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PART | — FINANCIAL INFORMATION

Item 1. Financial Statement:
HALOZYME THERAPEUTICS, INC.
CONDENSED CONSOLIDATED BALANCE SHEETS

June 30, December 31,
2013 2012
(Unaudited)
ASSETS
Current assets:
Cash and cash equivalents $ 27,927,55 99,501,26.
Marketable securities, available-for-sale 48,082,63 —
Accounts receivable, net 10,831,822 15,703,08
Inventories 2,466,99! 2,670,69!
Prepaid expenses and other assets 11,111,83 12,752,88
Total current assets 100,420,84 130,627,93
Property and equipment, net 4,576,501 3,700,46:
Prepaid expenses and other assets 1,889,98! —
Restricted cash 500,00( 400,00(
Total Assets $ 107,387,33 134,728,39
LIABILITIES AND STOCKHOLDERS' EQUITY
Current liabilities:
Accounts payable $ 7,480,98: 2,271,68!
Accrued expenses 15,289,43 7,783,44
Deferred revenue, current portion 6,419,68: 8,891,01
Current portion of long-term debt, net 3,643,15! —
Total current liabilities 32,833,25 18,946,15
Deferred revenue, net of current portion 33,681,99 34,954,96
Long-term debt, net 26,075,50 29,661,68
Lease financing obligation 2,100,001 1,450,001
Deferred rent, net of current portion 874,20¢ 861,87¢
Other long-term liability 678,70( —
Commitments and contingencies (Note 8)
Stockholders’ equity:
Preferred stock - $0.001 par value; 20,000,000eshanthorized; no shares
issued and outstanding — —
Common stock - $0.001 par value; 200,000,000 stearg®rized; 113,285,582
shares issued and outstanding at June 30,81 350,000,000 shares
authorized; 112,709,174 shares issued antbodisg at December 31, 2012 113,28t 112,70¢
Additional paid-in capital 351,843,22 347,314,65
Accumulated other comprehensive loss (39,309 —
Accumulated deficit (340,773,52) (298,573,64)
Total stockholders’ equity 11,143,67 48,853,71
Total Liabilities and Stockholders’ Equity $ 107,387,33 134,728,39

See accompanying notes to condensed consolidaiaakcfal statements.
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HALOZYME THERAPEUTICS, INC.
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

(UNAUDITED)

Three Months Ended

Six Months Ended

June 30, June 30,
2013 2012 2013 2012
Revenues:
Product sales, net $ 3,099,85. $ 524,94. $ 4,608,44 % 712,35:
Revenues under collaborative agreements 11,353,95 7,232,23. 21,678,90 14,485,00
Total revenues 14,453,81 7,757,117 26,287,35 15,197,35
Operating expenses:
Cost of product sales 1,283,94! 143,12( 2,022,921 213,88:
Research and development 27,990,75 16,081,72 50,025,19 31,972,83
Selling, general and administrative 7,299,75: 5,580,42. 14,855,65 12,199,13
Total operating expenses 36,574,45 21,805,27 66,903,77 44,385,85
Operating loss (22,120,64) (14,048,09) (40,616,42) (29,188,49)
Other income (expense):
Investment and other income 58,13: 26,97¢ 113,12( 48,19¢
Interest expense (848,99) — (1,696,579 —
Net loss $ (22,91151) $ (14,021,11) $ (42,199,88) $ (29,140,30)
Basic and diluted net loss per share $ (020 $ (0.19) $ (0.3)) $ (0.27)
Shares used in computing basic and diluted netdess
share 112,486,21 112,063,66 112,451,69 109,826,58

See accompanying notes to condensed consolidai@ucial statements.
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HALOZYME THERAPEUTICS, INC.
CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE LOSS
(UNAUDITED)

Three Months Ended Six Months Ended
June 30, June 30,
2013 2012 2013 2012
Net loss $ (22,911,51) $ (14,021,11) $ (42,199,88) $ (29,140,30)
Other comprehensive loss:
Unrealized loss on marketable securities (10,179 — (39,309 —
Comprehensive loss $ (22,921,68) $ (14,021,11) $ (42,239,18) $ (29,140,30)

See accompanying notes to condensed consolidaiaacfal statements.
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HALOZYME THERAPEUTICS, INC.

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(UNAUDITED)

Six Months Ended

See accompanying notes to condensed consolidaiaacfal statements.
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June 30,
2013 2012
Operating activities:
Net loss $ (42,199.88) $ (29,140,30)
Adjustments to reconcile net loss to net cash usegerating activities:
Share-based compensation 4,836,33 4,439,98I
Depreciation and amortization 591,70( 509,99!
Non-cash interest expense 752,81t —
Amortization of premiums on investments, net ofration of discounts 497,32 —
Gain on disposals of equipment — (6,98¢)
Changes in operating assets and liabilities:
Accounts receivable, net 4,871,25 (3,424,63)
Inventories 203,69 (1,216,63)
Prepaid expenses and other assets 53,74( (1,886,22))
Restricted cash (100,000 —
Accounts payable and accrued expenses 12,530,08 (3,601,46)
Deferred rent 1,59¢ 59,68¢
Deferred revenue (3,744,30) 1,153,79!
Net cash used in operating activities (21,705,62) (33,112,78)
Investing activities:
Purchases of marketable securities (48,946,61) —
Purchases of property and equipment (614,28() (705,649
Net cash used in investing activities (49,560,89) (705,649
Financing activities:
Proceeds from issuance of common stock, net — 81,476,84
Proceeds from issuance of common stock under emgigntive plans, net 66,59¢ 1,904,95!
Payments for tax withholding for restricted stocits vested, net (373,78 (347,28
Net cash (used in) provided by financing activities (307,189 83,034,52
Net (decrease) increase in cash and cash equisalent (71,573,71) 49,216,09
Cash and cash equivalents at beginning of period 99,501,26 52,825,52
Cash and cash equivalents at end of period $ 27,927,55 $ 102,041,61
Supplemental disclosure of cash flow information:
Interest and fees paid $ 963,18t $ —
Supplemental disclosure of non-cash investing arah€ing activities:
Capitalized property and liability associated watbuild-to-suit lease arrangement $ 650,000 % —
Property and equipment purchases in accounts pagall accrued expenses $ 203,46: % 43,11¢




HALOZYME THERAPEUTICS, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S
(UNAUDITED)

1. Organization and Business

Halozyme Therapeutics, Inc. is a scieieien, biopharmaceutical company committed to mgknolecules into medicines for patie
in need. Our research focuses primarily on humayraes that alter the extracellular matrix. The &egtlular matrix is a complex matrix
proteins and carbohydrates surrounding the cellgh@vides structural support in tissues and orttaEs many important biological activiti
including cell migration, signaling and survivalv€ many years, we have developed unique technaadyscientific expertise enabling u:
pursue this target-rich environment for the develept of therapies.

