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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 10-Q

(MARK ONE)
x  QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934
For the quarterly period ended September 30, 2011

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 001-35238

HORIZON PHARMA, INC.

(Exact name of registrant as specified in its charter)
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Delaware 27-2179987
(State or other jurisdiction of (LR.S. Employer
incorporation or organization) Identification No.)

520 Lake Cook Road, Suite 520
Deerfield, Illinois 60015
(Address of principal executive offices) (Zip Code)
(224) 383-3000

(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 during the preceding 12 months (or for such shorter period that
the registrant was required to submit and post such files). Yes x No ~

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, or a smaller reporting
company.

Large accelerated filer ~ Accelerated filer

Non-accelerated filer x (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 November 10, 2011, the registrant had outstanding 19,528,624 shares of its common stock.
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Item 1. Financial Statements

Assets

Current assets

Cash and cash equivalents

Restricted cash

Accounts receivable

Inventory

Prepaid expenses and other current assets

Total current assets

Property and equipment, net
Developed technology

In-process research and development
Other assets

Total assets

Liabilities and Stockholders Equity
Current liabilities

Accounts payable

Accrued expenses

Deferred revenues current portion
Notes payable current portion

Bridge notes payable to related parties

Total current liabilities
Long-term liabilities

Notes payable, net of current
Deferred revenues, net of current
Deferred tax liabilities

Other long term liabilities

Total liabilities

Commitments and Contingencies (Note 8)

Stockholders equity

Preferred stock, $0.0001 par value per share; 10,000,000 and O shares authorized at September 30, 2011
(unaudited) and December 31, 2010, respectively; O shares issued and outstanding at September 30, 2011

(unaudited) and December 31, 2010

Table of Contents

PART I. FINANCIAL INFORMATION

Horizon Pharma, Inc.

(formerly Horizon Therapeutics, Inc.)
Condensed Consolidated Balance Sheets

(in thousands, except share and per share amounts)

September 30, December 31,

2011 2010
(Unaudited)

$ 32,997 $ 5,384

450 200

260 575

1,130 306

1,613 903

36,450 7,368

2,334 2,107

38,295 39,990

111,577 108,746

547 3,474

$ 189,203 $ 161,685

$ 3,723 $ 2,514

6,434 6,733

1,961 1,845

2,386 4,220

10,000

14,504 25,312

17,467 10,395

6,005 4,123

24,895 24,798

1 1

62,872 64,629
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Convertible preferred stock, $0.0001 par value per share; 0 and 27,400,000 shares authorized at

September 30, 2011 (unaudited) and December 31, 2010, respectively; 0 and 24,961,340 shares issued and

outstanding at September 30, 2011 (unaudited) and December 31, 2010, respectively (Liquidation

preference: $0 and $177,002 at September 30, 2011 and December 31, 2010, respectively) 2
Common stock, $0.0001 par value per share; 200,000,000 and 35,400,000 shares authorized at

September 30, 2011 (unaudited) and December 31, 2010, respectively; 19,528,624 and 1,490,551 shares

issued and outstanding at September 30, 2011 (unaudited) and December 31, 2010, respectively 2

Additional paid-in capital 268,955 206,336
Accumulated other comprehensive income (loss) 964 (2,230)
Accumulated deficit (143,590) (107,052)
Total stockholders equity 126,331 97,056
Total liabilities and stockholders equity $ 189,203 $ 161,685

See the accompanying notes to the unaudited consolidated financial statements

Table of Contents 5
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Horizon Pharma, Inc.
(formerly Horizon Therapeutics, Inc.)
Condensed Consolidated Statements of Operations

(in thousands, except share and per share amounts)

Three Months Ended September 30, Nine Months Ended September 30,

2011 2010 2011 2010
(Unaudited) (Unaudited)
Revenues
Sales of goods $ 233 $ 689 $ 3,290 $ 2,346
Contract revenue 40 111
Total revenues 273 689 3,401 2,346
Cost of goods sold 1,249 737 5,191 2,870
Gross loss (976) (48) (1,790) (524)
Operating Expenses
Research and development 5,346 5,721 11,536 12,861
Sales and marketing 5,141 1,955 7,426 3,608
General and administrative 4,192 3,880 10,640 14,189
Total operating expenses 14,679 11,556 29,602 30,658
Loss from operations (15,655) (11,604) (31,392) (31,182)
Interest expense, net (995) (1,031) (5,465) (1,827)
Bargain purchase gain 19,326
Foreign exchange (loss) gain, net (758) 164 (226) 202
Loss before income tax benefit (expense) (17,408) (12,471) (37,083) (13,481)
Income tax benefit (expense) 177 (16) 545 29)
Net loss $ (17,231) $ (12,487) $ (36,538) $ (13,510)
Net loss per share-basic and diluted $ (1.30) $ (8.38) $ (6.69) $ (11.18)
Weighted average shares outstanding used in calculating net loss per
share-basic and diluted 13,256,189 1,490,551 5,458,561 1,207,887
See the accompanying notes to the unaudited consolidated financial statements
4
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Horizon Pharma, Inc.
(formerly Horizon Therapeutics, Inc.)
Condensed Consolidated Statements of Cash Flows

(in thousands)

Cash flows from operating activities

Net loss

Adjustments to reconcile net loss to net cash used in operating activities
Depreciation and amortization

Stock-based compensation

Amortization of interest payment on notes payable

Amortization of debt discount

Loss from debt extinguishment

Bargain purchase gain

Foreign exchange loss (gain), net

Changes in operating assets and liabilities, net of amounts acquired
Accounts receivable

Inventory

Prepaid expenses and current assets

Accounts payable

Accrued expenses

Deferred revenues

Deferred tax liabilities

Net cash used in operating activities

Cash flows from investing activities
Purchase of property and equipment

Write-off of fixed assets

Restricted cash

Acquistion of Nitec Pharma AG, cash acquired

Net cash (used in) provided by investing activities

Cash flows from financing activities
Net proceeds from issuance of notes payable

Proceeds from issuance of common stock in initial public offering, net of underwriting fees and issuance costs

Deferred offering costs

Repayment of notes payable

Proceeds from issuance of bridge notes payable to related parties

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

Net cash provided by financing activities

Effect of exchange rate changes on cash and cash equivalents
Net increase in cash and cash equivalents

Table of Contents

Nine Months Ended
September 30,
2011 2010
(Unaudited)
(36,538) $ (13,510)
3,071 1,899
1,827 2,034
79 122
430 578
1,990
(19,326)
226 (202)
342 (1,608)
(838) 959
(706) (754)
1,180 824
656 (2,483)
1,909 2,065
(567)
(26,939) (29,402)
(449) (566)
37
(250) (200)
6,489
(699) 5,760
16,651 11,810
46,035
(1,637) (1,861)
(12,747) (9,927)
6,766 10,000
20,683
45
55,113 30,705
138 27)
27,613 7,036



Edgar Filing: HORIZON PHARMA, INC. - Form 10-Q

Cash and cash equivalents
Beginning of period

End of period

Supplemental disclosure of cash flow information
Cash paid for interest
Commitment fee paid on notes payable
Supplemental non-cash information
Warrants issued in connection with notes payable
Convertible preferred stock and common stock issued to Nitec shareholders in connection with the Nitec
acquisition
Conversion of bridge notes payable and accrued interest to common stock
Unpaid deferred offering costs
See the accompanying notes to the unaudited consolidated financial statements
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5,384
$ 32,997
$ 2,032
$ 1,124

18,156

400

7,160

$ 14,196
$ 1,264
120

$ 2,137
104,134

550
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HORIZON PHARMA, INC.
(FORMERLY HORIZON THERAPEUTICS, INC.)
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(in thousands, except share and per share amounts)
1. The Company

Horizon Pharma, Inc. (the Company ) was incorporated in Delaware on March 23, 2010. On April 1, 2010, the Company became a holding
company that operates primarily through its two wholly-owned subsidiaries, Horizon Pharma USA, Inc. (formerly known as Horizon

Therapeutics, Inc.), a Delaware corporation, and Horizon Pharma AG (formerly known as Nitec Pharma AG, Nitec ), a company organized under
the laws of Switzerland which was acquired by the Company on April 1, 2010 in exchange for newly-issued shares of Horizon Pharma, Inc.
Horizon Pharma AG owns all of the outstanding share capital of its wholly-owned subsidiary, Horizon Pharma GmbH, a company organized

under the laws of Germany (formerly known as Nitec Pharma GmbH), through which Horizon Pharma AG conducts most of its European
operations. Unless the context indicates otherwise, the Company refers to Horizon Pharma, Inc. and its subsidiaries taken as a whole.

The Company is a biopharmaceutical company that is developing and commercializing innovative medicines to target unmet therapeutic needs

in arthritis, pain and inflammatory diseases. On April 23, 2011, the U.S. Food and Drug Administration ( FDA ) approved DUEXI$formerly
HZT-501), a proprietary tablet formulation containing a fixed-dose combination of ibuprofen and famotidine in a single pill. DUEXIS is

indicated for the relief of signs and symptoms of rheumatoid arthritis ( RA ) and osteoarthritis ( OA ) and to decrease the risk of developing upper
gastrointestinal ulcers in patients who are taking ibuprofen for these indications. On November 14, 2011, the Company and Sanofi-aventis U.S.
LLC ( Sanofi ) announced the FDA approved the use of the sanofi-aventis Canada Inc. manufacturing site in Laval, Quebec to manufacture
DUEXIS. Sanofi will serve as the primary commercial manufacturer for DUEXIS in the U.S. The Company has hired its commercial

organization, completed sales force training and expects to commercially launch DUEXIS in the U.S. in November 2011. The Company

submitted a Marketing Authorization Application ( MAA ) for DUEXIS in the United Kingdom, the Reference Member State, through the
Decentralized Procedure in October 2010 and the Company anticipates a decision on the MAA in the first half of 2012. The Company s other
product, LODOTRA, is a proprietary programmed release formulation of low-dose prednisone that is currently marketed in Europe by its
distribution partner, Mundipharma International Corporation Limited ( Mundipharma ), for the treatment of moderate to severe, active RA in
adults when accompanied by morning stiffness. The Company has successfully completed two Phase 3 clinical trials of LODOTRA and

submitted a new drug application ( NDA ) for LODOTRA to the FDA on September 26, 2011. The Company has worldwide marketing rights for
DUEXIS and has retained exclusive marketing rights in the U.S. for all of its products. The Company s strategy is to commercialize its products
in the U.S., to explore co-promotion opportunities for DUEXIS in the U.S. and to enter into licensing or additional distribution agreements for
commercialization of its products outside the U.S.

On August 2, 2011, the Company closed its initial public offering ( TPO ) of 5,500,000 shares of common stock at an offering price of $9.00 per
share. The Company received net proceeds of approximately $41,885, after deducting underwriting discounts of $3,465 and offering costs of
$4,150.

The Company has incurred net operating losses and negative cash flows from operations during every year since inception. These factors raise
substantial doubt about the Company s ability to continue as a going concern. In order to continue its operations, the Company must achieve
profitable operations and/or obtain additional debt or equity financing. There can be no assurance, however, that such financing will be available
on terms acceptable to the Company or at all.

Management believes that the Company s existing cash and cash equivalents, which include proceeds from the IPO, are sufficient to fund its
operations into the second quarter of 2012.

Reverse Stock Split

On July 7, 2011, the Company effected a 1-for-2.374 reverse stock split of its common stock and a proportional adjustment to the existing
conversion ratios for each series of preferred stock. Accordingly, all share and per share amounts for all periods presented in these condensed
consolidated financial statements and notes thereto, have been adjusted retroactively, where applicable, to reflect this reverse stock split and
adjustment of the preferred stock conversion ratios.

2. Restatement to Prior Period Financial Statements

Table of Contents 9
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As described in Note 4, the initial tax rate used to determine the amount of the deferred tax liability as of April 1, 2010 (the date of the Nitec
acquisition) was the statutory tax rate in Switzerland of 27.5%. Upon gaining a better understanding of the Swiss tax laws, it was later

determined that the Company would receive a deduction on each of its Swiss Federal and Cantonal tax returns for taxes paid to the other
jurisdiction, which would lead to a lower overall effective tax rate than the rate initially used. Accordingly, the deferred tax liability and the
bargain purchase gain were adjusted to reflect the lower effective tax rate. The misstated bargain purchase gain and deferred tax liability based

on the initial tax rate of 27.5% was reported in the Company s consolidated financial statements for the nine months ended September 30, 2010,
which appeared in Amendment No. 4 to the Company s Registration Statement on Form S-1, filed with the Securities and Exchange Commission
( SEC ) on November 5, 2010. The error was identified and corrected by the Company by restating the nine month period ended September 30,
2010, as provided below.

Table of Contents 10
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In accordance with the SEC s Staff Accounting Bulletin No. 99 ( SAB 99 ), the Company assessed the materiality of this error in the nine month
period ended September 30, 2010 and concluded that the error was material to that period. The correction has been reflected in these

consolidated financial statements for the nine months ended September 30, 2010 which resulted in a decrease of $4,735 in deferred tax liabilities
and a corresponding increase in bargain purchase gain. Further, the correction resulted in a decrease of $1.65 in net loss per share for both basic
and diluted (based on post-reverse stock split shares).

The table below shows a reconciliation of the as reported to the asrestated net loss for the nine months ended September 30, 2010.

For the Nine Months Ended September 30, 2010

As Reported As Restated Difference
Cost of goods sold (a) (3,447) (2,870) 577
General and administrative expense (b) (13,756) (14,189) (433)
Bargain purchase gain (c) $ 14,735 $ 19,326 $ 4,591
Net loss (18,245) (13,510) 4,735
Loss per common share-basic and diluted (post-split) $ (6.36) $ 4.71) $ 1.65
Loss per common share-basic and diluted (pre-split) $ (15.10) $ (11.18) $ 392

(a) In connection with the Company s fourth quarter 2010 review of acquired technology, it was determined that the useful life of the
developed technology was 12 years based on an analysis of intellectual property exclusivity in the pharmaceutical industry. As such, the
Company adjusted the amortization expense according to a 12-year useful life.

(b) Adjustment is to correctly record the fair value of Nitec s stock options as an expense subsequent to the closing of the Nitec acquisition
instead of being recorded as a purchase price adjustment.

(c) Adjustment reflects the change in the Swiss statutory effective tax rate from 27.50% to 20.07%.

3. Summary of Significant Accounting Policies

Basis of Presentation

The accompanying interim condensed consolidated financial statements have been prepared in accordance with the accounting principles
generally accepted in the United States of America ( GAAP ) and with the instructions for Form 10-Q and Regulation S-X. Accordingly, they do
not include all of the information and notes required for complete financial statements. These interim condensed consolidated financial

statements should be read in conjunction with the consolidated financial statements and notes thereto contained in the Company s Prospectus
filed with the SEC on July 28, 2011.

Principles of Consolidation

The unaudited condensed consolidated financial statements include the Company s accounts and those of its wholly-owned subsidiaries: Horizon
Pharma USA, Inc. in Deerfield, IL, Horizon Pharma AG in Reinach, Switzerland and Horizon Pharma GmbH in Mannheim, Germany. All
intercompany accounts and transactions have been eliminated.

