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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 MARCH 31, 2010

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 001-33719

MAP PHARMACEUTICALS, INC.

(Exact name of registrant as specified in its charter)
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Delaware 20-0507047
(State or other jurisdiction of (LR.S. Employer
incorporation or organization) Identification No.)

2400 Bayshore Parkway, Suite 200

Mountain View, California 94043
(Address of principal executive offices) (Zip code)
(650) 386-3100

(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 = 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.
(Check one):

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 by Rule 12b-2 of the Exchange Act). Yes © No x

As of April 30, 2010, the registrant had outstanding 26,427,433 shares of Common Stock.
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PART I FINANCIAL INFORMATION

ITEM1. FINANCIAL STATEMENTS

MAP PHARMACEUTICALS, INC.

(a development stage enterprise)

CONDENSED CONSOLIDATED BALANCE SHEETS

ASSETS

Current assets:

Cash and cash equivalents

Prepaid expenses and other current assets

Total current assets
Property and equipment, net
Other assets

Restricted investment

Total assets

LIABILITIES AND STOCKHOLDERS EQUITY
Current liabilities:

Accounts payable

Accrued liabilities

Current portion of long-term debt

Total current liabilities
Long-term debt, net of current
Other liabilities

Total liabilities

Commitments and contingencies (Note 6)
Stockholders equity:

Common stock

Additional paid-in capital

Deficit accumulated during the development stage
Total stockholders equity

Total liabilities and stockholders equity

The accompanying notes are an

Table of Contents

(In thousands)

(Unaudited)

March 31,
2010

$ 69,234
525

69,759
4,558
38

310

$ 74,665

$ 2,591
9,305
7,466

19,362
5,477
134

24,973

258
248,383
(198,949)

49,692
$ 74,665

integral part of these condensed consolidated financial statements.

December 31,
2009

$ 65,776
620

66,396
4,164
126
310

$ 70,996

$ 2,916
11,568
7,283

21,767
7,337
90

29,194

241
226,452
(184,891)

41,802

$ 70,996
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MAP PHARMACEUTICALS, INC.
(a development stage enterprise)
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

(In thousands, except share and per share amounts)

(Unaudited)
Three Months Ended March 31, Cumulative
Period from
July 3, 2003
(Date of
Inception) to
March 31,
2010 2009 2010

Collaboration revenue $ $ 7,484 $ 54,166
Operating expenses:
Research and development 9,786 14,075 189,480
Sales, general and administrative 3,881 2,808 51,082
Total operating expenses 13,667 16,883 240,562
Loss from operations (13,667) (9,399) (186,396)
Interest income 4 85 6,372
Interest expense (393) (602) (6,144)
Other expense, net @) ) (764)
Net loss (14,058) (9,920) (186,932)
Cumulative stock dividend attributed to preferred stockholders (13,925)
Net loss attributed to common stockholders $  (14,058) $ (9,920) $ (200,857)
Net loss per share attributed to common stockholders basic and diluted $ (0.54) $ (0.48)

Weighted average shares outstanding used in calculating net loss per share
attributed to common stockholders  basic and diluted 25,852,085 20,583,774
The accompanying notes are an integral part of these condensed consolidated financial statements.
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MAP PHARMACEUTICALS, INC.
(a development stage enterprise)
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(In thousands)

(Unaudited)

Cash flows from operating activities:

Net loss $ (14,058) $ (9,920) $ (186,932)
Adjustments to reconcile net loss to net cash provided by (used in) operating activities:

Depreciation and amortization 348 375 5,004
Accretion of investment discounts, net @)) (1,595)
Amortization of debt issuance costs 210
Accretion of debt payment premium 76 110 767
Change in carrying value of warrant liability 621
Issuance of common stock in exchange for services 51
Stock-based compensation 1,486 1,269 12,755
Loss on disposal of equipment and other non-cash items 262 16 1,329
Changes in operating assets and liabilities:

Accounts receivable 4,725)

Prepaid expenses and other current assets 95 229 (750)
Other assets 88 102
Accounts payable (325) (435) 2,562
Accrued liabilities (2,263) 78 9,227
Deferred revenue 37,242

Other liabilities 44 7 134
Net cash provided by (used in) operating activities (14,247) 24,245 (156,515)
Cash flows from investing activities:

Purchase of intangible assets and in-process research and development (412)
Purchase of property and equipment (1,004) (102) (10,445)
Purchase of short-term investments (169,497)
Sales and maturities of short-term investments 12,740 171,411
Purchase of restricted investment (310)
Net cash provided by (used in) investing activities (1,004) 12,638 (9,253)
Cash flows from financing activities:

Proceeds from issuance of convertible notes payable 4,300
Proceeds from issuance of debt 31,006
Adjustment to issuance cost related to IPO )
Proceeds from sales of shares through equity plans 797 49 2,746
Repayment of debt (1,753) (1,154) (18,930)
Proceeds from issuance of common stock resulting from drawdown of equity line of

credit, net of issuance costs 19,665 19,665
Table of Contents 7
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Proceeds from issuance of common stock in IPO, net of issuance costs

Proceeds from issuance of common stock in follow-on public offering, net of issuance
costs

Proceeds from issuance of convertible preferred stock, net of issuance costs

Net cash provided by (used in) financing activities 18,709 (1,105)
Net increase in cash and cash equivalents 3,458 35,778
Cash and cash equivalents at beginning of period 65,776 31,927
Cash and cash equivalents at end of period $ 69,234 $ 67,705

Supplemental disclosures of cash flow information
Cash paid for interest $ 317 $ 499
The accompanying notes are an integral part of these condensed consolidated financial statements.
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$

62,177

31,619
102,428

235,002

69,234

69,234

5,066
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MAP PHARMACEUTICALS, INC.
(a development stage enterprise)
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)
NOTE 1. THE COMPANY

MAP Pharmaceuticals, Inc., incorporated in the state of Delaware, originally was formed as a limited liability company on July 3, 2003 and
converted to a corporation on December 11, 2003. Our goal is to use proprietary inhalation technologies to enhance the therapeutic benefits and
commercial attractiveness of proven drugs while minimizing risk by capitalizing on their known safety, efficacy and commercialization history.
Our current focus is to advance the development of our Phase 3 product candidate, LEVADEX , formerly known as MAP0004, a proprietary
orally inhaled version of dihydroergotamine for the potential treatment of migraine. We are in the development stage and since inception have
devoted substantially all of our efforts to research and development, raising capital and recruiting personnel.

We have incurred losses and negative cash flow since our inception in July 2003. We will continue to incur losses until we generate sufficient
revenue to offset our expenses, and we anticipate that we will continue to incur net losses for the next several years. We believe that our existing
cash, cash equivalents and short-term investments will be sufficient to fund our projected operating requirements for at least 12 months. We will
need substantial additional capital in the future in order to complete the development and potential commercialization of LEVADEX and to fund
the development and commercialization of any future product candidates. Prior to achieving profitable operations, we intend to continue to fund
operations through public or private financings, strategic partnerships or other arrangements. Such funding, if needed, may not be available on
favorable terms, if at all. In the event we are unable to obtain additional capital, we may delay or reduce the scope of our current research and
development programs and other expenses.

NOTE 2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Basis of Presentation

We have prepared the accompanying interim condensed consolidated financial statements in accordance with accounting principles generally
accepted in the United States for interim financial information and with the instructions to Form 10-Q and Article 10 of Regulation S-X.
Accordingly, these financial statements and accompanying notes do not include all of the information and disclosures required by generally
accepted accounting principles for complete financial statements. The financial statements include all adjustments (consisting of normal
recurring adjustments) that management believes are necessary for the fair statement of the balances and results for the periods presented. These
interim financial statement results are not necessarily indicative of the results to be expected for the full fiscal year or any future interim period.

The year-end condensed balance sheet at December 31, 2009 was derived from audited financial statements, but do not include all the
disclosures required by accounting principles generally accepted in the United States. The financial statements and related disclosures have been
prepared with the presumption that users of the interim financial statements have read or have access to the audited financial statements for the
preceding fiscal year. Accordingly, these financial statements should be read in conjunction with the audited financial statements and notes
thereto contained in our Form 10-K for the year ended December 31, 2009.

Comprehensive Loss

We report comprehensive income (loss) in accordance with ASC 220 Reporting Comprehensive Income. Components of other comprehensive
income (loss), including unrealized gains (losses) on our available-for-sale securities, are included in total comprehensive loss.

Three Months Ended March 31,

2010 2009
Net loss $ (14,058) $ (9,920)
Net change in unrealized loss on available-for-sale investments 44)
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Comprehensive loss $  (14,058)
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MAP PHARMACEUTICALS, INC.
(a development stage enterprise)
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

(Unaudited)

Net Loss per Share

Basic net loss per share is computed by dividing net loss attributed to common stockholders by the weighted average number of common shares
outstanding during the period. Our potential dilutive shares, which include outstanding common stock options, common stock issuable pursuant
to the Employee Stock Purchase Plan, or ESPP, warrants to purchase common stock and performance-based restricted stock units, have not been
included in the computation of diluted net loss per share for all the periods as the result would be anti-dilutive. Such potentially dilutive shares
are excluded when the effect would be to reduce a net loss per share.