Our proprietary enzymes can be used to facilitaedelivery of injected drugs and fluids, thus erdiag the efficacy and the convenie
of other drugs or to alter abnormal tissue stresor clinical benefit. We have chosen to expbait technology and expertise in a balat
way to modulate both risk and spend by: (1) devialppur own proprietary products in therapeuticaareith significant unmet medical nee
such as diabetes, oncology and dermatology, andig@)sing our technology to biopharmaceutical cames to collaboratively devel
products which combine our technology with the alodirators’ proprietary compounds.

The majority of the product candidates in our cotrgipeline are based on rHuUPH20, a patented humemmbinant hyaluronida
enzyme. rHUPH20 temporarily breaks down hyalur@ti -a naturally occurring substance that is a major mmment of the extracellul
matrix in tissues throughout the body such as skid cartilage. We have one proprietary commerdiadiyct, Hylenex® recombinant. Ot
proprietary pipeline consists of multiple clinicahge products in diabetes, oncology and dermatoldg currently have collaborations witt
Hoffmann-La Roche, Ltd. and Hoffmann-La Roche, IftRoche”), Pfizer Inc. (“Pfizer”), Baxter Healthma Corporation (“Baxte),
ViroPharma Incorporated (“ViroPharma”), and Intrax@orporation (“Intrexon”)with one approved product in Europe, one produntichate
which has been submitted for regulatory approvahanU.S. and two product candidates which have sebmitted for regulatory approva
Europe as well as several others at various stafgdsvelopment.

We were founded in 1998 and reincorporated from Stete of Nevada to the State of Delaware in Nowwn#®07. Except whe
specifically noted or the context otherwise requireeferences to “Halozyme,” “the Company,” “we@uf,” and “us”in these Notes
Condensed Consolidated Financial Statements refétalozyme Therapeutics, Inc. and our wholly-owsedsidiary, Halozyme, Inc.

2. Summary of Significant Accounting Policies
Basis of Presentation

The accompanying interim unaudited condensed cintaget financial statements have been prepareddardance with United Sta
generally accepted accounting principles (*U.S. G8Aand with the rules and regulations of the U.S. 8tes and Exchange Commiss
(“SEC") related to a quarterly report on Form QO-Accordingly, they do not include all of the infieation and disclosures required by |
GAAP for a complete set of financial statementsedéhinterim unaudited condensed consolidated fiabstatements and notes thereto sh
be read in conjunction with the audited consoliddteancial statements and notes thereto includeslir Annual Report on Form Xfor the
year endeDecember 31, 2012filed with the SEC on March 1, 2013. The unautliieancial information for the interim periods pente:
herein reflects all adjustments which, in the opindf management, are necessary for a fair preg@mtaf the financial condition and results
operations for the periods presented, with suclustiients consisting only of normal recurring adjestts. Operating results for inte
periods are not necessarily indicative of the djpegaesults for an entire fiscal year.

The condensed consolidated financial statementsdadhe accounts of Halozyme Therapeutics, Ind. @ wholly owned subsidial
Halozyme, Inc. All intercompany accounts and tratieas have been eliminated.
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The preparation of consolidated financial statement conformity with U.S. GAAP requires managemémtmake estimates a
assumptions that affect the amounts reported irconsolidated financial statements and accompamyatgs. On an ongoing basis, we eval
our estimates and judgments, which are based torice and anticipated results and trends andasious other assumptions that manage
believes to be reasonable under the circumstaBgetheir nature, estimates are subject to an infietegree of uncertainty and, as such, a
results may differ from management’s estimates.

Adoption of Recent Accounting Pronouncements

Effective January 1, 2013, we adopted Financial odoting Standards Board's (“FASB”) Accounting Stards Update (*ASUy
No. 201:-02, Comprehensive Income (Topic 220): Reporting of ArteoReclassified Out of Accumulated Other ComprgilierincomeThe
provisions of ASU No. 2013-02 require companie@resent currenperiod reclassifications out of accumulated ott@ngrehensive incon
and other amounts of curreperiod other comprehensive income separately blg eamponent of other comprehensive income on tbe @
the financial statements or in the notes. This tgda effective prospectively for reporting peridasginning after December 15, 2012.
adoption of ASU No. 20182 did not have a material impact on our consadiddinancial position or results of operationstaes requiremen
are disclosure only in nature.

Cash Equivalents and Marketable Securities

Cash equivalents consist of highly liquid investtsemeadily convertible to cash, that mature withinety days or less from date
purchase. Our cash equivalents consist of monekehfnds.

Marketable securities are investments with origimaturities of more than ninety days from the daftourchase that are specifici
identified to fund current operations. Collectivelgash equivalents and marketable securities arsidered available-fosale. Thes
investments are classified as current assets, theeigh the stated maturity date may be one yearase beyond the current balance sheet
which reflects management's intention to use theegmds from the sale of these investments to fumdoperations, as necessary. <
available-forsale investments are carried at fair value witheatized gains and losses recorded in other compséfeeloss and included a
separate component of stockholders' equity. Theafamarketable securities is adjusted for amotitiwaof premiums or accretion of discot
to maturity, and such amortization or accretiom@uded in investment income. We use the speaifathod for calculating realized gains
losses on marketable securities sold. Realizedsgaid losses and declines in value judged to kex gtln temporary on marketable securi
if any, are included in investment income in thesmlidated statement of operations. There werealized gains or losses during the repo
periods.