Segment Information
The Company operates as one segment. Management uses one measure of profitability and does not segment its business for internal reporting.
Use of Estimates

The preparation of the accompanying condensed consolidated financial statements in conformity with GAAP requires management to make
certain estimates and assumptions that affect the reported amounts of assets and liabilities, disclosure of contingent assets and liabilities at the
date of the financial statements and reported amounts of revenues and expenses during the reporting period. Actual results could differ from
those estimates.

Foreign Currency Translation and Transactions

Table of Contents 11
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The reporting currency of the Company and its subsidiaries is the U.S. dollar.

The U.S. dollar is the functional currency for the Company s U.S. based businesses and the Euro is the functional currency for its subsidiaries in
Switzerland and Germany. Foreign currency-denominated assets and liabilities of these subsidiaries are translated into U.S. dollars based on
exchange rates prevailing at the end of the period, revenues and expenses are translated at average exchange rates prevailing during the
corresponding period, and stockholders equity accounts are translated at historical exchange rates as of the date of any equity transaction. The
effects of foreign exchange gains and losses arising from the translation of assets and liabilities of those entities where the functional currency is
not the U.S. dollar are included as a component of accumulated other comprehensive gain (loss).

Table of Contents 12
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Gains and losses resulting from foreign currency transactions are reflected in net income (loss) and have not been significant for the reporting
period. To date, the Company has not undertaken hedging transactions to cover its foreign currency exposure.

Revenue Recognition

Revenue is recognized when all of the following criteria are met: persuasive evidence of an arrangement exists; delivery has occurred or services
have been rendered; the price is fixed or determinable and collectability is reasonably assured. Some of the Company s agreements contain
multiple elements and in accordance with these agreements, the Company may be eligible for upfront license fees, marketing or commercial
milestones and payment for product deliveries.

As of April 1, 2010, as a result of the acquisition of Nitec, the Company began recognizing revenues from the sale of LODOTRA. The Company
anticipates revenues will continue to result from distribution, marketing, manufacturing and supply agreements with third parties in Europe and
certain Asian and other countries. The Company will also recognize revenues related to up-front license fees, milestone receipts and product
deliveries. During the three and nine months ended September 30, 2011 and 2010, substantially all revenues recognized were related to the sale
of LODOTRA to the Company s distribution partners under existing arrangements (Note 15).

Revenue from up-front license fees

The Company recognizes revenues from the receipt of non-refundable, up-front license fees. In situations where the licensee is able to obtain
stand-alone value from the license and no further performance obligations exist on the Company s part, revenues are recognized on the earlier of
when payments are received or collection is assured. Where continuing involvement by the Company is required in the form of technology
transfer, product manufacturing or technical support, revenues are deferred and recognized over the term of the agreement.

Revenue from milestone receipts

Milestone payments are recognized as revenue based on achievement of the associated milestones, as defined in the relevant agreements.
Revenue from a milestone achievement is recognized when earned, as evidenced by acknowledgment from the Company s partner, provided that
(1) the milestone event is substantive and its achievability was not reasonably assured at the inception of the agreement, (2) the milestone
represents the culmination of an earnings process and (3) the milestone payment is non-refundable. If all of these criteria are not met, revenue
from the milestone achievement is recognized over the remaining minimum period of the Company s performance obligations under the
agreement.

Revenue from product deliveries

Upon initial launch of a product, the Company recognizes revenues based on the amount of product sold through to the end user consumer until
such time as a reasonable estimate of allowances for product returns, rebates and discounts can be made. Upon establishing the ability to
reasonably estimate such allowances, the Company recognizes revenue from the delivery of its products to its distribution partners when
delivery has occurred, title has transferred to the partner, the selling price is fixed or determinable, collectability is reasonably assured and the
Company has no further performance obligations. The Company records product sales net of allowances for product returns, rebates and
discounts. The Company is required to make significant judgments and estimates in determining some of these allowances. If actual results
differ from its estimates, the Company will be required to make adjustments to these allowances in the future.

Historically, revenues from the sale of LODOTRA made to the Company s distribution partner, Mundipharma, were accounted for using the
sell-through method. Under the sell-through method, the Company recognizes revenue based on an estimate of the amount of product sold
through to the customers of the Company s distribution partners and end users.

Under a manufacturing and supply agreement with Mundipharma Medical Company ( Mundipharma Medical ), Mundipharma Medical agreed to
purchase LODOTRA exclusively from the Company at the price which is a specified percentage of the average net selling price for sales in a
given country, subject to a minimum price, Beginning in 2011, products sold to Mundipharma Medical were recognized upon delivery at the
minimum price. The difference between the actual selling price and the minimum price is recorded as deferred revenue until such time as
adjustments for product returns, rebates and discounts can be reliably estimated.

Cost of Goods Sold

Table of Contents 13
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On April 1, 2010, as a result of the acquisition of Nitec, the Company began to recognize cost of goods sold in connection with its sale of
LODOTRA. Cost of sales includes all costs directly related to the manufacture and delivery of product and out-licensing of distribution and
marketing rights to third parties. Cost of goods sold also includes amortization of developed technology related to the
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acquisition of Nitec. For the nine months ended September 30, 2011 and 2010, cost of goods sold included amortization of developed
technology of $2,848 and $949, respectively, and the expected future amortization related to the developed technology annually is $3,191, based
on Euro to U.S. dollar exchange rates as of September 30, 2011.

The cost in connection with product delivery to the Company s distribution partners consists of raw material costs, costs associated with third
parties who manufacture LODOTRA for the Company, supply chain costs, royalty payments to third parties for the use of certain licensed
patents and applicable taxes.

Inventories

Inventory is stated at the lower of cost (first-in, first-out) or market and includes raw materials, work-in-process and finished goods. Inventories
include the direct purchase cost for materials and/or services processed in the current production stage (finished and work-in-process).

All raw materials and production supplies for the Company s products are purchased from third parties. Contract manufacturing and other supply
chain services are rendered by third parties under corresponding agreements. These costs are capitalized in a manner similar to the purchase of
materials.

If current market prices and/or limited usability of products indicate any impairment, the value of the inventory is written down to net realizable
value.

Inventories exclude sample inventory, which is included in other current assets and is expensed as a component of sales and marketing expense.
As of September 30, 2011 and December 31, 2010, the Company had no sample inventory in other current assets.

Preclinical Study and Clinical Trial Accruals

The Company s preclinical studies and clinical trials have been conducted by third-party contract research organizations and other vendors.
Preclinical study and clinical trial expenses are based on the services received from these contract research organizations and vendors. Payments
depend on factors such as the milestones accomplished, successful enrollment of certain numbers of patients and site initiation. In accruing
service fees, the Company estimates the time period over which services will be performed and the level of effort to be expended in each period.
If the actual timing of the performance of services or the level of effort varies from the estimate, the Company adjusts the accrual accordingly.
To date, the Company has had no significant adjustments to accrued clinical expenses.

Fair Value of Financial Instruments

Carrying amounts of the Company s financial instruments, including cash and cash equivalents, restricted cash, accounts receivable, accounts
payable and accrued expenses, approximate their fair values due to their short maturities. Based on the borrowing rates available to the Company
for loans with similar terms and consideration of non-performance and credit risk, the carrying value of its notes payable approximates their fair
value. The carrying amounts of the convertible preferred stock warrant liabilities represent their fair value.

Cash and Cash Equivalents

The Company considers all highly liquid investments purchased with original maturities of three months or less to be cash equivalents.
Restricted Cash

Restricted cash consists of an interest-bearing money market account, which is used as security for the corporate employee credit card program.
Property and Equipment, Net

Property and equipment are stated at cost, less accumulated depreciation and amortization. Depreciation and amortization are computed using
the straight-line method over the estimated useful lives of the related assets. Upon retirement or sale of assets, the cost and related accumulated
depreciation and amortization are removed from the balance sheet and the resulting gain or loss is reflected in operations. Repair and
maintenance costs are charged to expenses as incurred and improvements are capitalized.
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Leasehold improvements are amortized on a straight-line basis over the terms of the lease, or the useful life of the assets, whichever is shorter.
Depreciation and amortization periods for the Company s property and equipment are as follows:

Machinery and equipment 5 to 7 years
Furniture and fixtures 5 years
Computer equipment 3 years
Software 5 years
Trade show equipment 3 years

9
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Software includes internal-use software that is acquired and modified to meet the Company s internal needs. Amortization commences when the
software is ready for its intended use.

Research and Development Expenses

Research and development expenses include, but are not limited to, payroll and other personnel expenses, consultant expenses, expenses
incurred under agreements with contract research and manufacturing organizations to conduct clinical trials and expenses incurred to
manufacture clinical trial materials. Costs related to research, design and development of products are charged to research and development
expense as incurred.

Sales and Marketing Expenses

Sales and marketing expenses consist principally of trade show expenses, pre-launch marketing activities, distributed sample inventories and
payroll and other personnel-related expenses.

Concentration of Credit Risk and Other Risks and Uncertainties

Financial instruments that potentially subject the Company to significant concentrations of credit risk consist of cash and cash equivalents. The
Company s cash and cash equivalents are invested in deposits with various banks in the U.S., Switzerland and Germany that management
believes are creditworthy. At times, deposits in these banks may exceed the amount of insurance provided on such deposits. To date, the
Company has not experienced any losses on its deposits of cash and cash equivalents.

Subsequent to its acquisition of Nitec, and prior to the anticipated launch of DUEXIS in the U.S. in the fourth quarter of 2011, the Company s
sales contracts are and will be principally denominated in Euros and therefore, its revenues are subject to significant foreign currency risk. The
Company also incurs certain operating expenses in currencies other than the U.S. dollar through its Horizon Pharma AG operating subsidiary;
therefore, it is subject to volatility in cash flows due to fluctuations in foreign currency exchange rates, particularly changes in the Euro. To date,
the Company has not entered into any hedging contracts since exchange rate fluctuations have had minimal impact on its results of operations
and cash flows.

The products developed by the Company require approvals from the FDA or foreign regulatory agencies prior to commercial sales. There can be
no assurance that the Company s products will obtain the necessary regulatory approvals. If the Company s products were denied such approvals
or such approvals were delayed, it could have a material adverse effect on the Company s operations.

As a result of the Nitec acquisition, the Company has one product, LODOTRA, available for sale in Europe through distribution partners. As of
September 30, 2011, the Company had no other products available for sale. On September 26, 2011, the Company submitted an NDA for
LODOTRA to the FDA. The Company s other lead product, DUEXIS, was approved for marketing by the FDA on April 23, 2011 and the
Company expects to commercially launch DUEXIS in the U.S. in November 2011. The Company also submitted an MAA for DUEXIS in the
United Kingdom, the Reference Member State, through the Decentralized Procedure in October 2010 and the Company anticipates a decision on
the MAA in the first half of 2012.

To achieve profitable operations, the Company must successfully develop, obtain regulatory approval for, manufacture and market its products.
There can be no assurance that any such products can be developed, will be approved for marketing by the regulatory authorities, or can be
manufactured at an acceptable cost and with appropriate performance characteristics or that such products will be successfully marketed by the
Company. These factors could have a material adverse effect on the Company s operations.

The Company relies on third parties to manufacture its commercial supplies of DUEXIS. The Company also relies on third parties to
manufacture its commercial supplies of LODOTRA for sale in Europe. The commercialization of any of its products or product candidates could
be stopped, delayed or made less profitable if those third parties fail to provide the Company with sufficient quantities of product or fail to do so
at acceptable quality levels or prices.

The Company s accounts receivable are currently derived from customers located in Europe. The Company performs ongoing credit evaluations
of its customers, does not require collateral and maintains allowances for potential credit losses on customer accounts when deemed necessary.
To date, there have been no such losses and the Company has not recorded an allowance for doubtful accounts.
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The following table summarizes the revenues from customers that accounted for more than 10% of the Company s revenues for the periods
indicated:

Three Months Ended September 30, Nine Months Ended September 30,

2011 2010 2011 2010
Mundipharma 100% 0% 52% 0%
Merck Serono GmbH 0% 100% 48% 100%

At September 30, 2011, Mundipharma accounted for 100% of total accounts receivable. At December 31, 2010, Mundipharma accounted for
93% of total accounts receivable. No other customer represented more than 10% of the Company s total accounts receivable as of these dates.

The Company must maintain compliance with Swiss laws with respect to its Horizon Pharma AG subsidiary, including laws requiring
maintenance of equity in the subsidiary to avoid overindebtedness, which requires Horizon Pharma AG to maintain assets in excess of its
liabilities. The Company reviews on a regular basis whether the Swiss subsidiary is overindebted. The Company took steps to address
overindebtedness through a subordinated loan to its Swiss subsidiary in June 2010. The Swiss subsidiary was also overindebted as of

December 31, 2010 and September 30, 2011 and the Company is in the process of reviewing further steps to address the overindebtedness. The
Company may need to continue taking steps to address overindebtedness until such time as its Swiss subsidiary generates positive income at a
statutory level, which could cause the Company to have cash at its Swiss subsidiary in excess of its near term operating needs, including a

portion of the net proceeds from the Company s IPO, and could affect its ability to have sufficient cash at its U.S. subsidiary to meet its near term
operating needs.

Comprehensive Income (Loss)

Comprehensive income (loss) is comprised of net income (loss) and other comprehensive income (loss) ( OCI ). OCI includes certain changes in
stockholders equity (deficit) that are excluded from net income (loss), which is primarily foreign currency translation adjustments. As of
September 30, 2011 and December 31, 2010, other comprehensive income (loss) was $3,194 and $(2,230), respectively.

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 shares of
common stock outstanding during the period. The weighted average number of shares of common stock used to calculate the basic net loss per
share of common stock excludes those shares subject to repurchase. The Company s potential dilutive shares, which include shares issuable upon
the exercise of outstanding common stock options and warrants to purchase convertible preferred stock and shares issuable upon conversion of
outstanding convertible preferred stock and subordinated convertible promissory notes, have not been included in the computation of diluted net
loss per share for the periods presented in which there is a net loss as the result would be anti-dilutive. Such potentially dilutive shares are
excluded when the effect would be to reduce net loss per share. The Company s net loss per share has been retroactively adjusted for all periods
presented to give effect to the recapitalization in connection with the acquisition of Nitec on April 1, 2010, where all shares of capital stock of
Horizon Therapeutics, Inc. were converted into shares of Horizon Pharma, Inc., the newly formed holding company. Specifically, retroactive
adjustment was given to the conversion of each share of common stock into 0.496 shares of common stock and 0.504 shares of Series A
convertible preferred stock, as well as the conversion of each share of special preferred stock ( Special Preferred ) into one share of common
stock, each of which occurred on April 1, 2010.