The numerator and denominator used in the calculation of basic and diluted net loss per share were as follows (in thousands, except share and
per share amounts):

Three Months Ended March 31,

2010 2009
Numerator
Net loss attributed to common stockholders $ (14,058) $ (9,920)
Denominator
Weighted average common shares outstanding 25,852,085 20,583,774
Basic and diluted net loss per share $ (0.54) $ (0.48)

The following outstanding common stock options, common stock issuable pursuant to the ESPP, warrants to purchase common stock and
performance-based restricted stock units were excluded from the computation of diluted net loss per share for the periods presented because
including them would have had an anti-dilutive effect:

Three Months Ended March 31,

2010 2009
Options to purchase common stock 4,080,807 4,028,503
Common stock issuable pursuant to the Employee Stock Purchase Plan 31,470 117,842
Warrants to purchase common stock 26,903 73,989
Performance-based restricted stock units 98,000

Recent Accounting Pronouncements

In September 2009, the FASB ratified Revenue Arrangements with Multiple Deliverables issued as Accounting Standards Update, or ASU,
2009-13 in early October. ASU 2009-13 updates the existing multiple-element arrangements guidance currently included in ASC 605-25,
Revenue Recognition Multiple-Element Arrangements. The revised guidance provides for two significant changes to the existing
multiple-element arrangements guidance. The first relates to the determination of when the individual deliverables included in a
multiple-element arrangement may be treated as separate units of accounting. This change is significant as it will likely result in the requirement
to separate more deliverables within an arrangement, ultimately leading to less revenue deferral. The second change modifies the manner in
which the transaction consideration is allocated across the separately identifiable deliverables. These changes are likely to result in earlier
recognition of revenue for multiple-element arrangements than under previous guidance. ASU 2009-13 also significantly expands the

Table of Contents 11



Edgar Filing: MAP Pharmaceuticals, Inc. - Form 10-Q

disclosures required for multiple-element revenue arrangements. The revised multiple-element arrangements guidance will be effective for the
first annual reporting period beginning on or after June 15, 2010, and may be applied retrospectively for all periods presented or prospectively to
arrangements entered into or modified after the adoption date. Early adoption is permitted provided that the revised guidance is retroactively
applied to the beginning of the year of adoption. If the guidance is adopted prospectively, certain transitional disclosures are required for each
reporting period in the initial year of adoption. As a result, it is effective for us in the first quarter of fiscal year 2011. We do not believe that the
adoption of ASU 2009-13 will have a material impact on our condensed consolidated financial statements.
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MAP PHARMACEUTICALS, INC.
(a development stage enterprise)
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

(Unaudited)

NOTE 3. LICENSE AND SUPPLY AGREEMENTS
Agreement with AstraZeneca

In December 2008, we entered into an agreement with AstraZeneca AB, or the AstraZeneca Agreement, which became effective in February
2009. Pursuant to the terms of the AstraZeneca Agreement, we licensed to AstraZeneca global rights to develop and commercialize our
proprietary nebulized formulation of UDB, our next generation UDB therapy and certain combination nebulization therapies for the potential
treatment of asthma in children.

In February 2009, under the terms of the AstraZeneca Agreement, AstraZeneca paid us a nonrefundable upfront cash payment of $40.0 million.
On February 23, 2009, we announced top-line results of our initial Phase 3 clinical trial of UDB for the potential treatment of children with
asthma. We announced that the clinical trial did not meet its co-primary endpoints, asthma control as assessed by changes from baseline in
nighttime and daytime composite symptom scores, in either of the doses evaluated when compared with placebo.

On July 8, 2009, we received notice from AstraZeneca of the termination of the AstraZeneca Agreement. Effective on the date of termination, all
rights licensed to AstraZeneca in the AstraZeneca Agreement reverted back to us. We were jointly developing UDB with AstraZeneca, and were
responsible for executing the development plan. In the third quarter of 2009 we suspended development of our UDB product candidate.

Total collaboration revenue recognized under the AstraZeneca Agreement was $0 for the three months ended March 31, 2010, compared to $7.5
million for the same period in 2009, and $54.2 million for the cumulative period from July 3, 2003 (date of inception) to March 31, 2010. The
revenue recognized in the first quarter of 2009 was related to the amortization of a $40.0 million upfront payment received in February 2009 and
to reimbursements for UDB-related development expenses, pursuant to the AstraZeneca Agreement.

Agreement with Nektar

Under our June 2004 agreement, as amended, with Nektar Therapeutics UK Limited, or the Nektar Agreement, we were granted a worldwide,
exclusive license, with a right to sublicense, under Nektar patents and know-how, to develop and commercialize any formulation of a form of
dihydroergotamine for administration by inhalation using a device. We also agreed to pay royalties at specified rates based on net sales. As of
March 31, 2010, we are required to make future nonrefundable milestone payments of up to $5.0 million related to products currently being
developed under the Nektar Agreement, when and if certain regulatory and commercial milestones are met. We paid $0, $0 and $2.6 million
related to milestones for the three months ended March 31, 2010 and 2009 and for the cumulative period from July 3, 2003 (date of inception) to
March 31, 2010. Either party may terminate the Nektar Agreement upon a material, uncured default of the other party. We may terminate the
Nektar Agreement, with or without cause, at any time upon six months prior written notice.

Agreement with Elan

Under the April 2004 agreement, as amended, with Elan Pharma International Limited, or the Elan Agreement, Elan granted to us a worldwide,
exclusive, sub-licensable license under certain of Elan s intellectual property rights related to our UDB product candidate. We also agreed to pay
royalties at specified rates based on net sales. As of March 31, 2010, we may be required to make future nonrefundable milestone payments of

up to $16.5 million related to products developed under the Elan Agreement, when and if certain regulatory and commercial milestones under

the Elan Agreement are met. We paid $0, $0 and $4.0 million for the three months ended March 31, 2010 and 2009 and for the cumulative

period from July 3, 2003 (date of inception) to March 31, 2010. Either party may terminate the Elan Agreement upon a material, uncured default
of the other party. We may terminate the agreement, with or without cause, at any time upon 90 days prior written notice. We also entered into a
services agreement with Elan Drug Delivery International in February 2005, amended subsequently, which describes the terms and conditions

for clinical and commercial supply of product intermediate for our UDB product candidate.
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NOTE 4. FAIR VALUE MEASUREMENTS

On January 1, 2008, we adopted ASC 820 Fair Value Measurements, as it relates to financial assets and financial liabilities. In February 2008,
the FASB delayed the effective date of ASC 820 Fair Value Measurements for all nonfinancial assets and nonfinancial liabilities, except those
that are recognized or disclosed at fair value in the financial statements on at least an annual basis, until January 1, 2009 for calendar year-end
entities. ASC 820 Fair Value Measurements defines fair value, establishes a framework for measuring fair value in GAAP and expands
disclosures about fair value measurements.
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MAP PHARMACEUTICALS, INC.
(a development stage enterprise)
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

(Unaudited)

ASC 820 Fair Value Measurements defines fair value as the price that would be received to sell an asset or paid to transfer a liability in an
orderly transaction between market participants at the measurement date. This standard is now the single source in GAAP for the definition of
fair value, except for the fair value of leased property as defined in ASC 840 Accounting for Leases, which establishes a fair value hierarchy that
distinguishes between (1) market participant assumptions developed based on market data obtained from independent sources (observable
inputs) and (2) an entity s own assumptions about market participant assumptions developed based on the best information available in the
circumstances (unobservable inputs). The fair value hierarchy consists of three broad levels, which gives the highest priority to unadjusted
quoted prices in active markets for identical assets or liabilities (Level 1) and the lowest priority to unobservable inputs (Level 3). The three
levels of the fair value hierarchy under ASC 820 Fair Value Measurements are described below:

Level 1: Quoted prices (unadjusted) in active markets that are accessible at the measurement date for assets or liabilities. The fair value
hierarchy gives the highest priority to Level 1 inputs.

Level 2: Directly or indirectly observable inputs as of the reporting date through correlation with market data, including quoted prices for
similar assets and liabilities in active markets and quoted prices in markets that are not active. Level 2 also includes assets and liabilities
that are valued using models or other pricing methodologies that do not require significant judgment since the input assumptions used in
the models, such as interest rates and volatility factors, are corroborated by readily observable data from actively quoted markets for
substantially the full term of the financial instrument.

Level 3: Unobservable inputs that are supported by little or no market activity and reflect the use of significant management judgment.
These values are generally determined using pricing models for which the assumptions utilize management s estimates of market
participant assumptions.
In determining fair value, we utilize valuation techniques that maximize the use of observable inputs and minimize the use of unobservable
inputs to the extent possible, as well as consider counterparty credit risk in our assessment of fair value.