Restricted Cash

Under the terms of the leases of our facilities, ame required to maintain letters of credit as ggcudeposits during the term of st
leases. At June 30, 2013 and December 31, 201&ricted cash of $500,000 and $400,00@spectively, was pledged as collateral fol
letters of credit. To conform to the current per@sentation, we have reclassified $400,80h cash and cash equivalents to restricted
in the consolidated balance sheet at December@3®. 2

Fair Value of Financial | nstruments

The authoritative guidance for fair value measumasmestablishes a thréier fair value hierarchy, which prioritizes thepints used i
measuring fair value. These tiers include: Levetldfined as observable inputs such as quoted piricastive markets; Level 2, defined
inputs other than quoted prices in active markeds are either directly or indirectly observabledd evel 3, defined as unobservable inpu
which little or no market data exists, thereforguieng an entity to develop its own assumptions.
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Our financial instruments include cash equivalemisrketable securities, accounts receivable, pdeggienses, accounts payable, acc
expenses and longrm debt. Fair value estimates of these instrusnané made at a specific point in time, based devaet marke
information. These estimates may be subjectiveaiune and involve uncertainties and matters ofiiggmt judgment and therefore canno
determined with precision. The carrying amount a$fc equivalents, accounts receivable, prepaid eggeraccounts payable and acc
expenses are generally considered to be repreisentittheir respective fair values because of shertterm nature of those instrumei
Further, based on the borrowing rates currentlyil@via to us for loans with similar terms, we beéethe fair value of longerm dek
approximates its carrying value.

Available-forsale marketable securities consist of corporate deburities, commercial paper and certificatesdeposit and we
measured at fair value using Level 2 inputs. Lév&hancial instruments are valued using marketgsion less active markets and proprie
pricing valuation models with observable inputs;liiling interest rates, yield curves, maturity daissue dates, settlement dates, rep
trades, brokedealer quotes, issue spreads, benchmark secuwitiether market related data. We obtain the faiueaf Level 2 investmer
from our investment manager, who obtains thesevilires from a thirgbarty pricing service. We validate the fair valuwéd evel 2 financie
instruments provided by our investment managerdmyparing these fair values to a third-party prickogirce.

The following table summarizes, by major secuniye, our cash equivalents and marketable secuitlitigsare measured at fair value ¢
recurring basis and are categorized using theséire hierarchy:

June 30, 2013 December 31, 2012
Total estimated Total estimated
Level 1 Level 2 fair value Level 1 Level 2 fair value
Cash equivalents:
Money market funds $ 22,120,46 $ — $ 22,120,46 $ 98,024,26 $ — $ 98,024,26
Availab!e—for-sale marketable
securities:
Corporate debt securities — 39,095,68 39,095,68 — — —
Commercial paper — 5,986,94: 5,986,94 — — —
Certificate of deposit — 3,000,00! 3,000,00! — — —
$ 22,12046 $ 48,082,63 $ 70,203,10 $ 98,02426 $ — $ 98,024,26

There were no transfers between Level 1 and Lee¢ltBe fair value hierarchy in the six months ethdane 30, 2018nd 2012. We ha'
no instruments that are classified within Levek3&June 30, 2013 and December 31, 2012 .

Inventories

Inventories are stated at lower of cost or markest is determined on a first-in, firgtit basis. Inventories are reviewed periodicalk
potential excess, dated or obsolete status. Managieavaluates the carrying value of inventorieaaegular basis, taking into account ¢
factors as historical and anticipated future sat@spared to quantities on hand, the price we exjpeobtain for products in their respec
markets compared with historical cost and the ramgishelf life of goods on hand.

Raw materials inventories consist of raw materigded in the manufacture of our bulk rHUPH20 enzyfaetive pharmaceutic
ingredient” or "API") for Hylenex recombinant. Work-in-process inventories consistireprocessHylenex recombinant. Finished goc
inventories consist of finishadylenexrecombinant.




We expense costs relating to the purchase and giodwf pre-approval inventories for which theesolse is prepproval products
research and development expense in the periodr@ttuntil such time as we believe future comméimation is probable and future econo
benefit is expected to be realized. Inventoriesluseclinical trials are expensed at the time tinentories are packaged for the clinical tr
Prior to receiving approval from the U.S. Food &rdg Administration ("FDA") or comparable regulagaagencies in foreign countries, ct
related to purchases of the API and the manufargusf the product candidates are recorded as saad development expense. All di
manufacturing costs incurred after approval arétakiged as inventory.

Revenue Recognition

We generate revenues from product sales and cofiib® agreements. Payments received under coldiberagreements may incl
nonrefundable fees at the inception of the agre&nboense fees, milestone payments for specifidevements designated in the collabor:
agreements, reimbursements of research and devetamarvices and supply of rHUPH20 API, and/or lt®son sales of products result
from collaborative arrangements.

We recognize revenues in accordance with the atdkive guidance for revenue recognition. We reg¢ogmevenue when all of t
following criteria are met: (1) persuasive evidewtean arrangement exists; (2) delivery has occuareservices have been rendered; (3
seller’s price to the buyer is fixed or determirglaind (4) collectibility is reasonably assured.

Product Sales, Net
Hylenex Recombinant

In December 2011, we reintroduckglenexrecombinant to the market and began promoligtenexrecombinant through our sa
force. We selHylenexrecombinant in the United States to wholesale phaemtical distributors, who sell the product togitads and othe
enduser customers. The wholesale distributors talettitthe product, bear the risk of loss of owngrstnd have economic substance tc
inventory. Further, we have no significant obligas for future performance to generate pltbugh sales; however, we allow the whole
distributors to return product that is damagedegeived in error. In addition, we allow for prodtatbe returned beginning six months pric
and ending twelve months following product expoati

Given our limited history of sellinglylenexrecombinant and the lengthy return period, we eilyecannot reliably estimate expec
returns and chargebacksHylenexrecombinant at the time the product is receivethieywholesale distributors. Therefore, we do nobgmize
revenue upon delivery dilylenexrecombinant to the wholesale distributor until gwnt at which we can reliably estimate expectestpc
returns and chargebacks from the wholesale distnibuShipments oHylenexrecombinant are recorded as deferred revenue enitdenci
exists to confirm that pull-through sales to theitals or other endser customers have occurred. We recognize rewghaa the product
sold through from the distributors to the distriimst customers. In addition, the costs of manufaegHylenexrecombinant associated with
deferred revenue are recorded as deferred costsh ke included in inventory, until such time he telated deferred revenue is recogn
We estimate sell-through revenue and certain sdlesances based on analysis of thpalty information including information obtaineain
certain distributors with respect to their invegtdevels and sell-through to the distributocsistomers. At the time we can reliably estir
product returns and chargebacks from the wholediatebutors, we will record a ontzme increase in net product sales revenue relatekie
recognition of product sales revenue previouslerdetl.