In circumstances where there has been a stock dividend, stock split or reverse stock split subsequent to the close of an accounting period but
prior to issuance of financial statements, ASC 260, Earnings Per Share, requires the computation of loss per share to give retroactive recognition
to an appropriate equivalent change in capital structure for all periods presented based on the new number of shares. The Company s April 2010
recapitalization resulted in a similar change in capital structure and therefore the Company has applied the guidance in ASC 260 in order to
show loss per share amount calculated on a basis that is more comparable to the basis on which it is expected to be calculated in future periods.
In the recapitalization, the existing common stock, which had a liquidation preference relative to a special class of preferred stock, was
exchanged for a mixture of common stock and Series A preferred stock as described above. The number of shares outstanding in computing net
loss per share was determined by calculating the weighted average shares outstanding in accordance with ASC 260 after applying the exchange
ratio from the recapitalization to the common stock and Special Preferred outstanding for all accounting periods presented. The Company
believes that by giving effect to the recapitalization of the common stock, the historical loss per share reflects the portion of the
pre-recapitalization common stock that effectively was common stock and permits a consistent presentation of loss per share on a period by
period basis.
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On July 7, 2011, the Company effected a 1-for-2.374 reverse stock split of its common stock and a proportional adjustment to the existing
conversion ratios for each series of preferred stock. Accordingly, all share and per share amounts for all periods presented in these condensed
consolidated financial statements and notes thereto, have been adjusted retroactively, where applicable, to reflect this reverse stock split and
adjustment of the preferred stock conversion ratios.
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The following table presents the numerator and denominator used in the computation of basic and diluted net loss per share (dollars in
thousands, except shares):

Three Months Ended Nine Months Ended
September 30, September 30,
2011 2010 2011 2010
Historical net loss per share
Numerator
Net loss attributed to common stockholders $ (17,231) $ (12,488) $ (36,538) $ (13,510)
Denominator
Denominator for basic and diluted net loss per share weighted-average
common shares 13,256,189 1,490,551 5,458,561 1,207,887

The weighted-average common shares used to compute basic and diluted net loss per share for the three and nine -month periods ended
September 30, 2011 and 2010 were derived as follows:

September 30, 2011

Three Months Ended Nine Months Ended
Number Number

of Weighted of Weighted
Weighted Average Common Shares Conversion Days Average Shares Days Average Shares
Basic and Diluted Outstanding Factor (A) Outstanding Outstanding Outstanding Outstanding
Common shares outstanding 1,490,551 1.00000 92 1,490,551 273 1,490,551
Issuance of common stock in conjunction with
exercise of stock options 4,212 1.00000 92 4,212 253 3,903
Issuance of common stock in conjunction with
exercise of stock options 1,515 1.00000 92 1,515 191 1,060
Issuance of common stock in initial public offering 5,500,000 1.00000 60 3,586,957 60 1,208,791
Conversion of convertible preferred stock to common
stock 10,514,431 1.00000 60 6,857,238 60 2,310,864
Issuance of common stock in conjunction with the
conversion of bridge notes 2,017,242 1.00000 60 1,315,593 60 443,350
Issuance of common stock in conjunction with
exercise of stock options 673 1.00000 17 124 17 42
Denominator for basic and diluted net loss per share,
September 30, 2011 13,256,189 5,458,561

September 30, 2010

Three Months Ended Nine Months Ended
Number Number

of Weighted of Weighted
Weighted Average Common Shares Conversion Days Average Shares Days Average Shares
Basic and Diluted Outstanding Factor (A) Outstanding Outstanding Outstanding Outstanding
Common shares outstanding 842,458 0.49608 92 417,931 273 417,931
Conversion of special convertible preferred to common
stock in April 2010 effected as of December 31, 2009 215,213 1.00000 92 215,213 273 215,213
Issuance of common stock in April 2010 in connection
with acquisition of Nitec under the share exchange
agreement 857,400 1.00000 92 857,400 183 574,740
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Issuance of common stock in conjunction with exercise

of stock options 7 1.00000 92 7 92 3
Denominator for basic net loss per share, September 30,
2010 1,490,551 1,207,887

(A) Represents the number of shares of common stock of Horizon Pharma, Inc. issued in exchange for each share of common stock of Horizon

Therapeutics, Inc. in connection with the recapitalization of Horizon Therapeutics, Inc.
The following securities were excluded from the computation of diluted net loss per share for the three and nine months ended September 30,
2011 and 2010 because including them would have had an anti-dilutive effect:

Three and Nine Months Ended Three and Nine Months Ended
September 30, 2011 September 30, 2010

Options to purchase common stock 1,679,761 1,328,055
Warrants to purchase common stock (A) 459,003
Warrants to purchase convertible preferred
stock (on an as if converted basis) (A) 346,047
Convertible preferred stock (on an as if
converted basis) (B) 10,514,431

(A) Upon the closing of the Company s IPO, on August 2, 2011, the convertible preferred stock warrants were converted into warrants to
purchase shares of common stock.

(B) Upon the closing of the Company s IPO, on August 2, 2011, the shares of preferred stock were converted into shares of common stock.

12
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Recent Accounting Pronouncements

In May 2011, the Financial Accounting Standards Board ( FASB ) and International Accounting Standards Board ( IASB ), issued Accounting
Standards Update ( ASU ) No. 2011-04, Fair Value Measurement (Topic 820): Amendments to Achieve Common Fair Value Measurement and
Disclosure Requirements in U.S. GAAP and IFRSs. ASU 2011-04 created a uniform framework for applying fair value measurement principles
and clarified existing guidance in GAAP. ASU 2011-04 will be effective for the first reporting annual period beginning after December 15, 2011
and must be applied prospectively. The Company will adopt ASU 2011-04 in the first quarter of fiscal year 2012. The Company does not believe
that the adoption of ASU 2011-04 will have a material impact on its condensed consolidated financial statements.

In June 2011, the FASB issued ASU No. 2011-05, Comprehensive Income (ASC Topic 220): Presentation of Comprehensive Income, which
amends current comprehensive income guidance. This accounting update eliminates the option to present the components of OCI as part of the
statement of stockholders equity. Instead, the Company must report comprehensive income in either a single continuous statement of
comprehensive income, which contains two sections, net income and other comprehensive income, or in two separate but consecutive
statements. ASU 2011-05 will be effective during the interim and annual periods beginning after December 15, 2011 with early adoption
permitted. The Company will adopt ASU 2011-05 in the first quarter of fiscal year 2012. The Company does not believe that the adoption of
ASU 2011-05 will have a material impact on its condensed consolidated financial statements.

4. Acquisition

On April 1, 2010, pursuant to a share exchange agreement, the Company completed the acquisition of Nitec Pharma AG, a privately held
biopharmaceutical company that currently markets LODOTRA in Europe through certain distribution partners. In connection with the

acquisition, Horizon Therapeutics, Inc. was recapitalized and became a wholly-owned subsidiary of Horizon Pharma, Inc. Pursuant to the
recapitalization and under the terms of the share exchange agreement (together, the Transactions ), all existing shares of common and convertible
preferred stock of Nitec and Horizon Therapeutics, Inc. were exchanged for shares of the Company s common stock and Series A convertible
preferred stock. Immediately following the completion of the Transactions, the former stockholders and optionholders of Horizon Therapeutics,
Inc. and Nitec owned 51% and 49%, respectively, of Horizon Pharma, Inc. on a fully diluted basis. Also, in connection with the Transactions,
Horizon Therapeutics, Inc. changed its name to Horizon Pharma USA, Inc. and Nitec changed its name to Horizon Pharma AG. The Company
incurred a total of $3,071 of transaction costs in connection with the Nitec acquisition. In connection with and following the Transactions,

Horizon Pharma, Inc. also completed a Series B convertible preferred stock financing raising $19,844, net of offering costs.

As consideration in the acquisition, the Company paid a total purchase price of approximately $119,317 ($112,828, net of cash received of
$6,489) consisting of the following: 857,400 shares of common stock valued at $11,050, 11,211,413 shares of Series A convertible preferred
stock valued at $88,904, a discount of $2,044 on the sale of 1,229,920 shares of Series B convertible preferred stock sold to former stockholders
of Nitec, warrants to purchase 118,496 shares of Series A convertible preferred stock valued at $894, options to purchase up to 328,087 shares of
common stock valued at $2,137, and $14,288 in assumed liabilities and long-term debt. The financial position and operating results of Horizon
Pharma AG have been included in the Company s financial position and operating results from the date of the acquisition.

The fair value of the common stock and Series A and B convertible preferred stock was determined with the assistance of consultants using an
income approach.

Under the acquisition method of accounting, the total purchase price is required to be allocated to the underlying tangible and intangible assets
acquired and liabilities assumed based upon their respective estimated fair market values as of the acquisition date. The Company performed
appraisals necessary to derive preliminary fair values of the tangible and intangible assets acquired and liabilities assumed, the amounts of assets
and liabilities arising from contingencies, the amount of goodwill or bargain purchase gain to be recognized as of the acquisition date and the
related preliminary allocation of the purchase price. The table below shows how the Company originally allocated the total purchase price of
approximately $119,317, net of cash acquired of $6,489, over the fair value of the assets acquired and liabilities assumed, the revisions the
Company made as a result of subsequent information indicating a correction to a lower expected tax rate in Switzerland, and the final allocation
of the purchase price:

Preliminary Allocation
Category Allocation Revisions As Revised
Net Tangible Assets (including cash acquired) $ 9,657 $ $ 9,657
Developed Technology 43,500 43,500
In-Process Research and Development (IPR&D) 110,900 110,900
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598
(30,603)
(14,735)

$ 119,317
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4,591
(4,591)

598
(26,012)
(19,326)

$ 119,317
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The initial tax rate used to determine the amount of the deferred tax liability as of April 1, 2010 (the date of the Nitec acquisition) was the
statutory tax rate in Switzerland of 27.5%. This is comprised of the Swiss Federal and Cantonal tax rates. Upon gaining a better understanding of
the Swiss tax laws, it was later determined that the Company would receive a deduction on each of its Swiss Federal and Cantonal tax returns for
taxes paid to the other jurisdiction, which would lead to a lower overall effective tax rate from what was initially used. Accordingly, the deferred
tax liability was adjusted to reflect the appropriate effective tax rate.

The valuation of the developed technology acquired was based on management s estimates, information available at the time of the acquisition
and reasonable and supportable assumptions. The allocation was generally based on the Company s estimated fair value of the rights to payments
with respect to the Company s marketed product LODOTRA in Europe which were acquired in the acquisition of Nitec, determined using an
income approach under the discounted cash flow method. Significant assumptions used in valuing the developed technology included revenue
projections through 2026 based on existing partnerships in Europe and assumptions relating to pricing and reimbursement rates and market size
and market penetration rates, cost of goods sold based on current manufacturing experience, allocated general and administrative expense
without any sales and marketing expense as the product was fully out licensed in Europe, research and development expenses for clinical and
regulatory support for obtaining reimbursement approval in Europe through 2010, a 39.3% blended tax rate, a 100% probability of cash flows as
the product was already marketed in Europe, and a discount rate of 16%. The discount rate was selected based on a rate of return that reflects the
relative risk of the investment as well as the time value of money. Of the total purchase price, $43,500 was allocated to developed technology,
which was being amortized to cost of goods sold using a straight-line method over an initial estimated useful life of nine years. In connection
with the Company s fourth quarter 2010 review of acquired intangible assets, the Company determined the useful life of the developed
technology was twelve years after updating its expectations for market exclusivity based on data regarding intellectual property exclusivity in
the pharmaceutical industry. As of December 31, 2010, developed technology had decreased $3,510 to $39,990 due to $2,634 of amortization
expense, which was recorded in cost of goods sold, and $876 due to foreign exchange rate effects of the Euro to U.S. dollar translation. For the
nine months ended September 30, 2011, developed technology decreased by a net amount of $1,695 to $38,295 due to amortization expense of
$2,849 during the nine months ended September 30, 2011, partially offset by an increase of $1,154 related to foreign exchange rate effects of the
Euro to U.S. dollar translation,

The Company also recorded $110,900 for IPR&D related to the U.S. rights to LODOTRA, which were acquired as a result of the Company s
acquisition of Nitec. The value of acquired IPR&D was determined using an income approach. Significant assumptions used in valuing the
IPR&D included revenue projections from 2012 through 2026 based on management s experience with products in the same category and the
overall market size, cost of goods sold based on then-current manufacturing experience with the product in Europe, allocated general and
administrative expense and sales and marketing expense based on the Company s intention to market the product directly in the U.S., estimated
research and development expenses to complete submissions and approvals and for ongoing clinical and regulatory maintenance costs, a 39.3%
blended tax rate, management s estimated probability of cash flows based on similar products that have completed Phase 3 trials, and a discount
rate of 17%.

The IPR&D assets were initially recognized at fair value and will be classified as indefinite-lived assets until the successful completion or
abandonment of the associated research and development efforts. The IPR&D will not be amortized, as the development efforts related to
LODOTRA in the U.S. are ongoing. As of December 31, 2010, IPR&D had decreased $2,154 to $108,746 due to the foreign exchange rate
effects of the Euro to U.S. dollar translation. As of September 30, 2011, IPR&D had increased by $2,831 to $111,577 due to the foreign
exchange rate effects of the Euro to U.S. dollar translation.

After a preliminary assessment on April 1, 2010 (acquisition date) of (1) whether all of the assets acquired and liabilities assumed had been
identified and recognized and (2) the consideration transferred in the Nitec acquisition, the Company initially recognized a bargain purchase
gain, representing the amount by which the fair value of the identifiable net assets exceeded the purchase price, of approximately $14,735.

In accordance with its established accounting policies regarding review of intangible assets, in the fourth quarter of 2010 the Company
performed its initial annual impairment test for [IPR&D acquired in the Nitec acquisition and considered whether a triggering event had occurred
which would necessitate performing an impairment test relating to its long-lived assets, primarily developed technology. As a result, the
Company determined there was no impairment in the carrying amounts of the assets acquired. The Company s review of the intangible assets in
the fourth quarter of 2010 also indicated that the useful lives of the assets were longer than originally believed, based on information the
Company received subsequent to the acquisition date regarding average market exclusivity periods for similarly situated assets. This information
summarized actual litigation outcome data from 2003-2009
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in cases involving generic challenges to branded drugs. The information showed that makers of branded drugs won a larger percentage of cases
than generic drug challenges, which supported a longer period of exclusivity for branded drugs and for branded drugs with issued patents, than
what we originally assumed in our projections leading us to increase the useful lives of our acquired assets. As a result, the Company
incorporated the longer utilization period of those assets into the cash flow analysis used in its impairment test. Also in the fourth quarter of
2010, the Company revised the value of its deferred tax liabilities to reflect the appropriate effective tax rate in Switzerland, which resulted in
the reduction in the original amount of deferred tax liabilities recorded in connection with the acquired intangible assets. This correction to its
expected effective tax rate in Switzerland resulted in a net decrease in the initial amount of deferred tax liabilities of $4,591 to a revised amount
of $26,012, and a net increase of $4,591 to the bargain purchase gain the Company had originally recorded, to $19,326.

Unaudited pro forma results

Unaudited pro forma financial information is presented below as if the acquisition of Nitec occurred at the beginning of fiscal year 2010. The

pro forma information presented below does not purport to present what the actual results would have been achieved had the acquisition in fact
occurred at the beginning of fiscal 2010, nor does the information project results for any future period. Further, the pro forma results exclude any
benefits that may result from the acquisition due to synergies that were derived from the elimination of any duplicative costs. In addition, the
consolidated results of Nitec were adjusted to reflect reclassifications and certain adjustments to conform with the Company s presentation under
GAAP (in thousands, except per share data).

Pro Forma Results

Nine Months Ended
September 30, 2010
As restated
Pro forma revenues $ 2,799
Pro forma loss from operations (40,890)
Pro forma net loss (24,798)
Pro forma net loss per share basic and diluted $ (20.53)

5. Fair Value Measurements

The following tables set forth the Company s financial instruments that were measured at fair value on a recurring basis by level within the fair
value hierarchy. Assets and liabilities measured at fair value are classified in their entirety based on the lowest level of input that is significant to
the fair value measurement. The Company s assessment of the significance of a particular input to the fair value measurement in its entirety
requires management to make judgments and considers factors specific to the asset or liability. The standard describes three levels of inputs that
may be used to measure fair value:

Level 1 Observable inputs such as quoted prices in active markets for identical assets or liabilities.