The following was a summary of our cash, cash equivalents and restricted investment as of March 31, 2010 and December 31, 2009,
respectively (in thousands):

As of March 31, 2010

Unrealized Estimated

Amortized Gain Fair

Cost (Loss) Value
Cash $ 2,077 $ $ 2,077
Certificates of deposit 310 310
Money market funds 67,157 67,157
$ 69,544 $ $ 69,544

Reported as:
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Cash and cash equivalents
Restricted investment

Cash
Certificates of deposit
Money market funds

Reported as:
Cash and cash equivalents
Restricted investment
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Amortized
Cost

$ 4,620

310

61,156

$ 66,086

$ 69,234
310

$ 69,544

As of December 31,
2009
Unrealized Estimated
Gain Fair
(Loss) Value
$ $ 4,620
310
61,156

$ $ 66,086

$ 65,776
310

$ 66,086
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MAP PHARMACEUTICALS, INC.
(a development stage enterprise)
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

(Unaudited)

Our investment instruments are classified within Level 1 or Level 2 of the fair value hierarchy because they are valued using quoted market
prices, broker or dealer quotations, or alternative pricing sources with reasonable levels of price transparency. The types of instruments that are
generally classified within Level 1 of the fair value hierarchy include money market securities. The types of investments that are generally
classified within Level 2 of the fair value hierarchy include U.S. government and agency securities, corporate debt securities and certificates of
deposit.

As of March 31, 2010 and December 31, 2009, financial assets measured and recognized at fair value on a recurring basis and classified under
the appropriate level of the fair value hierarchy as described above were as follows, respectively (in thousands):

As of March 31, 2010 Level 1 Level 2 Level 3 Total

Certificates of Deposit $ $ 310 §$ $ 310
Money Market Funds 67,157 67,157
Total $67,157 $ 310 $ $ 67,467
As of December 31, 2009 Level 1 Level 2 Level 3 Total

Certificates of deposit $ $ 310 $ $ 310
Money market funds 61,156 61,156
Total $61,156 $ 310 $ $ 61,466

Our investments in money market funds are measured at fair value on a recurring basis. Our money market funds comply with Rule 2a-7 of the
Investment Company Act of 1940 and are required to be priced and have a fair value of $1.00 net asset value per share. These money market
funds are actively traded and reported daily through a variety of sources. Due to the structure and valuation required by the Investment Company
Act of 1940 regarding Rule 2a-7 funds, the fair value of the money market fund investments is classified as Level 1.

The fair value of the certificates of deposit is classified as Level 2 due to the nature of a contractual restriction in our lease agreement which
limits our ability to liquidate the investment.

The carrying amount for our debt reported in the condensed consolidated balance sheet as of March 31, 2010 was $12.9 million. Using a
discounted cash flow technique that incorporates a market interest rate, we have determined the fair value of our debt to be $12.6 million at
March 31, 2010.

NOTE 5. BALANCE SHEET COMPONENTS
Accrued liabilities

Accrued liabilities consist of the following (in thousands):
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Clinical trial related

Payroll and related expenses
Professional services

Other

Debt

March 31, 2010

$ 6,155
2,332

696

122

$ 9,305

December 31, 2009

$ 7,573
2,932

905

158

$ 11,568

In September 2006, we entered into a $3.0 million loan facility agreement for the purpose of financing equipment purchases, or the Equipment

Loan, and borrowed $1.0 million under this facility. The Equipment Loan bore interest at an annual interest rate of 9.5% and matured in

September 2009. The Equipment Loan was fully paid as of September 30, 2009.

10
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MAP PHARMACEUTICALS, INC.
(a development stage enterprise)
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

(Unaudited)

In May 2008, we entered into an additional loan agreement, or the 2008 Working Capital Loan, for $20.0 million, in order to repay an earlier
working capital loan and to support general corporate purposes. The 2008 Working Capital Loan bears interest at an annual rate of 9.95%, with
an effective rate of approximately 12% after factoring in a $1.0 million payment due at the termination of this agreement. The 2008 Working
Capital Loan had interest-only payments up to and including January 2009, matures in October 2011, and includes customary loan covenants. As
of March 31, 2010, we were in compliance with these loan covenants.

The Equipment Loan amounts were collateralized by our equipment purchased using such borrowed funds, and the 2008 Working Capital Loan
amounts are collateralized by all of our assets, excluding intellectual property.

Our debt consisted of the following (in thousands):

March 31, 2010 December 31, 2009
Principal amount $ 12,175 $ 13,929
Plus: premium, based on imputed interest rate of 12% 768 691
12,943 14,620
Less: current portion of debt 7,466 7,283
Long-term portion $ 5,477 $ 7,337

As of March 31, 2010, debt payments, which include interest and principal, are as follows (in thousands):

Year ending December 31, Amount
2010 (remaining nine months) $ 6,257
2011 7,952
Total debt payments $ 14,209

NOTE 6. COMMITMENTS AND CONTINGENCIES
Operating Leases

In June 2004, we entered into a lease agreement for laboratory and office facilities in Mountain View, California, or the Lease, and in

August 2006 we amended the Lease to include additional square footage within the same building. The Lease was to expire in June 2008. In
March 2008, we entered into another amendment to the Lease, or the March 2008 Amendment, to extend the term of the Lease until June 2012,
and to include additional square footage and options to lease additional square footage. In September 2008, we amended and restated the Lease,
providing for expanded square footage and certain renewal options. Under the Lease, we pay operating costs, including property taxes, insurance
and maintenance, in addition to monthly rent. Rent is subject to an annual increase for the duration of the Lease, which we recognize on a
straight-line basis. The annual lease payments for the space under the amended and restated Lease were effective on July 1, 2008.
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Rent expense was approximately $0.4 million, $0.3 million and $4.9 million for the three months ended March 31, 2010 and 2009, and for the
cumulative period from July 3, 2003, (date of inception) to March 31, 2010, respectively.

As of March 31, 2010, future minimum lease payments are as follows (in thousands):

Year ending December 31, Amount
2010 (remaining nine months) $ 986
2011 1,357
2012 700
Total minimum lease payments $ 3,043

In accordance with the terms of the Lease, we are obligated to maintain an irrevocable letter of credit from a bank as a security deposit. As
collateral for the letter of credit, we are required to maintain a bank deposit account of $0.3 million, which is shown as a restricted investment on
our condensed consolidated balance sheets at March 31, 2010 and December 31, 2009, respectively.

Contingencies

We are subject to claims and assessments from time to time in the ordinary course of business. We do not believe that any such matters,
individually or in the aggregate, will have a material adverse effect on our financial condition or results of operation.

11
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MAP PHARMACEUTICALS, INC.
(a development stage enterprise)
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

(Unaudited)

Indemnification

In the normal course of business, we enter into contracts and agreements that contain a variety of representations and warranties and provide for
indemnification. Our exposure under these agreements is unknown because it involves claims that may be made against us in the future, but have
not yet been made. To date, we have not paid any claims or been required to defend any action related to our indemnification obligations.
However, we may record charges in the future as a result of these indemnification obligations.

In accordance with our certificate of incorporation and bylaws, we have indemnification obligations to our officers and directors for certain
events or occurrences, subject to certain limits, while they are serving at our request in their respective capacities. There have been no claims to
date and we have a director and officer insurance policy that enables us to recover a portion of any amounts paid for future potential claims.

NOTE 7. STOCKHOLDERS EQUITY
Warrants

In March 2010, warrants representing 24,668 shares were exercised, resulting in a net issuance of 12,295 shares. As of March 31, 2010, we had
outstanding warrants remaining to purchase an aggregate of 26,903 shares of common stock, exercisable at a price of $7.43 per share. The
remaining warrants were issued in connection with an earlier working capital loan agreement and expire in September 2013.

Stock Option Activities

For the three months ended March 31, 2010, stock option activity under our 2007 Equity Award Plan, or the 2007 Plan, was as follows:

Weighted
Number Average
of Exercise

Shares Price
Balances, at December 31, 2009 3,628,845 $  7.30
Options granted 689,281 $ 16.18
Options exercised (175,812) $ 454
Options cancelled (61,807) $ 10.00
Balances, at March 31, 2010 4,080,807 $ 8.88

As of March 31, 2010, we had 2,102,747 shares of common stock available for grant under the 2007 Plan.
Stock-Based Compensation for Employees

The stock-based compensation expense recognized in the condensed consolidated statements of operations, including stock options granted,
shares purchased under the ESPP, and performance-based restricted stock units, was as follows (in thousands):
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Three Months Ended March 31,
2010 2009
$ 606 $ 476

Research and development
880 775

Sales, general and administrative

Total stock-based compensation expense $ 1,486 $ 1,251

We used the following assumptions to estimate the fair value of options granted under our stock option plan for the three months ended

March 31, 2010 and 20009, respectively:

Three Months Ended March 31,

2010 2009
Risk-free interest rate 2.2% 1.6%-1.8%
Expected volatility 63% 62%
4.7 5.0

Expected term (in years)
Expected dividend yield

12
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NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

(Unaudited)

We used the following assumptions to estimate the fair value of shares purchased under our ESPP for the three months ended March 31, 2010
and 2009, respectively:

Three Months Ended March 31,

2010 2009
Risk-free interest rate 0.1% 0.3%
Expected volatility 76% 99.4%
Expected term (in years) 0.5 0.5

Expected dividend yield
Risk-Free Interest Rate: The risk-free interest rate assumption was based on U.S. Treasury instruments with a term that is consistent with the
expected term of our stock options or shares from the ESPP.