We recognize product sales allowances as a reducfiproduct sales in the same period the relaggdnue is recognized. Prod
sales allowances are based on amounts owed or ¢ttaineed on the related sales. These estimatesinéieconsideration the terms of «
agreements with wholesale distributors and hospitdle must make significant judgments in deterngrtimese allowances. If actual res
differ from our estimates, we will be required take adjustments to these allowances in the futunesh could have an effect on product s
revenue in the period of adjustment.

10




Our product sales allowances include:

Distribution Fees. The distribution fees, based on contractudéjermined rates, arise from contractual agreemeatbave wit
certain wholesale distributors for distribution\sees they provide with respect Hylenexrecombinant. At the time the sale is made tc
respective wholesale distributors, we record aowalhce for distribution fees by reducing our actsureceivable and deferred reve
associated with such product sales.

Prompt Payment Discounts We offer cash discounts to certain wholes#@&idutors as an incentive to meet certain paynemas
We expect our customers will take advantage ofdtgsount; therefore, at the time the sale is nmiadbe respective wholesale distributors
accrue the entire prompt payment discount, baseéteogross amount of each invoice, by reducingaggounts receivable and deferred rew
associated with such product sales.

Other Discounts and Fees We provide discounts to end-user members dhicegroup purchasing organizations (“GP@f)de
collective purchasing contracts between us andsR©s. We also provide discounts to certain hospit@ho are members of the GPOs
which we do not have contracts. The ersgr members purchase products from the wholegsthébdtors at a contracted discounted price,
the wholesale distributors then charge back tdadifference between the current retail price tuedprice the endsers paid for the produ
Given our lack of historical sales data, we recogrihese chargebacks in the same period the rgabeldict sales revenue is recognized
reduce our accounts receivable accordingly. Weri@RO fees for these transactions which are alsorded in the same period the rel
product sales revenue is recognized and are indlidaccrued expenses.

Product Returns The product returns reserve is based on mamagés best estimate of the product sales recognizeewenu
during the period that are anticipated to be retdriThe product returns reserve is recorded adwtien of product sales revenue in the <
period the related product sales revenue is rezedrand is included in accrued expenses.

rHUPH20 API

Subsequent to receiving approval from the FDA anparable regulatory agencies in foreign countrsades of rHUPH20 API fi
collaboration commercial products are recognizegrasluct sales when the APl has met all the smadifins required for the custom
acceptance and title and risk of loss have traresleto the customer. Following the receipt of thedpean marketing approval of Baxt
HyQvia product in May 2013, revenue from the salesHuPH20 API for HyQvia was recognized as procsades for the three and six mor
ended June 30, 2013.

Revenues under Collaborative Agreements

We have license and collaboration agreements uwtiah the collaborators obtained worldwide rights the use of our propriete
rHUPH20 enzyme in the development and commerciaizaf the collaboratorshiologic compounds. The collaborative agreementgaic
multiple elements including nonrefundable paymaeattshe inception of the arrangement, license fegslusivity fees, payments based
achievement of specified milestones designatechéncollaborative agreements, annual maintenance feembursements of research
development services, payments for supply of rHUPH®PI for the collaborator and/or royalties on salef products resulting fro
collaborative agreements. We analyze each elenfepnuiocollaborative agreements and consider a tyaé¢ factors in determining tl
appropriate method of revenue recognition of edement.

In order to account for the multipldlement arrangements, we identify the deliverainielsided within the agreement and evaluate w
deliverables represent units of accounting. Analyzhe arrangement to identify deliverables requihe use of judgment, and each delivel
may be an obligation to deliver services, a righticense to use an asset, or another performahtgation. The deliverables under
collaborative agreements include (i) the licenseunrHuPH20 technology, (ii) at the collaborasoréquest, research and development sel
which are reimbursed at contractually determingelstaand (iii) at the collaboratsriequest, supply of rHUPH20 API which is reimbdraeou
cost plus a margin. A delivered item is consideseseparate unit of accounting when the delivereh ihas value to the collaborator ¢
standalone basis based on the consideration
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of the relevant facts and circumstances for eacdngement. Factors considered in this determinaticlude the research capabilities of
collaborator and the availability of research experin this field in the general marketplace.

Arrangement consideration is allocated at the itioapf the agreement to all identified units o€aoenting based on their relative sel
price. The relative selling price for each deliy®#eais determined using vendor specific objectivielence (“VSOE"), of selling price or third-
party evidence of selling price if VSOE does nasexf neither VSOE nor thirgharty evidence of selling price exists, we uselmst estima
of the selling price for the deliverable. The amooiallocable arrangement consideration is limii@@mounts that are not contingent upor
delivery of additional items or meeting other sfiedi performance conditions. The consideration ikexkis allocated among the separate |
of accounting, and the applicable revenue recagnitriteria are applied to each of the separatts.u@hanges in the allocation of the s
price between delivered and undelivered elementsiropact revenue recognition but do not changetdks revenue recognized under
agreement.

Nonrefundable upfront license fee payments aregrized upon delivery of the license if facts angwinstances dictate that the lice
has standalone value from the undelivered itemg;hwhenerally include research and developmentices\and the manufacture of rHuPlt
API, the relative selling price allocation of tHednse is equal to or exceeds the upfront licemse ffersuasive evidence of an arrange
exists, our price to the collaborator is fixed etatminable and collectibility is reasonably asduképfront license fee payments are deferr
facts and circumstances dictate that the licenss dot have standalone value. The determinatidimeolength of the period over which to d
revenue is subject to judgment and estimation amcheve an impact on the amount of revenue recediza given period.