Level 2 Observable inputs other than Level 1 prices such as quoted prices for similar assets or liabilities, quoted prices in markets that are not
active, or other inputs that are observable or can be corroborated by observable market data for substantially the full term of the assets or
liabilities.

Level 3 Unobservable inputs that are supported by little or no market activity and that are significant to the fair value of the assets or liabilities.

The Company utilizes the market approach to measure fair value for its money market funds. The market approach uses prices and other relevant
information generated by market transactions involving identical or comparable assets or liabilities.

The following table sets forth the Company s financial assets and liabilities at fair value on a recurring basis as of September 30, 2011 and
December 31, 2010 (in thousands):

$31,016 $31,016 $31,016 $31,016
September 30, 2011
Level 1 Level 2 Level 3 Total
Assets
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$ 31,016 $ $

$31,016 $31,016 $31,016
December 31, 2010
Level 1 Level 2 Level 3

$ 1425 $ $

15

$ 31,016

$

$31,016

Total

1,425
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6. Balance Sheet Components
Inventory

Inventory consisted of the following (in thousands):

Raw materials
Work in process
Finished goods

Prepaid Expenses and Other Current Assets

Prepaid expenses and other current assets consisted of the following (in thousands):

Deferred cost of goods sold

Prepaid product study

Other receivables

Prepaid insurance

Prepaid FDA product and manufacturing fees
Other prepaid expenses

Other current assets

Property and Equipment, Net

Property and equipment, net consisted of the following (in thousands):

Machinery and equipment
Furniture and fixtures
Computer equipment
Software

Trade show equipment
Leasehold improvements

Less: Accumulated depreciation

Table of Contents

September 30,
2011

$ 130
748
252

$ 1,130

September 30,
2011

$
816
198
178
164
164
93

$ 1,613

September 30,
2011

$ 1,697
87

626

287

228

28

2,953
(619)

$ 2,334

December 31,
2010
$ 134
172
$ 306
December 31,
2010
$ 626
77
122
78
$ 903

December 31,
2010

$ 1,661
86

255

179

228

13

2,422
(315)

$ 2,107
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Depreciation expense for the three months ended September 30, 2011 and 2010 was $98 and $55, respectively. Depreciation expense for the
nine months ended September 30, 2011 and 2010 was $308 and $80, respectively.
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Accrued Expenses

Accrued expenses consisted of the following (in thousands):

September 30, 2011 December 31, 2010

Payroll related expenses $ 2,395 $ 1,803
Clinical and regulatory expenses 448 921
Contract manufacturing services 264 874
Professional services 774 1,290
Consulting services 203 151
Promotional materials 925
Sales and marketing expenses 291 445
Accrued rebates and royalties 645 441
Interest expense 163 525
Taxes and licenses 91 122
Other 235 161

$ 6,434 $ 6,733

7. Intangible Assets

The Company s developed technology, an identifiable intangible asset, was acquired in connection with the acquisition of Nitec (see Note 4). Of
the total purchase price, $43,500 has been allocated to developed technology, which is being amortized to cost of goods sold using a straight-line
method over an estimated useful life of twelve years. As of December 31, 2010, developed technology had decreased $3,510 to $39,990 due to
$2,634 of amortization expense, which the Company recorded in cost of goods sold, and $876 due to foreign exchange rate effects of the Euro to
U.S. dollar translation. For the nine months ended September 30, 2011, developed technology decreased by a net amount of $1,695 to $38,295
due to amortization expense of $2,849 during the nine months ended September 30, 2011, partially offset by an increase of $1,154 related to
foreign exchange rate effects of the Euro to U.S. dollar translation.

As of September 30, 2011 the total expected future amortization related to the developed technology, with no allowance for future potential
foreign exchange rate effects, was as follows (in thousands):

2011 (October to December) $ 798
2012 3,191
2013 3,191
2014 3,191
2015 and beyond 27,924

$ 38,295

The Company has also recorded $110,900 for IPR&D related to the U.S. rights to LODOTRA, which were acquired as a result of the Company s
acquisition of Nitec. The IPR&D assets were initially classified as indefinite-lived assets and will continue to be so classified until the successful
completion or abandonment of the associated research and development efforts. As of December 31, 2010, IPR&D had decreased $2,154 to
$108,746 due to foreign exchange rate effects of the Euro to U.S. dollar translation. As of September 30, 2011, IPR&D had increased by $2,831
to $111,577 due to foreign exchange rate effects of the Euro to U.S. dollar translation.

8. Commitments and Contingencies

Lease Obligations
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In April 2009, the Company entered into a sublease agreement for its corporate headquarters in Northbrook, Illinois at a rate of $15 per month,
expiring in April 2010. In January 2010, the Company exercised an option to extend the lease for an additional 20 months through December 31,
2011, at a monthly rent of $15 for the first 12 months of the renewal period and $16 per month for the last eight months of the renewal period.
As of October 17, 2011, the Company has relocated its corporate headquarters to Deerfield, Illinois.

In September 2011, the Company entered into an office lease agreement for approximately 21,000 square feet of office space in Deerfield,
Illinois, which was effective August 31, 2011. The initial term of the lease commences on December 1, 2011 and expires on June 30, 2018. The
minimum rent will initially be approximately $30 per month during the first year and will increase each year during the initial term, up to
approximately $35 per month after the sixth year. The Company has the option to extend the lease for an additional five-year term, which would
commence upon the expiration of the initial term.
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The Company also leases its offices in Reinach, Switzerland and in Mannheim, Germany. The Reinach office lease rate is $7 (6 CHF) per
month, expiring on May 31, 2015. The Mannheim office lease rate is approximately $11 (8 Euros) per month through December 31, 2011 and
approximately $7 (5 Euros) per month through December 31, 2012, the expiration of the lease. Additionally the Company leases several
company cars for its Reinach and Mannheim offices. All of these lease contracts expire no later than July 2013.

The Company recognizes rent expense on a monthly basis over the lease term based on a straight-line method. Rent expense was $114 and $98
for the three months ended September 30, 2011 and 2010, respectively, and $314 and $251 for the nine months ended September 30, 2011 and
2010, respectively.

The aggregate future minimum lease payments under noncancelable operating leases as of September 30, 2011 were as follows (in thousands):

2011 (October to December) $ 143
2012 513
2013 472
2014 464
2015 424
2016 and beyond 1,016

$3,032

Purchase Commitments

In August 2007, the Company entered into a manufacturing and supply agreement with Jagotec AG. Under the agreement, Jagotec or its
affiliates are required to manufacture and supply LODOTRA exclusively to the Company in bulk. The Company committed to a minimum
purchase of LODOTRA tablets from Jagotec for five years from the date of first launch of LODOTRA in a major country, as defined in the
agreement, which was in April 2009. As of September 30, 2011, the minimum remaining purchase commitment was $3,750 based on tablet
pricing in effect under the agreement as of September 30, 2011.

In November 2009, the Company entered into an agreement for $1,350 for engineering studies, installation qualification of equipment,
validation batches and stability studies in connection with the manufacturing of DUEXIS. As of December 31, 2010, the Company recorded
research and development expenses of $1,237 for milestones achieved under this agreement. Remaining total payments for stability studies of
$113 are due over six years, of which $83 was due as of September 30, 2011.

Royalty Agreement

In connection with the August 2004 development and license agreement with SkyePharma AG ( SkyePharma ) and Jagotec AG, a wholly-owned
subsidiary of SkyePharma, regarding certain proprietary technology and know-how owned by SkyePharma, Jagotec is entitled to receive a single
digit percentage royalty on net sales of LODOTRA and on any sub-licensing income, which includes any payments not calculated based on the
net sales of LODOTRA, such as license fees, and lump sum and milestone payments. Royalty expense recognized in cost of goods sold during

the three months ended September 30, 2011 and 2010 was $101 and $69, respectively, and $356 and $255 for the nine months ended

September 30, 2011 and 2010, respectively.

Contingencies

The Company is subject to claims and assessments from time to time in the ordinary course of business. The Company s management does not
believe that any such matters, individually or in the aggregate, will have a material adverse effect on the Company s business, financial condition,
results of operations or cash flows.

Indemnification

In the normal course of business, the Company enters into contracts and agreements that contain a variety of representations and warranties and
provide for general indemnifications. The Company s exposure under these agreements is unknown because it involves claims that may be made
against the Company in the future, but have not yet been made. To date, the Company has not paid any claims or been required to defend any

Table of Contents 32



Edgar Filing: HORIZON PHARMA, INC. - Form 10-Q

action related to its indemnification obligations. However, the Company may record charges in the future as a result of these indemnification
obligations.

In accordance with its amended and restated certificate of incorporation and amended and restated bylaws, the Company has indemnification
obligations to its officers and directors for certain events or occurrences, subject to certain limits, while they are serving at the Company s request
in such capacity. Additionally, the Company has entered, and intends to continue to enter, into separate indemnification agreements with its
directors and executive officers. These agreements, among other things, require the Company to indemnify its directors and executive officers

for certain expenses, including attorneys fees, judgments, fines and settlement amounts incurred by a director or executive officer in any action
or proceeding arising out of their services as one of the
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Company s directors or executive officers, or any of the Company s subsidiaries or any other company or enterprise to which the person provides
services at the Company s request. There have been no claims to date and the Company has a director and officer insurance policy that enables it
to recover a portion of any amounts paid for future potential claims.

9. Convertible Promissory Notes

In July 2010, the Company issued $10,000 of subordinated convertible promissory notes (the 2010 Notes ), in January 2011 the Company issued
an additional $5,030 of subordinated convertible promissory notes (the January 2011 Notes ) and in April 2011, the Company issued an
additional $1,735 of subordinated convertible promissory notes (the April 2011 Notes ), each in private placements to certain of its existing
investors in accordance with the Series B Preferred Stock and Convertible Note Purchase Agreement dated April 1, 2010, as amended by the
First Amendment, Second Amendment and Third Amendment to Series B Preferred Stock and Convertible Note Purchase Agreement. The
subordinated convertible promissory notes are considered hybrid instruments, which consist of a debt host instrument together with a conversion
feature, thus giving the holder of a subordinated convertible note an option to convert into an equity instrument providing the holder a residual
interest in the Company. Each holder of a subordinated convertible promissory note also has the option to present its subordinated convertible
promissory note to the Company and demand payment under the terms of the note after a certain date (defined as the maturity date) or upon the
occurrence of certain events such as the failure of the Company to make a payment on the note when due, bankruptcy or certain other liquidation
events. The terms of the subordinated convertible promissory notes require that the conversion price be adjusted (reduced) upon occurrence of
certain events (for example, upon issuance of convertible preferred stock at a price less than the conversion price of the outstanding preferred
stock series, or upon an IPO). The Company concluded that the subordinated convertible promissory notes would be accounted for as a typical
debt instrument with related interest expense recorded in the Company s consolidated statement of operations. If the contingency is met and the
conversion feature is considered beneficial in a future accounting period, an additional cost of financing charge would be recorded for the
beneficial conversion feature in the Company s consolidated statement of operations at that time. The 2010 Notes, January 2011 Notes and April
2011 Notes, including accrued interest, could have converted into shares of the Company s Series B preferred stock prior to the closing of the
Company s IPO or the Company s common stock in connection with its IPO at the lesser of the price offered to the public in the IPO or $18.92
per share. The 2010 Notes, January 2011 Notes and April 2011 Notes bear interest at a fixed rate of 10% per annum and mature on July 12,
2011, January 7, 2012 and April 25, 2012, respectively, if not converted earlier. As of December 31, 2010 and September 30, 2011 $471 and
$919, respectively, of interest expense was recorded in connection with the 2010 Notes, January 2011 Notes and April 2011 Notes. Upon the
closing of the Company s IPO on August 2, 2011, the 2010 Notes, January 2011 Notes, April 2011 Notes, and accrued interest thereon, were
converted into an aggregate of 2,017,242 shares of common stock which was based on the IPO price of $9.00 per share. The conversion of the
notes did not trigger a contingency and an additional financing charge was not recognized during the three and nine months ended September 30,
2011.

10. Notes Payable

On April 1, 2010, in connection with the Transactions, the Company, Horizon Pharma USA, and Horizon Pharma AG entered into a new Loan
and Security Agreement (the Kreos-SVB Facility ) with two financial institutions allowing for borrowings of up to $12,000 at a 12.9% interest
rate. The first loan of $7,000 was advanced on April 1, 2010, with 36 remaining equal monthly payments of $233 for principal and interest. The
Kreos-SVB Facility is secured by a lien on substantially all of the assets, including intellectual property. The Company issued warrants to
purchase 150,602 shares of Series B convertible preferred stock at an exercise price of $0.01 per share (Note 11). On September 3, 2010, the
second loan for $5,000 was advanced with 36 equal monthly payments of $166 of principal and interest. In June 2011, in connection with the
Oxford Facility described below, the Company repaid all $8,455 due under the Kreos-SVB Facility (including principal and interest), which
included $7,842 of principal, $443 of interest and $170 of loan fees.

Also in connection with the Transactions, Horizon Pharma AG renegotiated the payment terms of an existing 7,500 Euro debt facility (the Kreos
Facility ). The Company was required to pay interest amounting to 50 Euros per calendar month, beginning May 2010 through December 2010.
Thereafter, the Company is required to pay 35 equal monthly payments of 184 Euros, consisting of principal and interest. The Kreos Facility is
secured by a lien on all of Horizon Pharma AG s trade receivables and intellectual property. Furthermore, the lender s warrant to purchase up to
37,244 shares of Nitec capital stock was cancelled and exchanged for a warrant to purchase up to 118,496 shares of the Company s Series A
convertible preferred stock at an exercise price of $0.01 per share (Note 11). In June 2011, in connection with the Oxford Facility described
below, the Company paid Kreos $1,450 (1,000 Euros) in exchange for Kreos consent to a partial assignment of the Kreos Facility to Horizon
Pharma, Inc. As a result, Horizon Pharma, Inc. is now a co-lender with Kreos to Horizon Pharma AG. The Company also issued a warrant to
Kreos to purchase an aggregate of 100,000 shares of its Series B convertible preferred stock with an exercise price of $0.01 per share, which will
expire on June 2, 2021, unless earlier terminated as a result of certain acquisitions or changes in control, in exchange for Kreos consent to enter
into the Oxford Facility.
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As a result of the extinguishment of the Kreos-SVB Facility and the partial pay down of the Kreos Facility, the Company incurred a total of
$1,929 of extinguishment loss from the write-off of remaining debt discount, prepayment penalty interest and loan fees. The loss on the
extinguishment of debt is included in interest expense in the consolidated statement of operations for the nine months ended September 30,
2011.

