, Hercules, which contains a contingent put option liability. The Company’s
estimate of fair value of the contingent put option liability was determined by using a risk-neutral valuation model,
wherein the fair value of the underlying debt facility is estimated both with and without the presence of the default
provisions, holding all other assumptions constant. The resulting difference between the two estimated fair values is
the estimated fair value of the default provisions, or the contingent put option. Changes to the estimated fair value of
these liabilities are recorded in interest income and other income (expense), net in the condensed consolidated
statements of comprehensive loss. The fair value of the underlying debt facility is estimated by calculating the
expected cash flows in consideration of an estimated probability of default and expected recovery rate in default and
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discounting such cash flows back to the reporting date using a risk-free rate.

11
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The following table sets forth the fair value of the Company’s financial assets and liabilities by level within the fair
value hierarchy (in thousands):

As of June 30, 2018
Fair Level Level
Value I LevelIl 1y

Assets
U.S. government agency obligations  $30,855 $ — $30,855 $—
Total assets measured at fair value $30,855 $§ — $30,855 $—

Liabilities
Contingent put option liability $166 $ — $— $166
Total liabilities measured at fair value $166 $ — $— $166
As of December 31, 2017
Fair Level Level
Value 1 LevelIl
Assets

U.S. government agency obligations  $30,704 $ — $30,704 $—
Total assets measured at fair value $30,704 $§ — $30,704 $—

Liabilities
Contingent put option liability $207 $ — — $207
Total liabilities measured at fair value $207 $ — $— $207

As of June 30, 2017, the Company also held a Level III liability associated with warrants, or PIPE warrants, issued in
connection with the Company’s private placement equity offering, completed in June 2012. The PIPE warrants were
considered a liability and were valued using the Black-Scholes option-pricing model, the inputs for which included
exercise price of the PIPE warrants, market price of the underlying common shares, expected term, volatility based on
a group of the Company’s peers and the risk-free rate corresponding to the expected term of the PIPE warrants.
Changes to any of these inputs could have a significant impact to the estimated fair value of the PIPE warrants. The
PIPE warrants expired in November 2017.

The following tables set forth a summary of the changes in the fair value of the Company’s Level III financial
liabilities for the three and six months ended June 30, 2018 and June 30, 2017 (in thousands):
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Three
Months
Ended
June 30,
2018

Fair value—beginning of period $
Change in fair value of contingent put option associated with Amended Loan Agreement
Fair value—end of period $

186
20 )
166

Three
Months
Ended
June 30,
2017

Fair value—beginning of period $
Change in fair value of PIPE warrants

Change in fair value of contingent put option associated with Amended Loan Agreement

Fair value—end of period $

12

609
(267 )
4 )
288

Six
Months
Ended
June 30,
2018
$ 207
@1 )
$ 166

Six

Months

Ended

June 30,

2017

$ 412
260 )
136

$ 288
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3. Inventories

Inventories consist of finished goods, raw materials and work in process and are stated at the lower of cost or net
realizable value and consist of the following (in thousands):

Balance as of

ggne December
b

2018 31,2017
Raw materials $663 $ 702
Work-in-process — 254
Total $663 $ 956

4. Adoption of ASC Topic 606, Revenue from Contracts with Customers

On January 1, 2018, the Company adopted Topic 606 using the modified retrospective method applied to those
contracts which were not completed as of January 1, 2018. Results for reporting periods beginning after January 1,
2018, are presented under Topic 606, while prior period amounts are not adjusted and continue to be reported in
accordance with the Company’s historical accounting under Topic 605. The adoption of the new revenue recognition
guidance resulted in no changes to deferred revenue or the accumulated deficit as of January 1, 2018.

Revenue Recognition

As described in Note 1 “Organization and Summary of Significant Accounting Policies,” the Company has entered into
the Amended Agreements with Griinenthal related to Zalviso. At June 30, 2018, approximately $3.6 million of the
transaction price under the Amended Agreements is allocated to the discount on future manufacturing services, which
the Company expects to be recognized through 2029.

For additional detail on the Company’s accounting policy regarding revenue recognition, refer to Note 1 “Organization
and Summary of Significant Accounting Policies - Revenue Recognition.”
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The following table presents changes in the Company’s contract liabilities for the six months ended June 30, 2018:

Contract liability:
Deferred revenue

Balance
at

Begmnm&dditions Deductions

of the
Period

(in thousands)

$3,825 § - $ (182

Balance
at

the end
of the
Period

) $3,643

During the three and six months ended June 30, 2018, the Company recognized the following revenue (in thousands):

Three
months
ended
June
30,2018
Amounts included in contract liabilities at the beginning of the period:
Performance obligations satisfied — Amended Agreements $ 91
New activities in the period from performance obligations satisfied:
Performance obligations satisfied — Amended Agreements 239
Total revenue from performance obligations satisfied $ 330
Royalty revenue 21
Contract and other 467
Total revenue $ 818

13

Six
months
ended

June
30, 2018

$182

392
$574

51

536
$1,161
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5. U.S. Department of Defense

On May 11, 2015, the Company entered into an award contract (referred to as the DoD Contract) supported by the
Clinical and Rehabilitative Medicine Research Program, or CRMRP, of the United States Army Medical Research and
Materiel Command, or the USAMRMC, within the DoD, in which the DoD agreed to provide up to $17.0 million to
the Company in order to support the development of DSUVIA (sufentanil sublingual tablet, 30 mcg), a proprietary,
non-invasive, single-use tablet in a disposable, pre-filled single-dose applicator, or SDA, for the treatment of
moderate-to-severe acute pain. Under the terms of the DoD Contract, the DoD has and continues to reimburse the
Company for costs incurred for development, manufacturing, regulatory and clinical costs outlined in the DoD
Contract, including reimbursement for certain personnel and overhead expenses. The period of performance under the
DoD Contract began on May 11, 2015. The DoD Contract gives the DoD the option to extend the term of the DoD
Contract and provide additional funding for the research. On March 2, 2016, the DoD Contract was amended to
approve enrollment of additional patients in the SAP302 study, approve the addition of the SAP303 study, and extend
the DoD Contract period of performance by four months from November 10, 2016 to March 9, 2017, to accommodate
the increased SAP302 patient enrollment and the SAP303 study. The costs for these changes were absorbed within the
current DoD Contract value. On March 9, 2017, the DoD Contract was amended to incorporate additional activities
including the development and testing of packaging changes; additional stability testing; and preparation for any FDA
advisory committee meeting for DSUVIA. The amendment also extends the DoD Contract period of performance by
11 months through February 28, 2018 to accommodate these additional activities. At December 31, 2017, the
additional activities as outlined under the DoD Contract through February 28, 2018 were substantially complete. On
February 28, 2018, the DoD contract was amended to incorporate additional services in the amount of $0.5 million
and to extend the contract period by twelve months through February 28, 2019. If DSUVIA is approved by the FDA,
the DoD has the option to purchase a certain number of units of commercial product pursuant to the terms of the DoD
Contract.

Revenue is recognized based on expenses incurred by the Company in conducting research and development
activities, including overhead, as set forth in the agreement. Revenue attributable to the research and development
performed under the DoD Contract, recorded as contract and other revenue in the condensed consolidated statements
of comprehensive loss, was $0.4 million and $0.5 million for the three and six months ended June 30, 2018,
respectively, and $0.5 million and $0.6 million for the three and six months ended June 30, 2017, respectively.

6. Collaboration Agreemen