Prior to the adoption of ASU No. 2009-1ultiple-Deliverable Revenue Arrangemerds,January 1, 2011, in order for a delivered
to be accounted for separately from other delidesaln a multipleelement arrangement, the following three criteréa o be met: (i) tt
delivered item had standalone value to the custpfiigthere was objective and reliable evidencdaif value of the undelivered items
(iii) if the arrangement included a general rightreturn relative to the delivered item, deliveny performance of the undelivered items
considered probable and substantially in the cbwotfrthe vendor. For the collaborative agreementsred into prior to January 1, 2011, tt
was no objective and reliable evidence of fair eadfithe undelivered items. Thus, the delivereenges did not meet all of the required crit
to be accounted for separately from undeliverechsteTherefore, we recognize revenue on nonrefurdapiront payments and license 1
from these collaborative agreements over the pafaifgnificant involvement under the related agneats.

The terms of our collaborative agreements provienfilestone payments upon achievement of certaweldpment and regulatc
events and/or specified sales volumes of comm&ealproducts by the collaborator. We recognizesiaration that is contingent upon
achievement of a milestone in its entirety as rereeim the period in which the milestone is achiewaly if the milestone is substantive in
entirety. A milestone is considered substantivemiheneets all of the following criteria:

1. The consideration is commensurate with eitherentitys performance to achieve the milestone or the ex@ment of the value
the delivered item(s) as a result of a specificonte resulting from the entity’s performance toiech the milestone,

2. The consideration relates solely to past perforraaan:
3. The consideration is reasonable relative to athefdeliverables and payment terms within the giearent

A milestone is defined as an event (i) that cary drd achieved based in whole or in part on eitherentitys performance or on t
occurrence of a specific outcome resulting from #mity’'s performance, (ii) for which there is substantivecertainty at the date 1
arrangement is entered into that the event wikh&igeved and (iii) that would result in additiopalyments being due to the vendor.

Reimbursements of research and development semiieagcognized as revenue during the period ictwtiie services are performe
long as there is persuasive evidence of an arramgethe fee is fixed or determinable and collectibthe
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related receivable is reasonably assured. Revenaethe manufacture of rHUPH20 API is recognizeg@mwthe API has met all specificatit
required for the collaborator's acceptance ane #tid risk of loss have transferred to the collatoor We do not directly control when ¢
collaborator will request research and developnsentices or supply of rHUPH20 API; therefore, waraat predict when we will recogni
revenues in connection with research and developegwices and supply of rHUPH20 API. Royaltieb¢oreceived based on sales of lice
products by our collaborators will be recognizedased.

The collaborative agreements typically providedbBaborators the right to terminate such agreerimewhole or on a product-byroduc
or target-by-target basis at any time upon 30 ta&gsprior written notice to us. There are no performegreancellation, termination or reft
provisions in any of our collaborative agreemehg tontain material financial consequences to us.

Cost of Product Sales

Cost of product sales consists primarily of rawenats, thirdparty manufacturing costs, fill and finish costgight costs, internal co:
and manufacturing overhead associated with theyatamh of Hylenexrecombinant. Cost of product sales also consisthefvritedown o
excess, dated and obsolete inventories and the-effibf any inventories that do not meet certaiodpict specifications.

Research and Development Expenses

Research and development expenses include sadamiebenefits, facilities and other overhead expermeernal clinical trial expens
research related manufacturing services, contractices and other outside expenses. Research amdogment expenses are charge
operations as incurred when these expenditureerilaur research and development efforts and haaternative future use<Costs relate
to purchases of the APl and the manufacturing obléaboration product incurred after receiving tygproval from the FDA or compara
regulatory agencies in foreign countries for suaidpct are capitalized as inventory.

In accordance with certain research and developagmtements, we are obligated to make certain mipfrayments upon execution
the agreement. Advance payments, including nondzfiole amounts, for goods or services that will eduor rendered for future research
development activities are deferred and capitalifeth amounts will be recognized as an expensbeasclated goods are delivered or
related services are performed or such time whedameot expect the goods to be delivered or sesutwée performed.

Milestone payments that we make in connection witlicensed technology or product candidates are esqukas incurred when ther:
uncertainty in receiving future economic benefitsf the licensed technology or product candidaMess.consider the future economic bent
from the licensed technology or product candidate®e uncertain until such licensed technology mrdpct candidates are approved
marketing by the regulatory bodies such as the ED#hen other significant risk factors are abatdenagement has viewed future econc
benefits for all of our licensed technology or proticandidates to be uncertain and has expensse émeounts as incurred.

Clinical Trial Expenses

Payments in connection with our clinical trials afeen made under contracts with multiple contrasearch organizations that cont
and manage clinical trials on our behalf. The fiiahterms of these agreements are subject to ia¢igot and vary from contract to contr
and may result in uneven payment flows. Genertiligse agreements set forth the scope of work fretfermed at a fixed fee, unit price or
a time-andmaterial basis. Payments under these contractsxdepe factors such as the successful enrolimetrteatment of patients or t
completion of other clinical trial milestones.
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Expenses related to clinical trials are accruecedbamn our estimates and/or representations fromiceeproviders regarding wc
performed, including actual level of patient enr@ht, completion of patient studies and progresthefclinical trials. Other incidental co
related to patient enrollment or treatment arewsstiwhen reasonably certain. If the contracted amscare modified (for instance, as a rest
changes in the clinical trial protocol or scopenafrk to be performed), we modify our accruals adoagly on a prospective basis. Revision
the scope of a contract are charged to expenskeirpeériod in which the facts that give rise to teeision become reasonably cert
Historically, we have had no material changes imiadl trial expense accruals that would have hathterial impact on our consolidated res
of operations or financial position.