In June 2011, the Company entered into a new debt facility with Oxford Finance LLC ( Oxford ) and Silicon Valley Bank ( SVB ), and borrowed
the full $17,000 available under this facility (the Oxford Facility ). The debt under the Oxford Facility accrues interest at a fixed rate of

11.5% per annum, with interest only payments through June 1, 2012 followed by 36 equal monthly installments of principal and interest. The
Oxford Facility is secured by a lien on substantially all of the Company s assets and those of Horizon Pharma USA, including intellectual
property, but excluding the shares of Horizon Pharma AG. If the Company generates an annualized revenue run rate of at least $45,000 over
three consecutive months from DUEXIS product sales, the lien on the assets may be released with the consent of the lenders, provided the
Company is not in default under the Oxford Facility. With the loan proceeds, the Company repaid all $8,455 due under the Kreos-SVB Facility
(including principal and interest). The Company also paid Kreos the $1,450 (1,000 Euros), described above. The remaining loan proceeds of
$6,880, net of $215 of loan fees, are being used to fund the Company s operations. In connection with the Oxford Facility, the Company issued
warrants to Oxford and SVB to initially purchase an aggregate of 80,007 shares of its Series B convertible preferred stock which became
warrants to purchase an aggregate of 70,833 shares of common stock upon the completion of the Company s IPO. The warrants have a per share
exercise price of $9.00.

The Kreos Facility and Oxford Facility restrict the Company s ability to incur additional indebtedness, incur liens, pay dividends and engage in
significant business transactions, such as a change of control, so long as the Company owes any amounts to the lenders under the related loan
agreement. If the Company defaults under its debt facility, the lenders may accelerate all of the Company s repayment obligations and take
control of the Company s pledged assets. The lenders could declare a default under the Company s debt facility upon the occurrence of any event
that the lenders interpret as having a material adverse effect upon the Company as defined under the loan agreement, thereby requiring the
Company to repay the loan immediately or to attempt to reverse the lenders declaration through negotiation or litigation.

The future minimum payments under both the outstanding Kreos Facility and the Oxford Facility as of September 30, 2011 were as follows (in
thousands):

2011 (October to December) $ 894
2012 6,772
2013 8,782
2014 6,727
2015 3,710

26,885
Less: Amount representing interest 6,495

20,390
Less: Unamortized discount 537

19,853
Less: Current portion 2,386
Long-term portion $ 17,467

11. Stockholders Equity
Convertible Preferred Stock

Upon the closing of the Company s IPO on August 2, 2011, outstanding shares of convertible preferred stock, which are shown in the table below
(dollars in thousands, except issue price) were automatically converted into an aggregate of 10,514,431 shares of common stock. The Company
had reserved sufficient shares of common stock for issuance upon conversion of the convertible preferred stock.
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Original
Issue Shares Shares Carrying
Date Issued Price Authorized Outstanding Amount
April 2010  $ 6.993 23,200,000 22,451,300  $ 176,708
April 2010 7.968 5,750,000 2,510,040 19,844

28,950,000 24,961,340  $ 196,552
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Convertible Preferred Stock Warrants

The following unexercised convertible preferred stock warrants were outstanding prior to the IPO and classified as permanent equity.

Exercise Number of

Underlying Stock Price Shares
Series A convertible preferred $10.692 62,176
Series A convertible preferred $ 5.201 490,290
Series A convertible preferred $ 0.010 118,496
Series B convertible preferred $ 0.010 250,602
Series B convertible preferred $ 7.968 80,007
1,001,571

Upon the closing of the Company s IPO on August 2, 2011, the convertible preferred stock warrants were converted into warrants to purchase an
aggregate of 459,003 shares of common stock as follows.

Exercise Number of

Underlying Stock Price Shares
Common stock $ 25.39 26,189
Common stock $ 12.35 206,506
Common stock $ 0.03 155,474
Common stock $ 9.00 70,834
459,003

On April 1, 2010, in connection with the recapitalization of Horizon Therapeutics, Inc., Series C and Series D convertible preferred stock
warrants were converted on a 1:1.33 and 1:1 basis, respectively, into Series A convertible preferred stock warrants.

On April 1, 2010, in connection with the Kreos-SVB Facility, the Company issued warrants to purchase an aggregate of 150,602 shares of Series
B convertible preferred stock. Also in connection with Kreos Facility and the Nitec acquisition, the lender s warrant to purchase up to 37,244
shares of Nitec capital stock was cancelled and exchanged for a warrant to purchase up to 118,496 shares of the Company s Series A convertible
preferred stock in connection with the Nitec acquisition. Both the Series A and B warrants have an exercise price of $0.01 per share and expire
on April 1, 2020 unless terminated earlier as a result of certain reorganizations or changes in control. The fair value of warrants was recorded as
a debt issuance cost and was being amortized to interest expense over the term of the loans. As a result of the debt extinguishment described in
Note 10, the Company wrote off of the remaining debt issuance cost of $567. The initial fair value of the Kreos-SVB Facility and the Kreos
Facility warrants was estimated at an aggregate value of $1,200 and $936, respectively, using the Black-Scholes option pricing model with the
following assumptions at the date of issuance: expected volatility of 56%, risk-free interest rate of 4.19%, contractual term of 10 years and
dividend yield of 0%. The warrants are classified as permanent equity.

In connection with the Oxford Facility, the Company issued warrants to Oxford and SVB to initially purchase an aggregate of 80,007 shares of
its Series B convertible preferred stock which became warrants to purchase an aggregate of 70,833 shares of common stock upon completion of
the Company s IPO. The warrants have a per share exercise price of $9.00. The warrants will expire on June 2, 2021 unless terminated earlier as
a result of certain reorganizations or changes in control as set forth in the warrants. The fair value of the warrants was recorded as a debt
issuance cost and is being amortized to interest expense over the term of the loan. The initial fair value of the Oxford Facility warrants was
estimated at an aggregate value of $443, using the Black-Scholes option pricing model with the following assumptions at the date of issuance:
expected volatility of 64%, risk-free interest rate of 3.04%, contractual term of 10 years and dividend yield of 0%. The warrants are classified as
permanent equity.

The Company also issued a warrant to Kreos to purchase an aggregate of 100,000 shares of its Series B convertible preferred stock with an
exercise price of $0.01 per share, which will expire on June 2, 2021, unless earlier terminated as a result of certain acquisitions or changes in
control, in exchange for Kreos consent to enter into the Oxford Facility. The initial fair value of the warrant was estimated at an aggregate value
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of $681, using the Black-Scholes option pricing model with the following assumptions at the date of issuance: expected volatility of 64%,
risk-free interest rate of 3.04%, contractual term of 10 years and dividend yield of 0%.

Interest expense related to the amortization of debt discount during the three months ended September 30, 2011 and 2010, was $58 and $243,
respectively and during the nine months ended September 30, 2011 and 2010 was $430 and $578, respectively.
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Common Stock

On August 2, 2011, the Company closed its IPO of 5,500,000 shares of common stock at an offering price of $9.00 per share, resulting in net
proceeds to the Company of approximately $41,885, after deducting underwriting discounts of $3,465 and offering costs of $4,150. Upon the
closing of the IPO, the Company s outstanding shares of convertible preferred stock were automatically converted into an aggregate of
10,514,431 shares of common stock, the outstanding convertible preferred stock warrants were automatically converted into common stock
warrants to purchase an aggregate of 459,003 shares of common stock and the outstanding subordinated convertible promissory notes were
automatically converted into 2,017,242 shares of common stock.

Each share of common stock has the right to one vote. The holders of common stock are also entitled to receive dividends whenever funds are
legally available and when declared by the Board of Directors, subject to the prior rights of holders of all classes of stock outstanding having
priority rights as to dividends. No dividends have been declared by the Board from inception through September 30, 2011. As of September 30,
2011, the Company was authorized to issue a total of 200,000,000 shares of $0.0001 par value common stock.

12. Employee Equity Incentive Plans
Stock-Based Compensation Plans

In October 2005, the Company adopted the 2005 Stock Plan (the 2005 Plan ). The 2005 Plan provides for the granting of stock options to
employees, consultants and advisors of the Company. Options granted under the 2005 Plan may be either incentive stock options ( ISO ) or
nonqualified stock options ( NSO ). Upon the signing of the underwriting agreement related to the Company s IPO, on July 28, 2011, no further
option grants were made under the 2005 Plan. As of July 28, 2011, the 460,842 shares of common stock reserved for future issuance and the
1,304,713 shares of common stock reserved for future issuance upon the exercise of options outstanding under the 2005 Plan were transferred to
the 2011 Equity Incentive Plan (the 2011 Plan ), as described below. All stock options granted under the 2005 Plan prior to the offering continue
to be governed by the terms of the 2005 Plan.

In July 2010, the Company s Board of Directors adopted the 2011 Plan and in June 2011, the Company s stockholders approved the 2011 Plan,
and it became effective upon the signing of the underwriting agreement related to the Company s IPO, on July 28, 2011. The 2011 Plan has an
initial reserve of 3,366,228 shares of common stock, including 460,842 shares of common stock previously reserved for future issuance under
the 2005 Plan, 1,304,713 shares of common stock reserved for future issuance upon the exercise of options outstanding under the 2005 Plan as
of the 2011 Plan s effective date and 1,600,673 new shares of common stock reserved. The 2011 Plan provides that an additional number of
shares will automatically be added annually to the shares authorized for issuance on January 1, from 2012 until 2021. The number of shares
added each year will be equal to the least of: (a) 5% of the total number of shares of common stock outstanding on December 31 of the
preceding calendar year; (b) 1,474,304 shares of common stock; or (c) a number of shares of common stock that may be determined each year
by the board of directors that is less than (a) and (b). As of September 30, 2011, the Company had reserved 1,768,794 shares of common stock
for issuance under the 2011 Plan. Under the 2011 Plan, the board of directors, or a committee of the board of directors, may grant incentive and
nonqualified stock options, stock appreciation rights, restricted stock units, or restricted stock awards to employees, directors and consultants to
the Company or any subsidiary of the Company. Under the terms of the 2011 Plan, the exercise price of stock options may not be less than 100%
of the fair market value on the date of grant and their term may not exceed ten years.

The following summarizes the activities under the 2005 Plan and the 2011 Plan for the nine months ended September 30, 2011:

Options Outstanding

Weighted
Shares Average Aggregate
Available Number Exercise Intrinsic
for Grant of Shares Price Value
(in thousands)
December 31, 2010 422,861 1,348,421 $ 14.02 $ 7,433
Options authorized 1,600,673
Options granted (381,740) 381,740 $ 757
Options exercised (6,400) $ 7.05
Options cancelled 44,000 (44,000) $ 16.59

Table of Contents 40



Edgar Filing: HORIZON PHARMA, INC. - Form 10-Q

September 30, 2011 1,685,794 1,679,761

Options vested and expected to vest at September 30, 2011 1,660,863

Options vested at September 30, 2011 914,411
22
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Employee Stock Purchase Plan

In July 2010, the Company s Board of Directors adopted the Employee Stock Purchase Plan (the 2011 Purchase Plan ) and in June 2011, the
Company s stockholders approved the 2011 Purchase Plan, and it became effective upon the signing of the underwriting agreement related to the
Company s IPO in July 2011. The Company reserved a total of 463,352 shares of common stock for issuance under the 2011 Purchase Plan. The
2011 Purchase Plan provides that an additional number of shares will automatically be added annually to the shares authorized for issuance

under the 2011 Purchase Plan on January 1, from 2012 until 2021. The number of shares added each year will be equal to the least of: (a) 4% of
the total number of shares of common stock outstanding on December 31 of the preceding calendar year; (b) 1,053,074 shares of common stock;
or (c) a number of shares of common stock that may be determined each year by the board of directors that is less than (a) and (b). Subject to
certain limitations, the Company s employees may elect to have 1% to 15% of their compensation withheld through payroll deductions to
purchase shares of common stock under the 2011 Purchase Plan. Employees purchase shares of common stock at a price per share equal to 85%
of the lower of the fair market value at the start or end of the six-month offering period.

Stock-Based Compensation Associated with Awards to Employees

During the three months ended September 30, 2011 and 2010, the Company granted stock options to purchase an aggregate of 354,600 and
20,796 shares of common stock, respectively, to employees with a weighted average grant date fair value of $7.48 and $16.98, respectively.
During the nine months ended September 30, 2011 and 2010, the Company granted stock options to purchase an aggregate of 355,653 and
1,005,944 shares of common stock, respectively, to employees with a weighted average grant date fair value of $7.51 and $15.38, respectively.

The total fair value of options granted to employees that vested during the three months ended September 30, 2011 and 2010 was $540 and
$369, respectively, and during the nine months ended September 30, 2011 and 2010 was $2,087 and $1,350, respectively.

As of September 30, 2011, the unrecognized stock-based compensation expense related to employee stock options expected to vest was $6,590
and will be recognized over an estimated weighted average amortization period of 3.0 years.

The fair value of each option grant was estimated on the date of grant using the following assumptions:

Three Months
Ended Nine Months Ended
September 30, September 30,
2011 2010 2011 2010
Expected volatility 86% 79% 86% 80%
Risk-free interest rate 1.20% 2.10% 1.20% 2.30%
Expected term (in years) 6.02 6.25 6.02 5.03
Expected dividends 0% 0% 0% 0%

Risk-Free Interest Rate

The Company determined the risk-free interest rate by using a weighted average assumption equivalent to the expected term based on the U.S.
Treasury constant maturity rate as of the date of grant.

Expected Volatility

The Company used an average historical stock price volatility of comparable companies to be representative of future stock price volatility, as
the Company did not have sufficient trading history for its common stock.

Expected Term

Given the Company s limited historical exercise behavior, the expected term of options granted was determined using the simplified method
since the Company does not have sufficient historical exercise data to provide a reasonable basis upon which to estimate the expected term.
Under this approach, the expected term is presumed to be the average of the vesting term and the contractual life of the option.

Expected Dividends
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The Company has never paid dividends and does not anticipate paying any dividends in the near future.
Forfeitures

As stock-based compensation expense recognized in the consolidated statements of operations is based on awards ultimately expected to vest, it
has been reduced for estimated forfeitures based on actual forfeiture experience, analysis of employee turnover and other factors. 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.
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Stock-based compensation expense related to options granted to employees was allocated to the following line items in the condensed
consolidated statement of operations (in thousands):

Three Months Nine Months
Ended Ended
September 30, September 30,
2011 2010 2011 2010

As restated
Research and development $177 $317 $ 562 $ 566
Sales and marketing 91 36 173 60
General and administrative 329 316 984 1,073

$597 $ 669 $1,719 $ 1,699

No income tax benefit has been recognized relating to stock-based compensation expense and no tax benefits have been realized from exercised
stock options, due to the Company s net loss position.

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. The
Company 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
the stock options granted is calculated at each reporting date using the Black-Scholes option pricing model using the following assumptions:

September 30,
2011
Expected volatility 86%
Risk-free interest rate 1.4%
Contractual life (in years) 10.0
Expected dividends 0%

Stock-based compensation expense will fluctuate as the fair value of the common stock fluctuates. Stock-based compensation expense charged
to operations for options granted to non-employees for the three months ended September 30, 2011 and 2010 was $4 and $275, respectively, and
for the nine months ended September 30, 2011 and 2010 was $108 and $335, respectively.

During the three months ended September 30, 2011, the Company granted options to purchase an aggregate of 23,560 shares of common stock

to non-employees with a weighted average grant date fair value of $7.48. During the three months ended September 30, 2010, the Company did
not grant options to non-employees. During the nine months ended September 30, 2011 and 2010, the Company granted options to purchase an
aggregate of 26,087 and 42,223 shares of common stock, respectively, to non-employees with a weighted average grant date fair value of $8.42
and $11.05, respectively.