Expected Volatility: The expected stock price volatility for our common stock was determined by examining the historical volatilities for
industry peers and using an average of the historical volatilities of our industry peers as we did not have sufficient trading history for our
common stock. Industry peers consist of several public companies in the biopharmaceutical industry similar to us in size, stage of life-cycle and
financial leverage.

Expected Term: The expected term for shares from the ESPP is determined based on the length of offering periods for the ESPP. The expected
term of stock options represents the weighted average period the stock options are expected to remain outstanding. It was calculated based on the
historical experience that we have had with stock option grants as well as the expected term of industry peers, as we did not have sufficient
historical information to develop reasonable expectations about future exercise patterns and post-vesting employment termination behavior for
the full term of our stock options. We will continue to analyze the historical stock price volatility and expected term assumptions, as more
historical data for our common stock becomes available.

Expected Dividend Yield: The expected dividend yield of 0% is based on our history and expectation of dividend payouts. We do not anticipate
paying any dividends in the near future. We have not paid any dividends, other than a cumulative dividend on our preferred stock paid in
connection with our initial public offering, or [PO, in 2007, pursuant to the terms of our certificate of incorporation.

Forfeitures: Stock-based compensation expense is determined based on when awards are ultimately expected to vest, and it has been reduced for
estimated forfeitures. ASC 718 requires forfeitures to be estimated at the time of grant and revised, if necessary, in subsequent periods if actual
forfeitures differ from those estimates. Forfeitures were estimated based on our historical experience.

As of March 31, 2010, there were unrecognized compensation costs of approximately $8.4 million related to non-vested stock option awards
granted after January 1, 2006 that will be recognized on a straight-line basis over the weighted average remaining period of 2.7 years.

Performance-Based Restricted Stock Units: On February 2, 2010, the Compensation Committee of the Board of Directors approved awards of
98,000 performance-based restricted stock units from the 2007 Plan for certain of our employees. These awards will convert into shares of our
common stock upon vesting at the end of the performance periods, if specific performance goals set by the Compensation Committee are
achieved. No performance shares will vest if the performance goals are not met. Each vested performance share will convert into one share of
our common stock on the vesting date. The fair value of the performance-based restricted stock units was determined using the stock price of our
common stock on the date of the grant which was $16.19. A probability assessment that performance goals will be achieved is made quarterly.
The compensation expense is recognized over the vesting period, and is adjusted periodically for any changes to our probability assessment of
the number of performance shares expected to vest as a result of our achievement of the performance goals. For the three months ended

March 31, 2010, we recorded compensation expense of $114,000. As of March 31, 2010, there were unrecognized compensation costs of
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approximately $1.2 million, net of estimated forfeitures, related to performance-based restricted stock units.
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(Unaudited)

Stock-Based Compensation for Non-Employees

Stock-based compensation expense related to stock options granted to non-employees is recognized as the stock options are earned.
Management believes that the fair value of the stock options is more reliably measurable than the fair value of the service received. The fair
value of stock options granted to non-employees is calculated at each grant date and remeasured at each reporting date. The stock-based
compensation expense will fluctuate as the price of our common stock fluctuates. We recorded stock-based compensation expense for
non-employees of $0, $18,000 and $0.9 million for the three months ended March 31, 2010 and 2009, and for the cumulative period from July 3,
2003 (date of inception) through March 31, 2010, respectively.

Equity Line of Credit

On November 11, 2009, we entered into a Common Stock Purchase Agreement, or the Purchase Agreement, with Azimuth Opportunity Ltd., or
Azimuth, which provides us with what is sometimes termed an equity line of credit arrangement. Upon the terms and subject to the conditions
set forth in the Purchase Agreement, Azimuth committed to purchase up to $60 million worth of shares of our common stock over the 24-month
term of the Purchase Agreement; provided, however, in no event may we sell under the Purchase Agreement more than such number of shares of
common stock which is equal to one share less than 20% of our outstanding shares of common stock on the effective date of the Purchase
Agreement. From time to time over the term of the Purchase Agreement, and at our sole discretion, we may present Azimuth with draw down
notices requiring Azimuth to purchase a specified dollar amount of shares of our common stock, based on the price per share over ten
consecutive trading days or such other period mutually agreed upon by Azimuth and us, with each draw down subject to limitations based on the
price of our common stock and a maximum limit of 2.5% of our market capitalization at the time of such draw down, or such other limit as
mutually agreed upon by Azimuth and us.

On January 11, 2010, we presented Azimuth with a draw down notice, which was subsequently amended. On January 28, 2010, we sold an
aggregate of 1,527,695 shares of our common stock to Azimuth under the Purchase Agreement at a price of approximately $13.70 per share, less
a discount of approximately 4.5% per share, for a net price of approximately $13.09 per share. The total purchase price for these shares was
$20.0 million. We received net proceeds from the sale of these shares of approximately $19.7 million after deducting estimated offering
expenses of approximately $335,000, including the placement agent fee of $200,000 paid in connection with this offering. The offering price of
these shares was established with reference to the volume weighted average prices of our common stock on The NASDAQ Global Market for
the period beginning January 12, 2010 and ending January 26, 2010, net of a weighted average discount of approximately 4.5% per share.

14
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ITEM2. MANAGEMENT S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS
This quarterly report on Form 10-Q contains forward-looking statements within the meaning of Section 27A of the Securities Act of 1933, as
amended, and Section 21FE of the Securities Exchange Act of 1934, as amended, or the Exchange Act, which are subject to the safe harbor
created by those sections. Forward-looking statements are based on our management s beliefs and assumptions and on information currently
available to them. In some cases you can identify forward-looking statements by words such as may,  will,  should, could, would,

expects, plans, anticipates, believes, estimates, projects, predicts, potential and similar expressions intended to identify
forward-looking statements. Examples of these statements include, but are not limited to, statements regarding: the implications of interim or
final results of our clinical trials, the progress of our research programs, including clinical testing, the extent to which our issued and pending
patents may protect our products and technology, our ability to identify new product candidates, the potential of such product candidates to lead
to the development of commercial products, our anticipated timing for initiation or completion of our clinical trials for any of our product
candidates, our future operating expenses, our future losses, our future expenditures for research and development, and the sufficiency of our
cash resources. Our actual results could differ materially from those anticipated in these forward-looking statements for many reasons,
including the risks faced by us and described in Part II, Item 1A of this quarterly report on Form 10-Q and our other filings with the SEC. You
should not place undue reliance on these forward-looking statements, which apply only as of the date of this quarterly report on Form 10-Q.
You should read this quarterly report on Form 10-Q completely and with the understanding that our actual future results may be materially
different from those we expect. Except as required by law, we assume no obligation to update these forward-looking statements, whether as a
result of new information, future events or otherwise.

The following discussion and analysis should be read in conjunction with the unaudited financial statements and notes thereto included in Part
I, Item 1 of this quarterly report on Form 10-Q and with the audited consolidated financial statements and related notes thereto included as part
of our Annual Report on Form 10-K for the year ended December 31, 2009.

Overview

Our goal is to use our proprietary inhalation technologies to enhance the therapeutic benefits and commercial attractiveness of proven drugs
while minimizing risk by capitalizing on their known safety, efficacy and commercialization history. We have proprietary product candidates in
development that address large market opportunities. Our current focus is to advance our Phase 3 product candidate, LEVADEX orally inhaled
migraine therapy, formerly known as MAP0004, a proprietary orally inhaled version of dihydroergotamine mesylate, or DHE, for the potential
treatment of migraine.

LEVADEX

Migraine is a chronic and debilitating neurological disorder characterized by episodic attacks. Migraine attacks typically manifest themselves as
moderate to severe headache pain, with associated symptoms that often include nausea and vomiting, photophobia, phonophobia, and visual
disturbances or aura. They usually involve pounding or throbbing pain on one side of the head, although pain may occur on both sides.
Migraines limit the normal functioning of patients, who often seek dark, quiet surroundings until the episode has passed. Most migraines last
between four and 24 hours, but some last as long as three days. According to published studies, the median frequency of attack is 1.5 times per
month, although approximately 25% of migraine sufferers experience one or more attacks every week.

Migraine is a major public health problem that affects up to approximately 12% of the population in the United States and approximately 15% in
Europe. According to the National Headache Foundation, approximately 30 million people in the United States suffer from migraine. In 2008,
according to market data, approximately 29 million prescriptions were written for the treatment of migraine in the United States. Approximately
12 million of those prescriptions were written for acute migraine specific drugs. The majority of acute migraine specific drug prescriptions
written were in the triptan class. In 2009, the triptan market in the United States totaled approximately $2.1 billion in revenues.

We have designed LEVADEX to provide faster onset and longer-lasting migraine relief than triptans, the class of drugs most often prescribed
for treating migraine. LEVADEX is an easy to use, at-home therapy in development that patients self-administer using our proprietary hand-held
Tempo® inhaler. DHE currently is available as an intravenous, or IV, therapy which has been used in clinical settings for over 50 years for the
safe and effective treatment of migraine, particularly forms of migraine that are severe or do not respond to triptans or other therapies. DHE also
is available in an intranasal formulation. We believe LEVADEX has the potential to be suitable as a first-line therapy for some migraine
patients.