Share-Based Compensation

Total share-based compensation expense relatéidofooarr share-based awards was allocated asvisllo

Three Months Ended Six Months Ended
June 30, June 30,
2013 2012 2013 2012

Research and development $ 1,13847 $ 1,238,71. $ 2,262,380 $ 2,365,99
Selling, general and administrative 1,301,127 1,046,34 2,573,951 2,073,98
Share-based compensation expense $ 2,439,64 $ 2,28505. $ 4,836,331 $ 4,439,98
Net share-based compensation expense, per basttilated
share $ 00z % 00z $ 004 % 0.04
Share-based compensation expense from:

Stock options $ 1,422,670 $ 1,192,67 $ 2,784,42' $ 2,326,24

Restricted stock awards and restricted stock units 1,016,97 1,092,37! 2,051,90 2,113,73.

$ 2,43964 $ 2,28505 $ 4,836,331 $ 4,439,98

Since we have a net operating loss carryforwaradf dsine 30, 2013 , no excess tax benefits forakedeductions related to shdrase:
awards were recognized in the interim unauditedleosed consolidated statements of operations éothtlee and six months endéuahe 3(
2013.

As of June 30, 2013 , total unrecognized estimatedpensation cost related to non-vested stock ptmd nonvested restricted sto
awards and restricted stock units granted pri¢chab date was approximately $10.7 million and $8iion , respectively, which is expectec
be recognized over a weighted-average period afoappately 2.8 years and 2.9 years, respectively.

Net Loss Per Share

Basic net loss per common share is computed byidiyiloss for the period by the weighted averagmlmer of common shar
outstanding during the period, without consideratior common stock equivalents. Stock options, stec restricted stock awards (“RSAs”
and unvested RSUs are considered common stockadegnis and are only included in the calculatiorditiited earnings per common sk
when their effect is dilutive. Because of our rostsl, outstanding stock options, outstanding RSldsuamested RSAs totaling approximatély
million and 7.3 million were excluded from the aalition of diluted net loss per common share fer tiree and six months endéane 3(
2013 and 2012, respectively, because their eféeanii-dilutive.
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Segment I nformation

We operate our business in one segment, whichdeslall activities related to the research, develt and commercialization of ¢
proprietary enzymes that can be used to facilitagedelivery of injected drugs and fluids, thus @mting the efficacy and the convenienc
other drugs or to alter abnormal tissue structtoeslinical benefit. This segment also includegergues and expenses related to (i) researc
development activities conducted under our collatiee agreements with third parties and (ii) prddsades of Hylenexecombinant. The chi
operating decision-maker reviews the operatingltesm an aggregate basis and manages the opasragansingle operating segment.

3. Marketable Securities

Available-for-sale marketable securities consigheffollowing:

June 30, 2013

Gross Gross
Unrealized Unrealized Estimated Fair
Amortized Cost Gains Losses Value
Corporate debt securities $ 39,134,999 $ 89€ $  (40,20F) $ 39,095,68
Commercial paper 5,986,94: — — 5,986,94
Certificate of deposit 3,000,00i — — 3,000,001
$ 48,121,94 % 89¢ $ (40,20Y $ 48,082,63

As of June 30, 2013, $3.1 million of these semgitvere scheduled to mature between twelve aridesig months from June 30, 2013
There were no securities sold during the six moetided June 30, 2013 . Nookthese investments have been in a continuousalized los
position for more than twelve months as of June28Q_3 .

4. Collaborative Agreements
Roche Collaboration

In December 2006, we and Roche entered into ad&emnd collaborative agreement under which Rocheiraad a worldwide
exclusive license to develop and commercialize pcodombinations of rHUPH20 and up to thirteen Rotdrget compounds (th&Rtche
Collaboration”). As of June 30, 2013 , Roche hasteld a total of fiveexclusive targets and retains the option to devatogh commercializ
rHUPH20 with three additional targets, providedttRache continues to pay annual maintenance fees.té\s of June 30, 201,3we haw
received $61.75 million from Roche, including tr20$ million upfront license fee payment for thelkgation of rHuPH20 to the initighree
Roche exclusive targets, $20.75 million in conrettvith Roche's election of twadditional exclusive targets and annual licensenteaanc
fees for the right to designate the remaining tsrges exclusive targets, $13.0 million in clinickvelopment milestone payments &8&i(
million in regulatory milestone payments. Roche assumateatlopment, manufacturing, clinical, regulat@sles and marketing costs ur
the Roche Collaboration, while we are responsibletiie supply of rHUPH20 API. We are entitled toeige reimbursements for provid
research and development services and rHUPH200ARbthe at its request.

Under the terms of the Roche Collaboration, Roclie pay us a royalty on each product commercializewier the agreeme
consisting of a migingle digit percent of the net sales of such pehdUnless terminated earlier in accordance wihtérms, the Rocl
Collaboration continues in effect until the expivatof Roche's obligation to pay royalties. Rochs the obligation to pay royalties with res|
to each product in each country, during the peeigdal to the longer of: (a) the duration of anyidvzalaim of our patents covering rHUPH2(
other specified patents developed under the caitaiom which valid claim
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covers the product in such country or (b) years following the date of the first commercidkesaf such product in such country. Pursua
the terms of the Roche Collaboration, we scaletheproduction of rHUPH20 API and identified a setsource manufacturer that would
meet anticipated production obligations arisingrfrihe Roche Collaboration.

Due to our continuing involvement obligations (Bxtample, support activities associated with rHUPH28venues from the upfrc
payment, exclusive designation fees and annuahdieenaintenance fees were deferred and are baingniged over the term of the Ro
Collaboration. In addition, we received prepaymeassociated with the manufacture of rHuPH20 APIreguested by Roche. T
manufacturing prepayments have been deferred @nldedmg recognized as revenues under collaboragjieements as services or product
delivered. For the three months ended June 30, 20d32012, we recognized revenues from the upfrapignt, exclusive designation fe
annual license maintenance fees and manufacturegapments under the Roche Collaboration totalpg@imately $516,000 and $503,000
respectively. For the six months ended June 303 201l 2012, we recognized revenues from the upfraptgnt, exclusive designation fe
annual license maintenance fees and manufacturggapments under the Roche Collaboration totalpgr@imately $3.3 million an&1.(
million , respectively. Deferred revenue relating to théram payment, exclusive designation fees, anniggnke maintenance fees
manufacturing prepayments under the Roche Colléibaravas approximately $32.6 million and $35.9 mill as ofJune 30, 2013 a
December 31, 2012 , respectively.