13. Related Party Transactions

The Company has entered into consulting agreements with three stockholders, two of whom previously served as directors of Horizon Pharma
USA. Two of the consulting agreements have terminated as of September 30, 2011. For the three months ended September 30, 2011 and 2010,
the Company paid $173 and $293, respectively, in consulting fees to the related parties. For the nine months ended September 30, 2011 and
2010, the Company paid $573 and $719, respectively, in consulting fees to the related parties.

14. Distribution Agreements

Merck Serono
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In December 2006 and March 2009, the Company entered into transfer, license and supply agreements with Merck Serono GmbH ( Merck
Serono ) and Merck GesmbH, an affiliate of Merck Serono, for the commercialization of LODOTRA in Germany and Austria, respectively. The
agreement covering Germany was amended in December 2008 to allow co-promotion of LODOTRA in Germany. Under the agreements, the
Company granted Merck Serono and Merck GesmbH exclusive distribution and marketing rights pertaining to LODOTRA for Germany and
Austria, respectively, and an exclusive license to use the trademark for LODOTRA in Germany and Austria. Merck Serono agreed to purchase
LODOTRA commercial product exclusively from the Company. The Company supplies LODOTRA to Merck Serono at the price which is the
higher of (1) a percentage of the list price of LODOTRA to final purchasers of LODOTRA from Merck Serono (excluding any discounts) and
(2) the costs incurred for the production and delivery of LODOTRA to a Merck Serono supply depot,
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plus a profit mark-up. Subject to early termination, the terms of the agreements are 10 years from the launch of LODOTRA in Germany and
Austria, as applicable. Thereafter, the agreements automatically renew until terminated by either party by giving specified prior written notice to
the other party. Either party may also terminate either agreement in the event of a bankruptcy of the other party, certain events beyond the parties
control that impair performance under the agreements, or upon material uncured breach by the other party.

The transfer, license and supply agreements related to Germany and Austria were assigned to Mundipharma from Merck Serono in April 2011
and September 2011, respectively, with the Company s consent. In addition, the German agreement was extended from 10 years to 15 years from
the launch of LODOTRA.

Mundipharma

In March 2009, the Company entered into a distribution agreement with Mundipharma for the commercialization of LODOTRA in Europe,
excluding Germany and Austria, and a manufacturing and supply agreement with Mundipharma Medical. The distribution agreement provides
for an upfront payment less than ten million Euros, all of which has been paid by Mundipharma, and aggregate potential milestone payments in
the tens of millions of Euros, of which approximately 37% has been earned by the Company and paid by Mundipharma. Under the distribution
agreement, the Company granted Mundipharma the exclusive distribution and marketing rights pertaining to LODOTRA for: Albania, Belgium,
Bosnia-Herzegovina, Bulgaria, Croatia, Cyprus, Czech Republic, Denmark, Estonia, Finland, France, Greece, Hungary, Iceland, Ireland, Israel,
Italy, Latvia, Liechtenstein, Lithuania, Luxembourg, Macedonia, Malta, Montenegro, Netherlands, Norway, Poland, Portugal, Romania, Serbia,
former Soviet Union countries, Slovakia, Slovenia, Spain, Sweden, Switzerland, Turkey and the United Kingdom.

Under the manufacturing and supply agreement, Mundipharma Medical agreed to purchase LODOTRA exclusively from the Company. The
Company supplies finished packages of LODOTRA to Mundipharma Medical at the price which is a specified percentage of the average net
selling price for sales in a given country. Subject to early termination, the terms of both agreements extend to March 2024. Thereafter, the
agreements automatically renew until terminated by either party giving specified prior written notice to other party. Either party may also
terminate either of the agreements in the event of a bankruptcy of the other party or upon an uncured material breach by the other party. In
addition, Mundipharma has the right to terminate the distribution agreement in the event of material risk of personal injury to third parties or
immediately by written notice with respect to any country if the market authorization for LODOTRA is cancelled in such country.

In November 2010, the Company entered into a second distribution agreement with Mundipharma for the commercialization of LODOTRA in
several Asian and other countries and a second manufacturing and supply agreement with Mundipharma Medical. Under the distribution
agreement, the Company was entitled to an upfront payment of less than five million dollars, all of which has been paid by Mundipharma, and is
eligible to receive aggregate potential milestone payments of less than five million dollars, of which none had been received as of December 31,
2010. The Company has deferred recognition of the entire upfront payment and will begin recognizing revenue associated with its payment upon
the first commercial sale of LODOTRA in the applicable territory.

Under the second distribution agreement, the Company granted Mundipharma the exclusive distribution and marketing rights pertaining to
LODOTRA for: Australia, China, Hong Kong, Indonesia, Korea, Malaysia, New Zealand, the Philippines, Singapore, South Africa, Taiwan,
Thailand and Vietnam. In addition, Mundipharma will be responsible for obtaining regulatory approvals in these countries. The Company also
granted to Mundipharma an exclusive license to use its trademark for LODOTRA in these countries, and Mundipharma is allowed to
commercialize LODOTRA under the LODOTRA trademark. Mundipharma is obligated to use commercially reasonable efforts to obtain
regulatory approval for and market LODOTRA and is prohibited from launching other oral corticosteroids in these countries during the term of
the distribution agreement. If Mundipharma does not meet specified minimum volume targets, which range from thousands of Euros to millions
of Euros on a country by country basis, over specified periods of time, the marketing rights granted under the distribution agreement will
become nonexclusive with respect to the applicable country unless Mundipharma pays the Company the shortfall.

Under the second manufacturing and supply agreement, Mundipharma Medical agreed to purchase LODOTRA exclusively from the Company
with respect to the territory. The Company supplies bulk product of LODOTRA to Mundipharma Medical at an adjustable price per tablet and
Mundipharma is responsible for final packaging and distribution in the territory.

Subject to early termination, the terms of both of the November 2010 agreements are 15 years from the first product launch on a
country-by-country basis. Thereafter, the agreements automatically renew until terminated by either party by giving specified prior written
notice to the other party. Either party may terminate either of the agreements early in the event of a change in control of the other party,
bankruptcy of the other party, or upon an uncured material breach by the other party. Either party has the right to terminate the distribution
agreement with respect to any country upon prior written notice if the volume target is not met in such country for reasons beyond its control. In
addition, Mundipharma has the right to terminate the distribution agreement in the event of material risk of personal injury to third parties or
immediately by written notice with respect to any country if the market authorization for LODOTRA is cancelled, withdrawn or suspended in
such country. The Company also has the right, subject to certain conditions,
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to terminate the distribution agreement with respect to any country in the territory if within a specified period of time, Mundipharma fails to
submit appropriate filings to obtain marketing authorization in the country or fails to initiate a clinical trial required for marketing authorization
in the country.

15. Subsequent Events

On November 14, 2011, the Company and Sanofi announced the FDA approved the use of the sanofi-aventis Canada Inc. manufacturing site in
Laval, Quebec to manufacture DUEXIS. Sanofi will serve as the primary commercial manufacturer for DUEXIS in the U.S. The Company has
hired its commercial organization, completed sales force training and expects to commercially launch DUEXIS in the U.S. in November 2011.
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Item 2. Management s Discussion and Analysis of Financial Condition and Results of Operations

The following discussion and analysis should be read in conjunction with our condensed consolidated financial statements and the related notes
that appear elsewhere in this report. This discussion contains forward-looking statements reflecting our current expectations that involve risks
and uncertainties which are subject to safe harbors under the Securities Act of 1933, as amended, or the Securities Act, and the Securities
Exchange Act of 1934, as amended, or the Exchange Act. These forward-looking statements include, but are not limited to, statements
concerning our strategy and other aspects of our future operations, future financial position, future revenues, projected costs, expectations
regarding demand and acceptance for our products, growth opportunities and trends in the market in which we operate, prospects and plans
and objectives of management. The words anticipates , believes , estimates , expects , intends , may , plans , projects , will ,

would and similar expressions are intended to identify forward-looking statements, although not all forward-looking statements contain these
identifying words. We may not actually achieve the plans, intentions or expectations disclosed in our forward-looking statements and you should
not place undue reliance on our forward-looking statements. These forward-looking statements involve risks and uncertainties that could cause
our actual results to differ materially from those in the forward-looking statements, including, without limitation, the risks set forth in Part 11,
Item 1A, Risk Factors in this report and in our other filings with the Securities and Exchange Commission. We do not assume any obligation
to update any forward-looking statements.

Overview

We are a biopharmaceutical company that is developing and commercializing innovative medicines to target unmet therapeutic needs in arthritis,
pain and inflammatory diseases. On April 23, 2011, the U.S. Food and Drug Administration, or FDA, approved DUEXIS® (formerly HZT-501),
a proprietary tablet formulation containing a fixed-dose combination of ibuprofen and famotidine in a single pill. DUEXIS is indicated for the
relief of signs and symptoms of rheumatoid arthritis, or RA, and osteoarthritis, or OA, and to decrease the risk of developing upper
gastrointestinal, or GI, ulcers in patients who are taking ibuprofen for these indications. On November 14, 2011, we and Sanofi-aventis U.S.
LLC, or Sanofi, announced the FDA approved the use of the sanofi-aventis Canada Inc. manufacturing site in Laval, Quebec to manufacture
DUEXIS. Sanofi will serve as the primary commercial manufacturer for DUEXIS in the U.S. We have hired our commercial organization,
completed sales force training and expect to commercially launch DUEXIS in the U.S. in November 2011. We submitted a Marketing
Authorization Application, or MAA, for DUEXIS in the United Kingdom, the Reference Member State, through the Decentralized Procedure in
October 2010 and we anticipate a decision on the MAA in the first half of 2012. Our other lead product, LODOTRA, is a proprietary
programmed release formulation of low-dose prednisone that is currently marketed in Europe by our distribution partner, Mundipharma
International Corporation Limited, or Mundipharma, for the treatment of moderate to severe, active RA in adults when accompanied by morning
stiffness. We have successfully completed two Phase 3 clinical trials of LODOTRA and we submitted a new drug application, or NDA, for
LODOTRA to the FDA on September 26, 2011. We have worldwide marketing rights for DUEXIS and have retained exclusive marketing rights
in the U.S. for all of our products. Our strategy is to commercialize our products in the U.S., to explore co-promotion opportunities for DUEXIS
in the U.S. and to enter into licensing or additional distribution agreements for commercialization of our products outside the U.S.

On April 1, 2010, we effected a recapitalization and acquisition pursuant to which Horizon Pharma, Inc. became a holding company that
operates through its wholly-owned subsidiaries Horizon Pharma USA, Inc. (formerly Horizon Therapeutics, Inc.) and Horizon Pharma AG
(formerly Nitec Pharma AG, or Nitec). Our LODOTRA product was developed and is owned by Horizon Pharma AG and our historical
financial statements and results of operations do not reflect the results of operations of Nitec for any period prior to the recapitalization and
acquisition in April 2010. As a result of the acquisition of Nitec and organic growth, our organization has grown from 12 full-time employees as
of March 31, 2010 to 133 full-time employees as of September 30, 2011 and to 161 as of November 7, 2011. Our development efforts have also
expanded significantly through the acquisition of Nitec. Consequently, we expect our expenses to increase from prior periods. As a result of the
recapitalization and acquisition, our future operations will be impacted by both the operations of our U.S. subsidiary Horizon Pharma USA and
our Swiss subsidiary Horizon Pharma AG.

We market LODOTRA in Europe through three separate agreements. Pursuant to two separate agreements, we granted Merck Serono GmbH, or
Merck Serono, and Merck GesmbH, an affiliate of Merck Serono, exclusive rights to distribute and market LODOTRA in each of Germany and
Austria, respectively, and pursuant to the third agreement, we granted Mundipharma exclusive rights to distribute and market LODOTRA in the
rest of Europe. In April 2011 and September 2011, we consented to Merck Serono s assignment of the agreements with respect to Germany and
Austria, respectively, to Mundipharma. Pursuant to another agreement, we granted Mundipharma exclusive rights to distribute and market
LODOTRA in certain Asian and other countries. We also have a manufacturing and supply agreement with Jagotec AG, or Jagotec, under which
Jagotec or its affiliates manufacture and supply LODOTRA exclusively to us as bulk tablets. We have committed to certain minimum orders
under the agreement, and we also supply the active ingredient to Jagotec for use in the manufacture of LODOTRA.

We are focusing our efforts and capital resources on obtaining additional approvals for DUEXIS and LODOTRA and commercializing these
products in the U.S. In addition to DUEXIS and LODOTRA, we have a pipeline of earlier stage product candidates to treat pain-related diseases
and chronic inflammation. We are currently evaluating the development pathway for these product candidates, but do not intend to develop them

Table of Contents 49



Edgar Filing: HORIZON PHARMA, INC. - Form 10-Q

further until such time as we generate sufficient cash from our operations or other sources.

27

Table of Contents

50



Edgar Filing: HORIZON PHARMA, INC. - Form 10-Q

Table of Conten

We are subject to risks common to biopharmaceutical companies in the development stage, including, but not limited to, obtaining regulatory
approval for our product candidates, dependence upon market acceptance of our products, risks associated with intellectual property, pricing and
reimbursement, intense competition, development of markets and distribution channels and dependence on key personnel. We have a limited
operating history and have yet to generate significant revenues. To date, we have been funded predominantly by equity and debt financings. Our
ultimate success is dependent upon our ability to successfully develop, obtain approval for and market our products. We anticipate we will
continue to incur net losses for at least the next several years as we:

establish sales and marketing capabilities for the anticipated U.S. commercial launches of DUEXIS and LODOTRA;

expand our corporate infrastructure to support our growth and our commercialization activities;

evaluate the potential use of LODOTRA for the treatment of other diseases and conduct additional clinical trials with respect to the
same;

incur expenses as we seek regulatory approval of LODOTRA in the U.S. and DUEXIS in Europe; and

advance the clinical development of other product candidates either currently in our pipeline or that we may in-license or acquire in
the future.
As of September 30, 2011, we had cash and cash equivalents of $33.0 million, including net proceeds of $41.9 million from our IPO after
deducting underwriter discounts and offering costs.

On July 7, 2011, we effected a 1-for-2.374 reverse stock split of our common stock and a proportional adjustment to the existing conversion
ratios for each series of preferred stock. Accordingly, all share and per share amounts, except as noted, have been retroactively adjusted to give
effect to the reverse stock split.

On August 2, 2011, we completed our IPO, and we sold 5,500,000 shares of common stock at an offering price of $9.00 per share, resulting in
net proceeds of approximately $41.9 million, after deducting underwriting discounts of $3.5 million and offering costs of $4.1 million. Upon the
consummation of our IPO, all outstanding shares of preferred stock were automatically converted into common stock, and all outstanding
preferred stock warrants were automatically converted into warrants to purchase an aggregate of 459,003 shares of common stock. In addition,
the convertible promissory notes in the aggregate principal amount $10.0 million issued in July 2010, or 2010 notes, the convertible promissory
notes in the aggregate principal amount $5.0 million issued in January 2011, or January 2011 notes, and the convertible promissory notes in the
aggregate principal amount of $1.7 million issued in April 2011, or April 2011 notes, and interest accrued thereon, were converted into an
aggregate of 2,017,242 shares of common stock, based on a conversion price of $9.00 per share.