In May 2009, we announced results of the efficacy portion of our first Phase 3 clinical trial of LEVADEX, or FREEDOM-301. The clinical trial
met its four primary endpoints, pain relief and being nausea, phonophobia and photophobia free as reported two hours after dosing. Additional
endpoints showed that LEVADEX provided rapid and sustained pain relief for up to 48 hours after dosing.
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Patients taking LEVADEX therapy had statistically significant improvement at two hours compared to patients on placebo for each of the
primary endpoints:

Pain relief: 58.7 percent of patients who received LEVADEX compared with 34.5 percent for placebo (p<0.0001);

Phonophobia free: 52.9 percent of patients who received LEVADEX compared with 33.8 percent for placebo (p<0.0001);

Photophobia free: 46.6 percent of patients who received LEVADEX compared with 27.2 percent for placebo (p<0.0001); and

Nausea free: 67.1 percent of patients who received LEVADEX compared with 58.7 percent for placebo (p=0.02).
A total of 792 patients were included in the primary data analysis as specified in the protocol of the FREEDOM-301 study. The patient
population studied had more severe migraine pain than anticipated, with 46 percent reporting severe pain and 54 percent reporting moderate pain
prior to administration of the study drug.

Results from additional pre-defined analyses include:

LEVADEX therapy achieved statistically significant onset of pain relief at 30 minutes after dosing (p=0.03);

While not statistically significant, 50% more of the patients receiving LEVADEX therapy than the patients receiving placebo reported pain
relief at 10 minutes;

LEVADEX therapy achieved statistically significant sustained pain relief from two to 24 hours (p<0.0001), as well as two to 48 hours
(p<0.0001, when unadjusted for multiplicity);

LEVADEX therapy achieved statistically significant pain freedom (pain symptom score = 0) as early as 30 minutes (p=0.002, when
unadjusted for multiplicity); and

LEVADEX therapy achieved sustained pain freedom from two to 24 hours, as well as two to 48 hours (p<0.0001 for both time points,

when unadjusted for multiplicity).
LEVADEX was well tolerated, with the most common adverse event reported being medication aftertaste at six percent, with two percent of
patients receiving placebo also reporting medication aftertaste. The next most common adverse event was nausea at five percent, compared with
two percent for placebo. Symptoms or sensitivities typically associated with commonly used triptan migraine treatments, such as chest
discomfort (one percent) or chest pain (zero percent), were rare and comparable to placebo. There were no mean decreases in lung function, as
measured by spirometry, between the active and placebo groups. There were no drug-related serious adverse events reported in the trial. These
data were presented in September 2009 in a late-breaking session of the 14" Congress of the International Headache Society.

In September 2009, we announced that post-hoc analysis of data from this Phase 3 trial shows the potential of LEVADEX to be effective in
treating acute migraine as well as a broad spectrum of migraine, including migraine subpopulations that are often resistant to current therapies
such as triptans, migraine with moderate and severe pain, migraine with nausea and vomiting and migraine with and without aura.

In October 2009, we announced that we had completed a planned interim safety review of the open-label, long-term safety extension of the
FREEDOM 301 clinical trial. At the time of the interim review, more than 400 patients had completed at least six months of treatment and over
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7,800 headaches had been treated in the safety extension. No drug-related serious adverse events had been reported.
In January 2010, we announced that the U.S. Food and Drug Administration, or the FDA, had informed us that a second pivotal efficacy study
would not be required for the LEVADEX new drug application, or NDA, submission. We had previously anticipated initiating a second pivotal

efficacy study in the first quarter of 2010.

We are currently conducting an ongoing 12 month open-label safety extension of the FREEDOM-301 trial, a pharmacokinetics, or PK, trial and
a pharmacodynamics, or PD, trial. We anticipate that patients and subjects in these trials will complete treatment in 2010.

We hold worldwide commercialization rights for LEVADEX and our goal is to market LEVADEX in the United States through our own
focused sales force targeting neurologists and headache specialists. We may establish partnerships with pharmaceutical companies to market and
sell to primary care physicians and specialists inside and outside of the United States.
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Nebulized Budesonide

Unit Dose Budesonide, or UDB, is our proprietary nebulized version of budesonide intended to treat asthma in children from 12 months to eight
years of age. UDB is designed to be administered more quickly and to provide efficacy at lower doses than conventional nebulized budesonide.
Conventional nebulized budesonide is an inhaled corticosteroid approved by the FDA for treating asthma in children from 12 months up to eight
years of age. Our UDB product candidate has been designed to achieve a particle size smaller than previously possible with budesonide. We
believe this smaller particle size may allow for faster delivery and efficacy at a lower dose, which together may offer improved safety,
compliance and convenience.

In December 2008 we entered into a worldwide collaboration with AstraZeneca AB to develop and commercialize UDB, or the AstraZeneca
Agreement, which became effective on February 2, 2009. In February 2009, we announced top-line results from our first Phase 3 trial of UDB,
indicating that the trial did not meet its co-primary endpoints when compared to placebo. On July 8, 2009, we received a notice of termination of
the AstraZeneca Agreement. Subsequently, we suspended development of UDB. We are considering options for our pediatric asthma program
moving forward, by leveraging our experience with budesonide and our expertise in particle technology, including the development of a next
generation therapy with budesonide.

Other Pipeline Products

Our product portfolio also includes the two earlier stage product candidates listed below, both of which highlight the broad applicability of our
technologies to a diverse range of potential future products. While we do not plan to make further significant direct investment in these two
product candidates, we plan to evaluate other potential product candidates which may utilize these technologies, as well as potential partnership
opportunities for further development and commercialization of these two product candidates.

Combination Particle Technology: We can apply our proprietary particle formulation technologies to deliver the optimal ratio of multiple drugs
in a reproducible and consistent manner. We combine two or more drugs together into a single micron sized particle at consistent and
reproducible ratios, which may improve the delivery profile and stability of the resultant combination therapy. We believe our proprietary
technologies in this area have potential broad applicability for a number of small molecule combination product candidates in diverse indications
via inhalation and other routes of delivery.

MAPO0005: We demonstrated this combination particle capability with MAPOOOS, our proprietary single particle combination of an
inhaled corticosteroid and a long-acting beta-agonist, or LABA, for the potential treatment of asthma and chronic obstructive
pulmonary disease, or COPD, using our proprietary Tempo inhaler. In April 2008, we announced positive results from a Phase 2a
clinical trial evaluating MAP0OOOS in adult asthmatics.
Stable Protein & Peptide Technology: We have also demonstrated our ability to apply our proprietary technologies to formulate and stabilize
biologically active proteins and peptides. We design and incorporate our protein formulations to avoid the need for excipients or other additives,
to be stored for months at room temperature and to deliver multiple doses of medicine accurately without needle injections.

MAPO0001: We demonstrated this stable protein and peptide capability with MAPOOO1, our proprietary formulation of insulin for the
potential treatment of Type 1 and Type 2 diabetes via pulmonary delivery using our proprietary Tempo inhaler. This approach may
overcome many of the issues currently associated with the invasive delivery of proteins by injection or infusion in general, and with
inhalable insulin therapies in particular.
We have not filed an investigational new drug application, or IND, with the FDA for MAP0005 or MAP00O1 because our clinical trials were not
conducted in the United States.

A core part of our strategy is to reduce the risk of drug development by focusing on the development of proven drugs with established safety and
efficacy profiles. The compounds underlying our product candidates are well characterized and have been previously approved by the FDA for
other sponsors and in other dosage forms and formulations. As a result, we may seek FDA marketing approval of our product candidates under
Section 505(b)(2) of the Federal Food, Drug and Cosmetic Act, or FFDCA, which, if available to us, would allow any new drug application, or
NDA, we file with the FDA to rely in part on data in the public domain or the FDA s prior conclusions regarding the safety and efficacy of
approved compounds. This may expedite the development program for our product candidates by potentially decreasing the overall scope of
work we must do ourselves.
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We are a development stage company and have not generated any product revenues. Since our inception, we have incurred losses and have an
accumulated deficit of $198.9 million as of March 31, 2010. We have financed our operations through equity financing, debt financing, the
issuance of convertible notes and collaboration payments. We expect to continue to incur net losses for at least the next several years as we
continue to develop our current product candidates, develop, acquire or in-license additional products or product candidates, expand clinical
trials for our product candidates in development, expand our research and development activities, seek regulatory approvals and engage in
commercialization preparation activities in anticipation of potential FDA approval of our product candidates. We will need to raise additional
capital and expand our commercial organization to launch any products. Significant capital is required to launch a product, and many expenses
are incurred before revenues are received. We are unable to predict the extent of any future losses or when we will become profitable, if at all.

Critical Accounting Policies and Significant Judgments and Estimates

There have been no significant changes in critical accounting policies during the three months ended March 31, 2010, as compared to the critical
accounting policies described in ftem 7 Management s Discussion and Analysis of Financial Condition and Results of Operations Critical
Accounting Policies and Significant Judgments and Estimates 1in our Annual Report on Form 10-K for the fiscal year ended December 31,
2009.