We determined that the clinical and regulatory std@es were substantive; therefore, we recognikedclinical and regulato
milestone payments as revenue upon achievementchfrailestones. We recognized mwenues under collaborative agreements relatéuE
achievement of certain regulatory and clinical stides pursuant to the terms of the Roche Colléibarfor thethree and six months enc
June 30, 2013 . We recognized zero and $4.0 midimrevenues under collaborative agreements reflathé achievement of certain regula
and clinical milestones pursuant to the terms efRloche Collaboration for the three and six moetided June 30, 2012 , respectively.

Gammagard Collaboration

In September 2007, we entered into a license alidbooative agreement with Baxter, under which Baxtbtained a worldwid
exclusive license to develop and commercialize alpet consisting of rHUPH20 combined with a currBakter product, GAMMAGARI
LIQUID ™ (the “Gammagard Collaboration”). As of June 30, 2Q01we have received $13.0 milliamder the Gammagard Collaborat
including the $10.0 million upfront license fee pant and a $3.0 millioregulatory milestone payment. Baxter will pay uowalty on eac
product commercialized under the agreement congisti a mid-single digit percent of the net salesuxh product.

The Gammagard Collaboration is applicable to bdtlakd formulation combinations. Baxter assumesl@elopment, manufacturi
clinical, regulatory, sales and marketing costsemrtie Gammagard Collaboration, while we are resipda for the supply of rHUPH20 Al
We perform research and development activitiessanqgbly rHUPH20 API at the request of Baxter, whach reimbursed by Baxter under
terms of the Gammagard Collaboration. In addit®erter has certain product development and comuléaiion obligations in major mark
identified in the Gammagard Collaboration.

Unless terminated earlier in accordance with it the Gammagard Collaboration continues in effatil the expiration of Baxtel
obligation to pay royalties. Baxter has the obligato pay royalties, with respect to each proda&ach country, during the period equal tc
longer of: (a) the duration of any valid claim afrgpatents covering rHUPH20 or other specified mateleveloped under the collabora
which valid claim covers the product in such cowrdr (b) tenyears following the date of the first commercidesaf such product in su
country.
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Due to our continuing involvement obligations (fxample, support activities associated with rHuPldB8yme), thes10.0 millior
upfront payment was deferred and is being recodnizer the term of the Gammagard Collaboration.rééegnized revenue from the upfr
payment in the amount of approximately $121,00Cefch of the three months ended June 30, 2013GiRI 2Ve recognized revenue from
upfront payment in the amount of approximately $280 for each of the six months ended June 30, 20832012 Deferred revenue relati
to the upfront payment under the Gammagard Colk&thor was approximately $6.9 million and $7.1 roiflias ofJune 30, 2013 and Decem
31, 2012 , respectively. There were no revenuezgréeed related to the milestone payments undeGdramagard Collaboration for thieree
and six months ended June 30, 2013 and 2012 .

In May 2013, the European Commission granted Baxgeketing authorization in all European Union (EM@mber States for the t
of HyQvia (solution for subcutaneous use), a comtiam of GAMMAGARD LIQUID and rHuPH20 in dual vialnits, as replacement ther:
for adult patients with primary and secondary imongficiencies. Baxter has launched HyQvia intofits EU country in July 2013 and ple
to introduce HyQvia in additional selected EU coigst during 2013 and expand the launch to othemnitkets in 2014. The first commert
sale of HyQvia triggered a $4.0 million paymenut We have determined that this sdlased payment is similar to a royalty payment a
not considered a milestone payment under the MihesMethod of revenue recognition. Therefore, wiere@cognize this $4.0 milliopaymen
as revenues under collaboration agreements irhittequarter of 2013.

Other Collaborations

In December 2012, we and Pfizer entered into abolation and license agreement, under which Pfiasrthe worldwide license
develop and commercialize products combining rHuPldazyme with Pfizer proprietary biologics directedup to six targets (thePfizel
Collaboration”). Targets may be selected on anuwskeé or non-exclusive basis. As of June 30, 20¥& have received a nonrefund:
upfront payment of $9.5 million for the licenseghoee specified exclusive targets and tra@ditional targets which Pfizer has the right &t
in the future upon payment of additional fees. Waleerminated earlier in accordance with its tetims Pfizer Collaboration continues in efl
until the later of (i) expiration of the last topse of the valid claims of our patents coveringuHH20 or other specified patents develc
under the collaboration which valid claim coverpraduct developed under the collaboration, andefipiration of the last to expire roye
term for a product developed under the collabonatiche royalty term of a product developed under RBifizer Collaboration, with respect
each country, consists of the period equal todhgér of: (a) the duration of any valid claim of @atents covering rHuPH20 or other spec
patents developed under the collaboration whickdwahim covers the product in such country ortéh) years following the date of the fi
commercial sale of such product in such countrizePfmay terminate the agreement prior to expinafar any reason in its entirety or o
target-by-target basis upon 30 day®r written notice to us. Upon any such termioatithe license granted to Pfizer (in total or witkpect t
the terminated target, as applicable) will terméngrovided, however, that in the event of expiradf the agreement, the licenses grantec
become perpetual, non-exclusive and fully-paid-up.

In May 2011, we and ViroPharma entered into a boltation and license agreement, under which ViroRhaobtained a worldwi
exclusive license for the use of rHUPH20 enzymeéhim development and commercialization of a sub&aas injectable formulation
ViroPharma's commercialized product, CinryzéC1 esterase inhibitor [human]) (the “ViroPharmall@lmration”). In addition, the licens
provides ViroPharma with exclusivity to C1 esteradgbitor and to the hereditary angioedema indécgtalong with three additional orpt
indications. As of June 30, 2013 , we have recelt®40 million from ViroPharma, including the $illion nonrefundable upfront licen
fee payment and a $3.0 milliainical development milestone payment. We aretledtito receive a royalty on each product commézeid
under the agreement consisting of ten percent efnidt sales of such product. Unless terminatedeean accordance with its terms,
ViroPharma Collaboration continues in effect uthié later of (i) expiration of the last to expiréthe valid claims of our patents cover
rHUPH20 or other specified patents developed utidecollaboration which valid claim covers a praddeveloped under the collaboration,
(ii) expiration of the last to expire royalty terfior a product developed under the collaboratiore fidyalty term of a product developed ur
the ViroPharma Collaboration, with respect to eastintry, consists of the period equal to the lorgfe a) the duration of any valid claim
our patents covering rHUPH20 or other specifie@miatdeveloped under the collaboration which velkim covers the product in such cou
or (b) ten years following the date of the firstrooercial sale of such product in
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such country. ViroPharma may terminate the agreémeor to expiration for any reason on a produgtgboduct basis upon 90 dapsior
written notice to us. Upon any such terminatiore titense granted to ViroPharma (in total or wieispect to the terminated product
applicable) will terminate.