We believe that our existing cash and cash equivalents (including the net proceeds from the IPO), together with interest thereon, will be
sufficient to fund our operations into the second quarter of 2012. In addition to the near-term funding we will need to support the anticipated
commercialization of DUEXIS in the U.S., we will need additional future financing in the event that we do not obtain additional regulatory
approvals for DUEXIS and LODOTRA when expected or if the future sales of DUEXIS, LODOTRA and any additional products we may
develop do not generate sufficient revenues to fund our operations. Our failure to raise capital if and when needed would have a negative impact
on our financial condition and our ability to pursue our business strategies. In its report on our financial statements for the year ended

December 31, 2010, our independent registered public accounting firm included an explanatory paragraph regarding our ability to continue as a
going concern.

Unless otherwise indicated, historical amounts presented with respect to Nitec are presented in accordance with accounting principles generally
accepted in the U.S., or U.S. GAAP. With respect to certain amounts that are set forth in Swiss francs, we have included a corresponding amount
in U.S. Dollars. Where the amounts relate to a specific date, the exchange rate between the Swiss franc and U.S. Dollar on such date was used to
effect the conversion. Where the amounts relate to a period, the average exchange rate between the Swiss franc and U.S. Dollar during such
period was used to effect the conversion.
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Financial Overview

Prior to our acquisition of Nitec we had no revenues and incurred significant operating losses since inception. Before our acquisition of Nitec, as
of March 31, 2010, we had an accumulated deficit of $87.9 million. Giving effect to our acquisition of Nitec and, as of September 30, 2011, we
had an accumulated deficit of $143.6 million, after giving effect to the $19.3 million bargain purchase gain we recognized in connection with the
Nitec acquisition.

Revenue and Cost of Goods Sold

As of April 1, 2010, as a result of our acquisition of Nitec, we began recognizing revenues from the sale of LODOTRA. We recognize revenues

from out-licensing marketing and distribution rights to third parties in Europe and certain Asian and other countries, including upfront fees,
milestone payments and product sales. Upfront fees and payments for non-substantive milestones

28

Table of Contents 52



Edgar Filing: HORIZON PHARMA, INC. - Form 10-Q

Table of Conten

are recorded as deferred revenue when paid and recognized over the remaining life of the marketing and distribution agreement or
manufacturing and supply agreement, as applicable. Milestone payments are considered non-substantive if any portion of the associated
milestone payment is determined to not relate solely to past performance or if a portion of the consideration earned from achieving the milestone
may be refunded. During the three and nine months ended September 30, 2010 all revenues recognized, and during the three and nine months
ended September 30, 2011, substantially all revenues recognized, were related to the sale of LODOTRA to our distribution partners. Cost of
goods sold consists of raw materials, manufacturing and other supply chain costs for the manufacture of LODOTRA, and royalty amounts
payable to SkyePharma AG on LODOTRA sales and upon receipt of certain milestone payments. In addition, cost of goods sold includes
amortization of developed technology relating to our acquisition of Nitec. We expect to record approximately $3.5 million annually related to
amortization of developed technology. We will adjust the rate of amortization if there are changes in our expected LODOTRA sales in Europe
that indicate impairment of the developed technology or change in the expected useful life of the developed technology. The use of material is
charged applying the first-in first-out (FIFO) method on capitalized inventory stock. We expect the per unit cost of goods sold for LODOTRA to
decrease as sales volumes increase, due to lower per-unit manufacturing costs at higher volumes.

We expect our revenues and cost of goods sold to increase beginning in late 2011 or 2012 following the anticipated commercial launch of
DUEXIS in the U.S. in November 2011. The process of commercializing products is costly and time consuming. The probability of success may
be affected by a variety of factors, including, among others, competition, pricing and reimbursement, manufacturing capabilities and commercial
viability. As a result of these uncertainties, we are unable to determine when, or to what extent, we will generate significant revenues from the
commercialization and sale of any of our products. We are also currently focused on obtaining U.S. regulatory approval of LODOTRA.
However, we will need to raise substantial additional capital in the future in order to fully commercialize DUEXIS and obtain U.S. regulatory
approval for LODOTRA. We would also need to raise substantial additional capital to the extent that we decide to pursue further development
and commercialization of our other product candidates.

Research and Development Expenses

Research and development expenses consist of: (1) expenses incurred under agreements with contract research organizations, or CROs, and
investigative sites, which conduct our clinical trials and our preclinical studies; (2) the cost of manufacturing clinical trial materials;

(3) payments to consultants; (4) employee-related expenses, which include salaries and benefits and (5) stock-based compensation expense. All
research and development costs are expensed as incurred. Conducting a significant amount of research and development has been central to our
business model, which in the past had focused primarily on clinical research and trials and more recently has focused on development work,
including regulatory approval and manufacturing activities. We expect that this trend will continue through the fourth quarter of 2011 as we
focus on obtaining additional regulatory approvals for DUEXIS and LODOTRA. Through September 30, 2011, we had incurred approximately
$91.4 million in research and development expenses since our inception in 2005. The following table summarizes our research and development
expenses for the three and nine months periods ended September 30, 2011 and 2010:

Three Months Ended September 30, Nine Months Ended September 30,

2011 2010 2011 2010

External Research and Development Expenses

LODOTRA-Rheumatoid Arthritis $ 2578 $ 1,968 $ 4,315 $ 3971
LODOTRA-Severe Asthma 3 10 6
TRUNOC 6 92) 24 (92)
DUEXIS 989 2,551 2,874 6,467
Total External Research and Development Expenses 3,573 4,430 7,223 10,352
Total Internal Research and Development Expenses 1,773 1,291 4313 2,509
Total Research and Development Expenses $ 5,346 $ 5721 $ 11,536 $ 12,861

Substantially all of our research and development expenses prior to our acquisition of Nitec were attributable to development of DUEXIS. A
portion of our internal costs, including indirect costs relating to our product candidates, are not tracked on a project basis and are allocated based
on management estimates of where the benefit accrues, or as a percentage of direct project costs. Our research and development expenses
increased in 2010 as a result of our acquisition of Nitec. We expect these research and development expense levels to continue into 2011 and to
be primarily attributable to the development of LODOTRA, including expenses related to obtaining additional regulatory approvals for
LODOTRA and post-marketing studies of DUEXIS.
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We generally consider our development of a product to be complete when we receive approval from regulatory authorities to market the product
in the applicable jurisdiction. As a result, we are unable to reasonably estimate our additional research and development costs to complete our
development work with respect to LODOTRA in the U.S. and DUEXIS in Europe, including our regulatory approval and manufacturing
activities. Such estimates depend on numerous factors that are outside of our control, such as whether regulatory authorities will change their
approval criteria for products in the same class as DUEXIS or LODOTRA, whether our applications for marketing approval will be accepted for
review by regulatory authorities, whether regulatory authorities will require that we complete additional studies before or after granting
marketing approval, and when, if ever, regulatory authorities will approve any applications for marketing approval that we submit. For similar
reasons, we are unable to reasonably estimate when, if ever, our development work with respect to DUEXIS and LODOTRA will be complete or
when we may receive material net cash inflows related to our on-going development work with respect to DUEXIS and LODOTRA. We
submitted an MAA in selected European countries in October 2010 to market DUEXIS, and we submitted an NDA for LODOTRA in the U.S.
on September 26, 2011. However, we cannot estimate when, if ever, the applicable regulatory authorities will grant marketing approvals based
on these submissions.

If we experience delays in submitting or receiving approval of our marketing applications for DUEXIS or LODOTRA, our ability to generate
significant revenues from these product candidates will also be delayed, which will negatively affect our financial position and liquidity. If the
FDA or other regulatory authorities require that we complete additional studies prior to approving our marketing applications, the costs of such
studies could have a further material adverse effect on our capital resources and financial position. We believe that if we experience delays in
receiving marketing approval for our product candidates, our ability to raise additional funds to continue our operations would also be adversely
affected.

Sales and Marketing Expenses

Sales and marketing expenses of Horizon Pharma USA and Horizon Pharma AG historically have consisted principally of business development
expenses, trade show expenses and pre-launch marketing activities, including market research and pricing reimbursement studies in anticipation
of our market launch for DUEXIS and LODOTRA in the U.S. Sales and marketing expenses also consist of stock-based compensation expense.
As of September 30, 2011, our sales and marketing headcount was 92 full-time equivalents and as of November 7, 2011, our sales and marketing
headcount increased to 118 full-time equivalents, primarily as a result of recruiting and hiring our sales organization. We expect these expenses
to increase significantly as we continue to establish sales and marketing capabilities to commercialize DUEXIS and LODOTRA in the U.S.

General and Administrative Expenses

General and administrative expenses consist principally of salaries and related costs for personnel in executive, finance, accounting, information
technology and human resources functions. Other general and administrative expenses include facility costs, professional fees for legal,
consulting and auditing and tax services. General and administrative expenses also consist of stock-based compensation expense. As a result of
our acquisition of Nitec, our general and administrative headcount changed from six full-time equivalents as of March 31, 2010 to 13 full-time
equivalents as of April 1, 2010. In connection with our acquisition of Nitec on April 1, 2010, we eliminated three redundant executive
management positions in Europe. As of September 30, 2011, our general and administrative headcount was 17 full-time equivalents and as of
November 7, 2011, our general and administrative headcount increased to 18 full-time equivalents. We expect general and administrative
expenses to increase as we continue to build our corporate infrastructure in support of our activities relating to commercializing DUEXIS and
obtaining regulatory approval of and commercializing LODOTRA in the U.S., and as a result of operating a public company. These increases
likely will include salaries and related expenses, legal and consultant fees, accounting fees, director fees, increased directors and officers
insurance premiums, fees for investor relations services and costs of enhanced business and accounting systems.

Interest Expense

Interest expense, both historically and prospectively, is related to interest and fees on certain debt facilities outstanding at both Horizon Pharma
USA and Horizon Pharma AG. Through August 2, 2011, we were incurring interest expense on the 2010 notes, the January 2011 notes, and the
April 2011 notes. Upon the closing of our IPO on August 2, 2011, the outstanding convertible promissory notes were converted into common
stock and therefore, we are no longer incurring interest on these notes. In June 2011, we entered into a $17.0 million debt facility with Oxford
Finance LLC, or Oxford, and Silicon Valley Bank, or SVB, which we refer to as the Oxford facility, which will incrementally increase interest
expense in 2011 by approximately $1.1 million. Additionally, we will incur interest expense related to the Oxford facility of $1.9 million,

$1.3 million, $0.7 million and $32,000 in the years 2012, 2013, 2014 and 20135, respectively.

Critical Accounting Policies and Significant Judgments and Estimates
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Our management s discussion and analysis of our financial condition and results of operations are based on our financial statements, which have
been prepared in accordance with U.S. GAAP. The preparation of these financial statements requires us to make certain estimates and
assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the financial
statements and reported amounts of expenses during the reported period. We evaluate our estimates and judgments on an ongoing basis. Actual
results could differ materially from those estimates.
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While our significant accounting policies are more fully described in Note 3 to our condensed consolidated financial statements, we believe the
following accounting policies are critical to the process of making significant judgments and estimates in the preparation of our financial
statements:

revenue recognition;

cost of goods sold;

preclinical study and clinical trial accruals;

valuation of stock-based compensation and common stock; and

provision for income taxes.
Recent Accounting Pronouncements

In May 2011 the Financial Accounting Standards Board, or FASB, and International Accounting Standards Board, or IASB, issued Accounting
Standards Update, or ASU, No. 2011-04, Fair Value Measurement (Topic 820): Amendments to Achieve Common Fair Value Measurement and
Disclosure Requirements in U.S. GAAP and IFRS. ASU 2011-04 created a uniform framework for applying fair value measurement principles
and clarified existing guidance in GAAP. ASU 2011-04 will be effective for the first reporting annual period beginning after December 15, 2011
and must be applied prospectively. We will adopt ASU 2011-04 in the first quarter of fiscal year 2012. We do not believe that the adoption of
ASU 2011-04 will have a material impact on our condensed consolidated financial statements.

In June 2011 the FASB issued ASU No. 2011-05, Comprehensive Income (ASC Topic 220): Presentation of Comprehensive Income, which
amends current comprehensive income guidance. This accounting update eliminates the option to present the components of other
comprehensive income as part of the statement of stockholders equity. Instead, companies must report comprehensive income in either a single
continuous statement of comprehensive income, which contains two sections, net income and other comprehensive income, or in two separate
but consecutive statements. ASU 2011-05 will be effective during the interim and annual periods beginning after December 15, 2011 with early
adoption permitted. We will adopt ASU 2011-05 in the first quarter of fiscal year 2012. We do not believe that the adoption of ASU 2011-05
will have a material impact on our condensed consolidated financial statements.

Results of Operations

Comparison of Three Months Ended September 30, 2011 and 2010

Three Months
Ended September 30, Increase/ % Increase/
2011 2010 (Decrease) (Decrease)
(in thousands, except percentages)

Revenues $ 273 $ 689 $ 416 (60%)
Cost of goods sold 1,249 737 512 69%
Research and development expenses 5,346 5,721 (375) (7%)
Sales and marketing expenses 5,141 1,955 3,186 163%
General and administrative expenses 4,192 3,880 312 8%
Interest expense, net (995) (1,031) (36) (3%)
Foreign exchange (loss) gain, net (758) 164 922) (562%)

Revenues. During the three months ended September 30, 2011 and 2010, substantially all revenues recognized were from the sale of LODOTRA
in Europe. Revenues decreased by $0.4 million during the three months ended September 30, 2011 compared to the same period in 2010
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primarily due to the timing of purchases by our distribution partners.

Cost of Goods Sold. Our cost of goods sold during the three months ended September 30, 2011, compared to the same period in 2010, increased
$0.5 million primarily due to a one-time $0.4 million LODOTRA inventory adjustment written off against cost of sales.
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Research and Development Expenses. The decrease of $0.4 million in research and development expenses during the three months ended
September 30, 2011, compared to the same period in 2010, was primarily due to a decrease of $1.2 million for contract manufacturing and
pharmacovigilance studies for DUEXIS. The decrease was partially offset by an increase of $0.3 million in regulatory and clinical consultant
expenses and an increase of $0.4 million in personnel-related costs to support DUEXIS development and regulatory activities.

Sales and Marketing Expenses. The increase of $3.2 million in sales and marketing expenses during the three months ended September 30, 2011,
compared to the same period in 2010, was due to an increase of $1.6 million in personnel related costs resulting from increased headcount to
establish sales and marketing capabilities to commercialize DUEXIS in the U.S. and an increase of $1.6 million in consulting and promotional
activities expenditures associated with pre-commercialization activities for DUEXIS in the U.S.

General and Administrative Expenses. The increase of $0.3 million in general and administrative expenses during the three months ended
September 30, 2011, compared to the same period in 2010, was primarily due to an increase of $0.5 million in personnel-related costs and an
increase of $0.3 million in facility-related costs in connection with the building of our corporate infrastructure, partially offset by a decrease of
$0.5 million for lower audit and consulting fees following our TPO.