Financial Overview
Collaboration Revenue

We recognize revenues from collaborative research and development activities. Collaboration revenue, which is earned under agreements with
third parties for research and development activities, may include nonrefundable upfront payments, cost reimbursements and milestone
payments.

Research and Development Expenses

Research and development costs include, but are not limited to, (i) expenses incurred under agreements with contract research organizations and
investigative sites, which conduct our clinical trials and a substantial portion of our pre-clinical studies; (ii) milestone payments paid to our
collaborative partners who work on our processing and supply of clinical trial material; (iii) the cost of manufacturing and supplying clinical trial
materials; (iv) payments to contract service organizations, as well as consultants; (v) employee-related expenses, which include salaries and
benefits; (vi) facilities, depreciation and other allocated expenses, which include direct and allocated expenses for rent and maintenance of
facilities and equipment, depreciation of leasehold improvements and equipment and laboratory and other supplies; and (vii) stock-based
compensation expense. All research and development expenses are expensed as incurred.

Conducting a significant amount of research and development is central to our business model. Through March 31, 2010, we had incurred
approximately $189.5 million in research and development expenses since our inception in 2003. Product candidates in later-stage clinical
development generally have higher development costs than those in earlier stages of development, primarily due to the significantly increased
size and duration of later-stage clinical trials. We plan to incur substantial research and development expenses for the foreseeable future in order
to complete development of our most advanced product candidate, LEVADEX, and to conduct earlier-stage research and development projects.
Pursuant to the AstraZeneca Agreement, AstraZeneca reimbursed our development costs related to the UDB program beginning on the effective
date of February 2, 2009. The agreement was terminated on July 8, 2009, and we suspended development of UDB in the third quarter of 2009.

The following table summarizes the percentages of our research and development expenses related to our two most advanced product candidates
and other earlier stage projects for the three months ended March 31, 2010 and 2009, respectively. The percentages summarized in the following
table reflect costs directly attributable to each development candidate, which are tracked on a project basis. A portion of our internal costs,
including indirect costs relating to our product candidates, is not tracked on a project basis and has been allocated based on management
estimates.

Period from July 3, 2003 ( Date of
Inception) through March

Three Months Ended March 31, 31, 2010
2010 2009
Our product candidates:
LEVADEX 90% 49% 53%
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The process of conducting pre-clinical studies and clinical trials necessary to obtain FDA approval is costly and time consuming. The probability
of success for each product candidate and clinical trial may be affected by a variety of factors, including, among other things, the quality of the
product candidate s early clinical data, investment in the program, competition, manufacturing capabilities and commercial viability. As a result
of the uncertainties discussed above, uncertainty associated with clinical trial enrollment and risks inherent in the development process, we are
unable to determine the duration and completion costs of current or future clinical stages of our product candidates or when, or to what extent,
we will generate revenues from the commercialization and sale of any of our product candidates. Development timelines, probability of success
and development costs vary widely. We are currently focused on developing our most advanced product candidate, LEVADEX. However, we
will need substantial additional capital in the future in order to complete the development and potential commercialization of LEVADEX and
other product candidates.

Sales, General and Administrative Expenses

Sales, general and administrative expenses consist primarily of compensation for executive, finance, marketing, legal and administrative
personnel, including stock-based compensation. Other sales, general and administrative expenses include facility costs not otherwise included in
research and development expenses, legal and accounting services, other professional services, the cost of market research activities and
consulting fees. Through March 31, 2010, we had incurred approximately $51.1 million in sales, general and administrative expenses since our
inception in 2003.

Results of Operations
Collaboration Revenue

Collaboration revenue includes amortization of the nonrefundable upfront payment and reimbursement of qualified development expenses from
AstraZeneca. Collaboration revenue for the quarter ended March 31, 2010, as compared to the same period in 2009, is as follows (in thousands):

Three Months Ended March 31,
2010 2009
Collaboration revenue $ $ 7,484
Revenue for the first quarter ended March 31, 2010 was $0 compared to $7.5 million for the same period in 2009. The revenue recognized in the
first quarter of 2009 related to the amortization of a $40.0 million upfront payment received in February 2009 and to reimbursements for
UDB-related development expenses, pursuant to the AstraZeneca Agreement. The AstraZeneca Agreement was terminated in July 2009, and we
suspended development of UDB in the third quarter of 2009.

Research and Development Expenses

Research and development expenses and percentage changes as compared to the prior year are as follows (dollar amounts are presented in
thousands):

Three Months Ended March 31, Increase/ % Increase/
2010 2009 (Decrease) (Decrease)
Research and development expenses $ 9,786 $ 14,075 $ (4,289) B1)%

The decrease in research and development expenses for the three months ended March 31, 2010 was driven primarily by a decrease of $4.9
million in clinical and other related expenses to support the UDB Phase 3 clinical program as a result of suspending the development of our
UDB product candidate in the third quarter of 2009, partially offset by an increase of $0.3 million in other general research and development
expenses.

Sales, General and Administrative Expenses

Sales, general and administrative expenses and percentage changes as compared to the prior year are as follows (dollar amounts are presented in
thousands):
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Three Months Ended March 31, Increase/ % Increase/
2010 2009 (Decrease) (Decrease)
Sales, general and administrative expenses $ 3,881 $ 2,808 $ 1,073 38%

The increase in sales, general and administrative expenses was related primarily to an increase of $0.5 million in personnel related expenses,
including stock-based compensation, and an increase of $0.4 million in professional services and LEVADEX related marketing activities.
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Interest income and percentage changes as compared to the prior year are as follows (dollar amounts are presented in thousands):

Three Months Ended March 31, Increase/ % Increase/
2010 2009 (Decrease) (Decrease)
Interest income $ 4 $ 85 $ (@8 (95)%

The decrease in interest income was due primarily to a decrease in market interest rates. We expect our interest income to fluctuate in the future
due to changes in average investment balances and market interest rates.

Interest Expense

Interest expense and percentage changes as compared to the prior year are as follows (dollar amounts are presented in thousands):

Three Months Ended March 31, Increase/ % Increase/
2010 2009 (Decrease) (Decrease)
Interest expense $ 393 $ 602 $ (209) (35)%

The decrease in interest expense was due primarily to lower debt balances related to the 2008 Working Capital Loan. We expect our interest
expense to fluctuate in the future with average debt balances.

Other Expense, Net

Other expense, net, and percentage changes as compared to the prior year are as follows (dollar amounts are presented in thousands):

Three Months Ended March 31, Increase/ % Increase/
2010 2009 (Decrease) (Decrease)
Other expense, net $ 2 $ 4 $ 2 *

* not meaningful
For the three months ended March 31, 2010 compared to the same period in 2009, other expense, net was relatively unchanged.

Liquidity and Capital Resources
Liquidity

We have incurred losses since our inception in July 2003 and as of March 31, 2010 we had an accumulated deficit of $198.9 million. We will
continue to incur losses until we generate sufficient revenue to offset our expenses, and we anticipate that we will continue to incur net losses for
at least the next several years. We expect to incur increased research and development and sales, general and administrative expenses related to
our development and potential commercialization of LEVADEX and, as a result, we will need to generate significant net product sales, royalty
and other revenues to achieve profitability.

We have financed our operations through equity financing, debt financing, the issuance of convertible notes and collaboration payments, as
follows:
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Prior to our IPO in October 2007, we received net proceeds of $106.7 million from the issuance of convertible notes and convertible
preferred stock;

With the completion of our IPO, we received net proceeds of $62.1 million after deducting expenses and underwriters ~discounts and
commissions;
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In August 2009, we completed a follow-on public offering in which we sold and issued 3,500,000 shares of our common stock at a price of
$9.70 per share. We raised a total of $34.0 million in gross proceeds or approximately $31.6 million in net proceeds after deducting
expenses and underwriters discounts and commissions;

In connection with our equity line of credit with Azimuth, in January 2010, we accessed our equity line of credit and sold
1,527,695 shares of common stock at a price of approximately $13.70 per share, less a discount of approximately 4.5% per
share, for a net price of approximately $13.09 per share. The total purchase price for these shares was $20.0 million or
approximately $19.7 million after deducting estimated offering expenses;

In 2006, we entered into a loan facility agreement and borrowed $10.0 million to finance working capital and a $1.0 million loan facility to
finance equipment purchases;

In May 2008, we entered into an agreement to borrow $20.0 million, or the 2008 Working Capital Loan, in order to repay the earlier
working capital loan and to support general corporate purposes; and

In 2009, we received $54.2 million in an upfront payment and reimbursement of qualified development expenses pursuant to our now
terminated collaboration agreement with AstraZeneca.
As of March 31, 2010, we had approximately $69.2 million in cash and cash equivalents. Our cash and cash equivalents are held primarily in
money market funds. Cash in excess of immediate requirements is invested in accordance with our investment policy with a view toward capital
preservation and liquidity.