Interest Expense, Net. Interest expense, net during the three months ended September 30, 2011, compared to the same period in 2010, remained
relatively unchanged primarily due to $0.5 million of lower interest expense under an existing 7.5 million Euro debt facility between Kreos and
Nitec, which we refer to as the Kreos facility, and a $12.0 million debt facility with Kreos and SVB, which we refer to as the Kreos-SVB
facility, and an increase of $0.1 million related to the 2010 notes in the aggregate principal amount of $10.0 million, the January 2011 notes in
the aggregate principal amount of $5.0 million, and the April 2011 notes in the aggregate principal amount of $1.7 million , offset by a $0.6
million incremental interest expense under the Oxford facility.

Foreign Exchange (Loss) Gain, Net. The foreign exchange loss for the three months ended September 30, 2011 was primarily a result of the
increase in value of the U.S. dollar against the Euro in connection with remeasuring foreign currency transactions during the three months ended
September 30, 2011, compared to the same period in 2010 during which we had a foreign exchange gain due to a decrease in the value of the
U.S. dollar against the Euro.

Comparison of Nine Months Ended September 30, 2011 and 2010

Nine Months Ended
September 30, Increase/ % Increase/
2011 2010 (Decrease) (Decrease)
As restated
(in thousands, except percentages)

Revenues $ 3,401 $ 2,346 $ 1,055 45%
Cost of goods sold 5,191 2,870 2,321 81%
Research and development expenses 11,536 12,861 (1,325) (10%)
Sales and marketing expenses 7,426 3,608 3,818 106%
General and administrative expenses 10,640 14,189 (3,549) (25%)
Interest expense, net (5,465) (1,827) 3,638 199%
Bargain purchase gain 19,326 19,326 <
Foreign exchange (loss) gain, net (226) 202 (428) (212%)

* Percentage change is not meaningful.

Revenues. During the nine months ended September 30, 2011 and 2010, substantially all revenues recognized were from the sale of LODOTRA
in Europe. Revenues increased by $1.1 million during the nine months ended September 30, 2011, compared to the same period in 2010,
primarily due to $1.8 million of incremental LODOTRA product sales generated by our distribution partner, Mundipharma, beginning in 2011,
offset by $0.7 million of lower sales to Merck Serono.

Cost of Goods Sold. Our cost of goods sold during the nine months ended September 30, 2011, compared to the same period in 2010, increased
by $2.3 million primarily due to $1.1 million of incremental amortization of developed technology recognized in the 2011 period, and an
increase of $1.0 million of cost of goods sold as a result of higher LODOTRA product sales generated by Mundipharma in 2011. We had no
revenue or cost of goods sold prior to our acquisition of Nitec on April 1, 2010.
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Research and Development Expenses. The decrease of $1.3 million in research and development expenses during the nine months ended
September 30, 2011, compared to the same period in 2010, was primarily due to a decrease of $0.7 million of expenses related to regulatory and
clinical activities and a decrease of $2.0 million for contract manufacturing and pharmacovigilance studies for DUEXIS. The decrease was
partially offset by an increase of $1.5 million in personnel costs resulting from increased headcount to support DUEXIS development and
regulatory activities and as a result of the Nitec acquisition.
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Sales and Marketing Expenses. The increase of $3.8 million in sales and marketing expenses during the nine months ended September 30, 2011,
compared to the same period in 2010, was due to an increase of $2.6 million in personnel-related costs to establish sales and marketing
capabilities to commercialize DUEXIS in the U.S., and due to the Nitec acquisition, and an increase of $2.1 million in consulting and advertising
related expenditures associated with pre-commercialization activities for DUEXIS in the U.S. The increase was partially offset by a decrease of
$0.8 million in spending associated with market research activities for DUEXIS and LODOTRA.

General and Administrative Expenses. The decrease of $3.5 million in general and administrative expenses during the nine months ended
September 30, 2011, compared to the same period in 2010, was primarily due to a decrease of $3.0 million for acquisition-related expenses,
which consisted of $1.1 million for investment banking fees and $1.9 million for legal and consulting fees, a decrease of $1.5 million for lower
legal, audit and consulting fees following our IPO. The decrease was partially offset by an increase of $0.7 million in personnel-related costs and
$0.4 million increase in facility-related costs in connection with the building of our corporate infrastructure.

Interest Expense, Net. The increase of $3.6 million in interest expense during the nine months ended September 30, 2011, compared to the same
period in 2010, was due to $0.3 million of incremental interest expense under the Kreos facility and the Kreos-SVB facility, $1.9 million of
interest expense related to the loss on extinguishment of the Kreos-SVB facility and a portion of the Kreos facility, $0.8 million interest expense
related to the Oxford facility, and an increase of $0.7 million for interest expense related to the 2010 notes, the January 2011 notes, and the April
2011 notes.

Bargain Purchase Gain. The bargain purchase gain of $19.3 million was recognized during the nine months ended September 30, 2010 in
connection with the Nitec acquisition as a result of the fair market value of the acquired tangible and intangible assets exceeding the purchase
price. There was no bargain purchase gain recorded during the corresponding period in 2011.

Foreign Exchange (Loss) Gain, Net. The foreign exchange loss during the nine months ended September 30, 2011 was primarily a result of the
increase in value of the U.S. dollar against the Euro in connection with remeasuring foreign currency transactions during the nine months ended
September 30, 2011 as compared to the same period in 2010 during which we had a foreign exchange gain due to a decrease in the value of the
U.S. dollar against the Euro.

Liquidity and Capital Resources

We have incurred losses since our inception in June 2005 and, as of September 30, 2011, we had an accumulated deficit of $143.6 million. We
anticipate that we will continue to incur net losses for at least the next several years. We expect that our development, sales and marketing, and
general and administrative expenses will continue to increase as a result of our acquisition of Nitec in April 2010, and our development and
commercialization of DUEXIS and LODOTRA. As a result, we will need to generate significant net product sales, and royalty and other
revenues to achieve profitability.

We have financed our operations to date through equity financings, debt financings and the issuance of convertible notes. As of September 30,
2011, we had $33.0 million in cash and cash equivalents.

On August 2, 2011, we completed our IPO and we sold 5,500,000 shares of common stock at a price of $9.00 per share. We received net
proceeds of approximately $41.9 million from the initial public offering, net of underwriting discounts, commissions, and offering costs.

In connection with our acquisition of Nitec, we renegotiated the payment terms of Nitec s outstanding Kreos facility. The Kreos facility is
secured by a lien on all of Horizon Pharma AG s trade receivables and intellectual property. The loan bears interest at 11.9% per annum. We
were required to pay only interest on the Kreos facility through December 31, 2010 and are currently required to pay equal monthly installments
of principal and interest through November 2013. In June 2011, in connection with the Oxford facility described below, we paid Kreos $1.4
million (1.0 million Euros) in exchange for Kreos consent to a partial assignment of the Kreos facility to Horizon Pharma, Inc. As a result,
Horizon Pharma, Inc. is now a co-lender with Kreos to Horizon Pharma AG.

Through September 30, 2011, we have received net proceeds of $96.4 million from the issuance of convertible preferred stock as follows: in
October 2005, we issued an aggregate of 1,192,118 shares of Series A convertible preferred stock at a purchase price of $5.075 per share, for net
proceeds of approximately $6.0 million; in November 2006, we issued an aggregate of 1,482,213 shares of Series B convertible preferred stock
at a purchase price of $10.12 per share, for net proceeds of approximately $14.9 million; in July 2007, we issued an aggregate of 2,109,706
shares of Series C convertible preferred stock at a purchase price of $14.22 per share, for net proceeds of approximately $29.9 million and in
December 2009 and January 2010, we issued an aggregate of 4,978,674 shares of Series D convertible preferred stock at a purchase price of
$5.201 per share, for net proceeds of approximately $25.8 million.
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As of April 1, 2010, we recapitalized all of our outstanding shares of Series A, B, C and D convertible preferred stock, and converted those
shares into a new Series A convertible preferred stock in connection with our recapitalization and acquisition of Nitec. We also concurrently
completed a Series B convertible preferred stock financing in which we issued an aggregate of 2,510,040 shares of Series B convertible
preferred stock at a purchase price of $7.968 per share, raising net proceeds of $19.8 million.
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In July 2010, January 2011 and April 2011, we issued the 2010 notes, the January 2011 notes and the April 2011 notes, respectively, to holders
of our Series B convertible preferred stock in accordance with our Series B Preferred Stock and Convertible Note Purchase Agreement dated
April 1, 2010. The 2010 notes, the January 2011 notes and the April 2011 notes converted into an aggregate of 2,017,242 shares of our common
stock upon the closing of our IPO. Upon the closing of our IPO, all of the outstanding shares of our Series A and Series B convertible preferred
stock converted into common stock and all of our outstanding warrants were adjusted and became exercisable for shares of our common stock.

In June 2011, we entered into the Oxford facility and borrowed the full $17.0 million available under this facility. The debt under the Oxford
facility accrues interest at a fixed rate of 11.5% per annum, with interest only payments through June 1, 2012, followed by 36 equal monthly
installments of principal and interest. The Oxford facility is secured by a lien on substantially all of our assets and those of Horizon Pharma
USA, including intellectual property, but excluding the shares of Horizon Pharma AG. If we generate an annualized revenue run rate of at least
$45.0 million over three consecutive months from DUEXIS product sales, the lien on the assets may be released with the consent of the lenders,
provided we are not in default under the Oxford facility. With the loan proceeds, we repaid all $8.5 million due under the Kreos-SVB facility.
We also paid Kreos $1.4 million (1.0 million Euros) and Horizon Pharma, Inc. assumed from Kreos a like amount of debt under the Kreos
facility (becoming a co-lender with Kreos to Horizon Pharma AG), as partial consideration for Kreos consent to enter into the Oxford facility.
The remaining loan proceeds of $6.9 million (net of $0.2 million loan fees) are being used to fund our operations.

The Oxford facility and the Kreos facility restrict our ability to incur additional indebtedness, incur liens, pay dividends and engage in
significant business transactions, such as a change of control, so long as we owe any amounts to the lenders under the related loan agreements. If
we default under our debt facilities, our lenders may accelerate all of our repayment obligations and take control of our pledged assets. Our
lenders could declare a default under our debt facilities upon the occurrence of any event that the lenders interpret as having a material adverse
effect upon us as defined under the loan agreements, thereby requiring us to repay the loans immediately or to attempt to reverse the lenders
declaration through negotiation or litigation.

Cash in excess of our immediate requirements is either held as cash or in money market funds.

In addition, we must maintain compliance with Swiss laws with respect to our Swiss subsidiary, Horizon Pharma AG, including laws requiring
maintenance of equity in the subsidiary to avoid overindebtedness, which requires Horizon Pharma AG to maintain assets in excess of its
liabilities. We review on a regular basis whether our Swiss subsidiary is overindebted. In June 2010, we took steps to address overindebtedness
through a subordinated loan to our Swiss subsidiary. As of December 31, 2010 and September 30, 2011, our Swiss subsidiary continued to be
overindebted and we are in the process of reviewing further steps to address the overindebtedness. We may need to continue taking steps to
address overindebtedness until such time as our Swiss subsidiary generates positive income at a statutory level, which could cause us to have
cash at our Swiss subsidiary in excess of its near term operating needs, including a portion of our net proceeds from our IPO, and could affect
our ability to have sufficient cash at our U.S. subsidiary to meet its near term operating needs.

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

Nine Months
Ended
September 30,
2011 2010
As restated

Cash and cash equivalents $ 32,997 $ 14,196
Cash provided by (used in):
Operating activities (26,939) (29,402)
Investing activities (699) 5,760
Financing activities 55,113 30,705

Net cash used in operating activities. During the nine months ended September 30, 2011 and 2010, our operating activities used cash of $26.9
million and $29.4 million, respectively. The use of cash in both periods primarily resulted from our net income (loss) and changes in our
working capital accounts. The decrease in cash used in operations during the nine months ended September 30, 2011, as compared to
September 30, 2010, was primarily due to decreases in general and administrative expenses related to investment banking fees and professional
fees associated with the acquisition of Nitec, and legal, audit and consulting fees. Additionally, the decrease was partially attributable to lower
regulatory and clinical activities, contract manufacturing and pharmacovigilance studies for DUEXIS.
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Net cash (used in) provided by investing activities. Net cash used in investing activities during the nine months ended September 30, 2011 was
primarily related to the purchase of property and equipment. The cash provided by investing activities in the nine months ended September 30,
2010 was primarily due to $6.5 million of cash acquired in the Nitec acquisition.

Net cash provided by financing activities. Net cash provided by financing activities during the nine months ended September 30, 2011 was
primarily attributable to the receipt of the net proceeds of $46.0 million from our IPO, $6.8 million proceeds from the issuance of the January
2011 notes and April 2011 notes, $16.7 million in net proceeds from the Oxford facility, net of repayments made on outstanding loan amounts of
$12.7 million, and deferred financing expenses related to our IPO of $1.6 million. Net cash provided by financing activities in the nine months
ended September 30, 2010 was primarily attributable to the gross proceeds from the issuance of Series B convertible preferred stock of $20.7
million, debt financing proceeds of $11.8 million, and proceeds from issuance of the 2010 notes to related parties of $10.0 million, net of
repayments made on outstanding loan amounts of $9.9 million and deferred financing expenses related to our IPO of $1.9 million.

Operating Capital and Capital Expenditure Requirements

We have incurred net operating losses and negative cash flows from operations during every year since inception. These factors raise substantial
doubt about our ability to continue as a going concern. In order to continue our operations, we must achieve profitable operations and/or obtain
additional debt or equity financing. There can be no assurance, however, that such a financing will be successfully completed on terms
acceptable to us or at all.

We are working toward our objective of realizing revenues and then profitability by commercializing DUEXIS in the U.S. and obtaining
regulatory approval to commercialize LODOTRA in the U.S. The failure to successfully launch DUEXIS in the U.S. or to obtain regulatory
approvals for DUEXIS in Europe and LODOTRA in the U.S. and to commercialize these products in a manner that maximizes our potential
sales or at all could have a material adverse effect on our business, results of operations, future cash flows, financial condition and our ability to
continue as a going concern.

We anticipate we will continue to incur net losses for at least the next several years as we incur expenses to build and maintain commercial
capabilities and launch DUEXIS in the U.S., pursue the development and regulatory approval of DUEXIS in Europe and LODOTRA in the U.S.
and expand our corporate infrastructure. We may not be able to launch and commercialize DUEXIS in the U.S. in an optimal manner if we do
not have sufficient working capital and we may not be able to complete the development and initiate commercialization of these programs if,
among other things, the MAA for DUEXIS or the NDA for LODOTRA are not approved when we expect, or at all.

We believe that our existing cash and cash equivalents, together with interest thereon, will be sufficient to fund our operations into the second
quarter of 2012. 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 current cash and cash equivalents alone may not be sufficient to fund our operations through the successful commercialization of DUEXIS
and development and commercialization of LODOTRA (if approved) in the U.S. or any other products we develop on our own or in-license. As
a result, we may need to raise additional capital to fund our operations and to potentially conduct clinical trials to support regulatory approval of
any other product candidates. To raise additional capital, we may seek to sell additional equity or debt securities or incur additional
indebtedness. The sale of additional equity and debt securities may result in additional dilution to our stockholders. If we raise additional funds
through the issuance of debt securities or preferred stock, these securities could have rights senior to those of our common stock and could
contain covenants that would restrict our operations. We may also seek funding through collaborations or other similar arrangements with third
parties.

If we are unable to raise sufficient additional capital, we may need to substantially curtail our planned operations. Our forecast of the period of
time through which our financial resources wi