Cash Flows

The following table shows a summary of our cash flows for the periods indicated (in thousands):

Three Months Ended March 31,

2010 2009
Cash provided by (used in):
Operating activities $ (14,247 $ 24,245
Investing activities (1,004) 12,638
Financing activities 18,709 (1,105)

Net cash provided by (used in) operating activities. We used $14.2 million of cash for operating activities for the three months ended March 31,
2010, compared to receiving cash of $24.2 million for the corresponding period in 2009. The usage of cash of $14.2 million for the three months
ended March 31, 2010 was due primarily to a net loss of $14.1 million and a decrease in accrued liabilities of $2.3 million as a result of paying
down expenses related to the LEVADEX Phase 3 clinical program, and UDB program, which was suspended in the third quarter of 2009,
partially offset by stock-based compensation of $1.5 million. The cash provided by operating activities for the three months ended March 31,
2009 was due primarily to a $40.0 million nonrefundable upfront payment we received from AstraZeneca, partially offset by a net loss of $9.9
million for the three months ended March 31, 2009 and by an increase in accounts receivable of $4.7 million from AstraZeneca. The
AstraZeneca Agreement was terminated in July 2009.

Net cash provided by (used in) investing activities. We used $1.0 million of cash for investing activities for the three months ended March 31,
2010, compared to receiving cash of $12.6 million for the corresponding period in 2009. The usage of cash of $1.0 million for the three months
ended March 31, 2010 was due primarily to purchase of property and equipment. The cash provided by investing activities for the three months
ended March 31, 2009 was due primarily to sales and maturities of our short-term investments of $12.7 million. There were no purchases of
investments for the three months ended March 31, 2009.

Net cash provided by (used in) financing activities. We received $18.7 million of cash from financing activities for the three months ended
March 31, 2010, compared to the usage of cash of $1.1 million for the corresponding period in 2009. The cash provided by financing activities
was due primarily to the net proceeds of approximately $19.7 million from the issuance of our common stock from the drawdown of the equity
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line of credit and proceeds from sales of shares through equity plans of $0.8 million, partially offset by the repayment of debt of $1.8 million.
The usage of cash of $1.1 million for the three months ended March 31, 2009 was due primarily to the repayments of $1.2 million of outstanding
debt in the three months ended March 31, 2009.
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Equity Line of Credit

On November 11, 2009, we entered into a Common Stock Purchase Agreement, or the Purchase Agreement, with Azimuth, which provides us
with what is sometimes termed an equity line of credit arrangement. Upon the terms and subject to the conditions set forth in the Purchase
Agreement, Azimuth committed to purchase up to $60 million worth of shares of our common stock over the 24-month term of the Purchase
Agreement; provided, however, in no event may we sell under the Purchase Agreement more than such number of shares of common stock
which is equal to one share less than 20% of our outstanding shares of common stock on the effective date of the Purchase Agreement. From
time to time over the term of the Purchase Agreement, and at our sole discretion, we may present Azimuth with draw down notices requiring
Azimuth to purchase a specified dollar amount of shares of our common stock, based on the price per share over ten consecutive trading days or
such other period mutually agreed upon by Azimuth and us, with each draw down subject to limitations based on the price of our common stock
and a maximum limit of 2.5% of our market capitalization at the time of such draw down, or such other limit as mutually agreed upon by
Azimuth and us.

On January 11, 2010, we presented Azimuth with a draw down notice, which was subsequently amended. On January 28, 2010, we sold an
aggregate of 1,527,695 shares of our common stock to Azimuth under the Purchase Agreement at a price of approximately $13.70 per share, less
a discount of approximately 4.5% per share, for a net price of approximately $13.09 per share. The total purchase price for these shares was
$20.0 million. We received net proceeds from the sale of these shares of approximately $19.7 million after deducting estimated offering
expenses of approximately $335,000, including the placement agent fee of $200,000 paid in connection with this offering. The offering price of
these shares was established with reference to the volume weighted average prices of our common stock on The NASDAQ Global Market for
the period beginning January 12, 2010 and ending January 26, 2010, net of a weighted average discount of approximately 4.5% per share.

Agreement with Nektar

Under our June 2004 agreement, as amended, with Nektar Therapeutics UK Limited, or the Nektar Agreement, we were granted a worldwide,
exclusive license, with a right to sublicense, under Nektar patents and know-how, to develop and commercialize any formulation of a form of
dihydroergotamine for administration by inhalation using a device. We also agreed to pay royalties at specified rates based on net sales. As of
March 31, 2010, we are required to make future nonrefundable milestone payments of up to $5.0 million related to products currently being
developed under the Nektar Agreement, when and if certain regulatory and commercial milestones are met. We paid $0, $0 and $2.6 million
related to milestones for the three months ended March 31, 2010 and 2009 and for the cumulative period from July 3, 2003 (date of inception) to
March 31, 2010. Either party may terminate the Nektar Agreement upon a material, uncured default of the other party. We may terminate the
Nektar Agreement, with or without cause, at any time upon six months prior written notice.

Agreement with Elan

Under the April 2004 agreement, as amended, with Elan Pharma International Limited, or the Elan Agreement, Elan granted to us a worldwide,
exclusive, sub-licensable license under certain of Elan s intellectual property rights related to our UDB product candidate. We also agreed to pay
royalties at specified rates based on net sales. As of March 31, 2010, we may be required to make future nonrefundable milestone payments of

up to $16.5 million related to products developed under the Elan Agreement, when and if certain regulatory and commercial milestones under

the Elan Agreement are met. We paid $0, $0 and $4.0 million for the three months ended March 31, 2010 and 2009 and for the cumulative

period from July 3, 2003 (date of inception) to March 31, 2010. Either party may terminate the Elan Agreement upon a material, uncured default
of the other party. We may terminate the agreement, with or without cause, at any time upon 90 days prior written notice. We also entered into a
services agreement with Elan Drug Delivery International in February 2005, amended subsequently, which describes the terms and conditions

for clinical and commercial supply of product intermediate for our UDB product candidate.

Operating Capital and Capital Expenditure Requirements

Our future capital requirements will depend on many forward looking factors and are not limited to the following:

the initiation, progress, timing and completion of clinical trials for our product candidates and potential product candidates;

the outcome, timing and cost of regulatory approvals and the regulatory approval process;
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delays that may be caused by changing regulatory requirements;

the number of product candidates that we pursue;

the costs involved in filing and prosecuting patent applications and enforcing and defending patent claims;

the timing and terms of future in-licensing and out-licensing transactions;

the cost and timing of establishing sales, marketing, manufacturing and distribution capabilities;

the cost of procuring clinical and commercial supplies of our product candidates;
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the extent to which we acquire or invest in businesses, products or technologies; and

the possible costs of litigation.
We believe that our existing cash, cash equivalents and short-term investments, will be sufficient to fund our projected operating requirements
for at least 12 months. We will need substantial additional capital in the future in order to complete the development and commercialization of
LEVADEX and to fund the development and commercialization of any future product candidates. Until we can generate a sufficient amount of
product revenue, if ever, we expect to finance future cash needs through public or private equity offerings, debt financings or corporate
collaboration and licensing arrangements. Such funding, if needed, may not be available on favorable terms, if at all. In the event we are unable
to obtain additional capital, we may delay or reduce the scope of our current research and development programs and other expenses.

If adequate funds are not available, we may be required to delay, reduce the scope of or eliminate one or more of our research or development
programs or our commercialization efforts. To the extent that we raise additional funds by issuing equity securities, our stockholders may
experience additional significant dilution, and debt financing, if available, may involve restrictive covenants. To the extent that we raise
additional funds through collaboration and licensing arrangements, it may be necessary to relinquish some rights to our technologies or our
product candidates or grant licenses on terms that may not be favorable to us. We may seek to access the public or private capital markets
whenever conditions are favorable, even if we do not have an immediate need for additional capital at that time.

Recent Accounting Pronouncements

In September 2009, the FASB ratified Revenue Arrangements with Multiple Deliverables issued as Accounting Standards Update, or ASU,
2009-13 in early October. ASU 2009-13 updates the existing multiple-element arrangements guidance currently included in ASC 605-25,
Revenue Recognition Multiple-Element Arrangements. The revised guidance provides for two significant changes to the existing
multiple-element arrangements guidance. The first relates to the determination of when the individual deliverables included in a
multiple-element arrangement may be treated as separate units of accounting. This change is significant as it will likely result in the requirement
to separate more deliverables within an arrangement, ultimately leading to less revenue deferral. The second change modifies the manner in
which the transaction consideration is allocated across the separately identifiable deliverables. These changes are likely to result in earlier
recognition of revenue for multiple-element arrangements than under previous guidance. ASU 2009-13 also significantly expands the
disclosures required for multiple-element revenue arrangements. The revised multiple-element arrangements guidance will be effective for the
first annual reporting period beginning on or after June 15, 2010, and may be applied retrospectively for all periods presented or prospectively to
arrangements entered into or modified after the adoption date. Early adoption is permitted provided that the revised guidance is retroactively
applied to the beginning of the year of adoption. If the guidance is adopted prospectively, certain transitional disclosures are required for each
reporting period in the initial year of adoption. As a result, it is effective for us in the first quarter of fiscal year 2011. We do not believe that the
adoption of ASU 2009-13 will have a material impact on our condensed consolidated financial statements.

Off-Balance Sheet Arrangements

Since our inception, we have not engaged in any off-balance sheet arrangements, including the use of structured finance, special purpose entities
or variable interest entities.

ITEM3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK
Our primary exposure to market risk is interest income sensitivity, which is affected by changes in the general level of U.S. interest rates. We do
not have any foreign currency or other derivative financial instruments.

We believe that there have been no significant changes in our market risk exposures for the three months ended March 31, 2010.

ITEM4. CONTROLS AND PROCEDURES

Evaluation of Disclosure Controls and Procedures: As required by paragraph (b) of Rules 13a-15 and 15d-15 promulgated under the Securities
Exchange Act of 1934, as amended, for the Exchange Act, our management, including our Chief Executive Officer and Chief Financial Officer,
conducted an evaluation as of the end of the period covered by this report, of the effectiveness of our disclosure controls and procedures as
defined in Exchange Act Rule 13a-15(e) and 15d-15(e). Based on that evaluation, our Chief Executive Officer and Chief Financial Officer
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concluded that our disclosure controls and procedures were effective as of the end of March 31, 2010, the period covered by this report.
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Changes in Internal Control Over Financial Reporting: There were no significant changes in our internal control over financial reporting during
our most recently completed fiscal quarter that has materially affected, or is reasonably likely to materially affect, our internal control over
financial reporting.
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PART II. OTHER INFORMATION

ITEM1. LEGAL PROCEEDINGS
We are not a party to any material legal proceeding.

ITEM 1A. RISK FACTORS

Certain factors may have a material adverse effect on our business, financial condition and results of operations, and you should carefully
consider them. Accordingly, in evaluating our business, we encourage you to consider the following discussion of risk factors, in its entirety, in
addition to other information contained in this report as well as our other public filings with the Securities and Exchange Commission.

Risks Relating to Our Financial Position and Need for Additional Capital

We have a history of net losses. Currently, we have no products approved for commercial sale, and to date we have not generated any
product revenue. As a result, we expect to continue to incur substantial and increasing net losses for the foreseeable future, and we may
never achieve or maintain profitability.

We are not profitable and do not expect to be profitable in the foreseeable future. We have incurred significant net losses and negative cash flow
in each year since our inception, including net losses of approximately $40.1 million, $72.9 million and $9.0 million, for the years ended
December 31, 2007, 2008 and 2009, respectively and $14.1 million for the quarter ended March 31, 2010. As of March 31, 2010, we had a
deficit accumulated during development stage of approximately $198.9 million. We have devoted most of our financial resources to research and
development, including our pre-clinical development activities and clinical trials. We have not completed development of, or commercialized
any product candidate and have therefore not generated any product revenues. In that regard, we expect to have substantial expenses as we
continue with our Phase 3 clinical program for LEVADEX, our most advanced product candidate, and conduct other clinical trials. In addition,
if we are required by the U.S. Food and Drug Administration, or the FDA, to perform studies in addition to those we currently anticipate, our
expenses will increase beyond expectations and the timing of any potential product approval may be delayed. We also expect an increase in our
expenses associated with our manufacturing work and with preparing for commercialization. In addition, we expect to continue to incur costs to
support operations as a public company. As a result, we may continue to incur substantial net losses and negative cash flow for the foreseeable
future. These losses and negative cash flows have had, and will continue to have, an adverse effect on our stockholders equity and working
capital.

Because of the numerous risks and uncertainties associated with pharmaceutical product development, we are unable to accurately predict the
timing or amount of substantial expenses or when, or if, we will be able to achieve or maintain profitability. We have financed our operations
primarily through the sale of equity securities, collaboration payments and debt financings. The size of our future net losses will depend, in part,
on the rate of growth of our expenses and the rate of growth, if any, of our revenues. Revenues from potential strategic partnerships are uncertain
because we may not enter into any additional strategic partnerships. On July 8, 2009, we received a notice of termination of our license
agreement with AstraZeneca, or the AstraZeneca Agreement, related to our Unit Dose Budesonide, or UDB, product candidate. Under the
AstraZeneca Agreement, AstraZeneca had agreed to fund our remaining development activities for UDB and to reimburse us for costs we incur
with respect to future development activities conducted for the U.S. registration of our UDB product candidate, subject to the terms and
conditions of the AstraZeneca Agreement. Following the termination of the AstraZeneca Agreement, we suspended development of UDB. If we
are unable to develop and commercialize our other product candidates or if sales revenue from any product candidate that receives marketing
approval is insufficient, we will not achieve profitability. Even if we do achieve profitability, we may not be able to sustain or increase
profitability.

We have a limited operating history, and we expect a number of factors to cause our operating results to fluctuate on a quarterly and
annual basis, which may make it difficult to predict our future performance.

Our operations to date have been primarily limited to organizing and staffing our company, developing our technology and undertaking
pre-clinical studies and clinical trials of our product candidates. We have not yet obtained regulatory approvals for any of our product
candidates. Consequently, any predictions you make about our future success or viability may not be as accurate as they could be if we had a
longer operating history. Specifically, our financial condition and operating results have varied significantly in the past and will continue to
fluctuate from quarter-to-quarter and year-to-year in the future due to a variety of factors, many of which are beyond our control. Factors relating
to our business that may contribute to these fluctuations include the following factors, among others:
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the need to obtain regulatory approval of our most advanced product candidate, LEVADEX for the potential treatment of migraine;

potential risks related to any collaborations we may enter into for our product candidates, including LEVADEX;

delays in the commencement, enrollment and completion of clinical testing, as well as the analysis and reporting of results from such
clinical testing;

the success of clinical trials of our LEVADEX product candidate or future product candidates;

any delays in regulatory review and approval of product candidates in development;

our ability to rely on Section 505(b)(2) of the Federal Food, Drug and Cosmetic Act, or FFDCA, to seek FDA marketing approval of our
product candidates;

market acceptance of our product candidates for which we obtain regulatory approval;

our ability, and our partners ability, to establish an effective sales and marketing infrastructure;

competition from existing products or new products that may emerge;

the impact of competition, including generics, in the migraine market on our ability to commercialize LEVADEX;

the ability of patients to obtain coverage of or sufficient reimbursement for our products;

the ability to receive regulatory approval or commercialize our products outside of the United States;

potential side effects of our future products that could delay or prevent commercialization or cause an approved drug to be taken off the
market;

regulatory difficulties relating to products that have already received regulatory approval;

guidelines and recommendations of therapies published by various organizations;

potential product liability claims;
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potential liabilities associated with hazardous materials;

our ability to maintain adequate insurance policies;

our dependency on third-party manufacturers to supply or manufacture our products;

our ability to establish or maintain collaborations, licensing or other arrangements;

our ability, our partners abilities, and third parties abilities to protect and assert intellectual property rights;

costs related to and outcomes of potential intellectual property litigation;

compliance with obligations under intellectual property licenses with third parties;

our ability to adequately support future growth; and

our ability to attract and retain key personnel to manage our business effectively.
Due to the various factors mentioned above, and others, the results of any prior quarterly or annual periods should not be relied upon as
indications of our future operating performance.

We will need substantial additional funding and if we are unable to raise capital when needed, we would be forced to delay, reduce or
eliminate our product development programs.

Developing biopharmaceutical products, including conducting pre-clinical studies and clinical trials and establishing manufacturing capabilities,
is expensive. We expect to have substantial research and development expenses in connection with our ongoing activities, particularly as we
focus on and proceed with our Phase 3 clinical program of LEVADEX, our most advanced product candidate. In addition, our expenses could
increase beyond expectations if the FDA requires that we perform additional studies to those that we currently anticipate, in which case the
timing of any potential product approval may be delayed. We believe that our existing cash, cash equivalents and short-term investments will be
sufficient to fund our projected operating requirements for at least 12 months. We will need substantial additional capital in the future in order to
complete the development and commercialization of LEVADEX and to fund the development and commercialization of future product
candidates. Until we can generate a sufficient amount of product revenue, if ever, we expect to finance future cash needs through public or
private equity offerings, debt financings or corporate collaboration and licensing arrangements. Such funding, if needed, may not be available on
favorable terms, if at all. In the event we are unable to obtain additional capital, we may delay or reduce the scope of our current research and
development programs and other expenses.
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If adequate funds are not available, we may be required to delay, reduce the scope of or eliminate one or more of our research or development
programs or our commercialization efforts. To the extent that we raise additional funds by issuing equity securities, our stockholders may
experience additional significant dilution, and debt financing, if available, may involve restrictive covenants. To the extent that we raise
additional funds through collaboration and licensing arrangements, it may be necessary to relinquish some rights to our technologies or our
product candidates or to grant licenses on terms that may not be favorable to us. We may seek to access the public or private capital markets
whenever conditions are favorable, even if we do not have an immediate need for additional capital at that time.

Our forecast of the period of time through which our financial resources will be adequate to support our operations is a forward-looking
statement and involves risks and uncertainties, and actual results could vary as a result of a number of factors, including the factors discussed
elsewhere in this Risk Factors section. We have based this estimate on assumptions that may prove to be wrong, and we could utilize our
available capital resources sooner than we currently expect. Our future funding requirements will depend on many factors, including, but not
limited to:

the scope, rate of progress and cost of our clinical trials and other research and development activities;

the costs and timing of regulatory approval;

the costs of filing, prosecuting, defending and enforcing any patent claims and other intellectual property rights;
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