In June 2011, we and Intrexon entered into a coltaion and license agreement, under which Intrextrined a worldwide exclusi
license for the use of rHUPH20 enzyme in the degraknt and commercialization of a subcutaneous talpbe formulation of Intrexor
recombinant human alpha l-antitrypsin (rtHUAL1AT)e(thntrexon Collaboration”)In addition, the license provides Intrexon with lestvity
for a defined indication (“Exclusive Field”). As dune 30, 2013 , we have received $11.0 milfrmm Intrexon, including a nonrefunda
upfront license fee payment of $9.0 milliole are entitled to receive a royalty on each pcbdommercialized under the agreement cons
of a percentage of the net sales of such produgimg from mid-single digits up to a low doull@git percentage. Unless terminated earli
accordance with its terms, the Intrexon Collaborationtinues in effect until the later of (i) exadion of the last to expire of the valid claim:
our patents covering rHUPH20 or other specifie@piatdeveloped under the collaboration which velidm covers a product developed ur
the collaboration, and (ii) expiration of the lastexpire royalty term for a product developed unithe collaboration. The royalty term ¢
product developed under the Intrexon Collaboratigith respect to each country, consists of theqoeeiqual to the longer of: (a) the dura
of any valid claim of our patents covering rHuPH#0other specified patents developed under thaloothtion which valid claim covers
product in such country or (b) teeears following the date of the first commercidksaf such product in such country. Intrexon maynieate
the agreement prior to expiration for any reasonaoproduct-by-product basis upon 90 dgy®r written notice to us. Upon any si
termination, the license granted to Intrexon (itat@r with respect to the terminated product, pgliaable) will terminate. Intrexon's ch
executive officer, chairman of its board of direstand major shareholder is also a member of oardbaof directors.

We identified the deliverables at the inceptiortted Pfizer, ViroPharma and Intrexon agreements lwhie the license, research
development services and API supply. We have détednthat the license, research and developmewicesrand API supply individual
represent separate units of accounting, becausedediverable has standalone value. The estima#idgs prices for these units of accoun:
were determined based on market conditions, tmast@f comparable collaborative arrangements foilairtechnology in the pharmaceuti
and biotech industry and entigpecific factors such as the terms of our previcallaborative agreements, our pricing practices jarcing
objectives and the nature of the research and oewent services to be performed for the collabosat®he arrangement consideration
allocated to the deliverables based on the relaglleng price method.

The amount allocable to the delivered unit or upit@ccounting is limited to the amount that is nohtingent upon the delivery
additional items or meeting other specified perfance conditions (the noncontingent amount). As swah excluded from the allocal
arrangement consideration the milestone paymentsja exclusivity fees and royalties regardlesshef probability of receipt. Based on
results of our analysis, we allocated the $9.5iamillicense fees from Pfizer, the $9.0 million uguft license fee from ViroPharma and $&(
million upfront license fee from Intrexon to the license deliverable under each of the arrangements. Werdmed that the upfront payme
were earned upon the granting of the worldwide]wsiee right to our technology to the collaboratorghese arrangements. As a result
recognized the $9.5 million license fee under tfizePP Collaboration, the $9.0 millionpfront license fee under the ViroPharma Collabon
and the $9.0 milliompfront license fee received under the Intrexoridbalration as revenues under collaborative agreeniretthe period whe
such license fees were earned. There were no regseraognized related to milestone payments uhdsetcollaborations for thieree and si
months ended June 30, 2013 and 2012 .

Pfizer, ViroPharma and Intrexon are each solelypaoasible for the development, manufacturing andketarg of any produc
resulting from their respective collaborations. \&e entitled to receive payments for research amdldpment services and supply
rHUPH20 API to these collaborators if requestediagh collaborator. We recognize amounts allocaigégearch and development service
revenues under collaborative agreements as thiededarvices are performed. We recognize amoulatsaéd to the sales of API as rever
under collaborative agreements when such API hasatheequired specifications by the collaboratarsl the related title and risk of loss
damages have passed to the collaborators. We cpareditt the timing of delivery of research and e@lepment services and API as they a
the collaborators' requests.
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Pursuant to the terms of our existing collaboratiaollectively, we are entitled to receive addiibmilestone payments for 1
successful development of the elected targets enatigregate of up to approximately $58.5 milliggon achievement of specified clini
development milestone events and up to approxim&®4.0 millionupon achievement of specified regulatory milestewents in connectic

with specified regulatory filings and receipt of niating approvals.
5. Certain Balance Sheet Items

Accounts receivable, net consist of the following:
Accounts receivable from collaborators
Accounts receivable from product sales

Allowance for distribution fees and discounts

Inventories consist of the following:

Raw materials
Work-in-process
Finished goods

Prepaid expenses and other assets, current cohttigt following:

Prepaid manufacturing expenses

Prepaid research and development expenses
Other prepaid expenses

Other assets

Less long-term portion
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June 30, December 31,
2013 2012
8,892,44. $ 15,058,16
2,134,22. 823,06

11,026,66 15,881,22

(194,839 (178,14

10,831,82 $ 15,703,08

June 30, December 31,
2013 2012
1,049,72 $ 1,127,06:

262,28! 792,25
1,154,98 751,37¢
2,466,99! $ 2,670,691

June 30, December 31,
2013 2012
8,234,84. $ 8,152,60:
2,945,95 2,274,55:
1,378,591 2,250,79:

442,43. 74,94

13,001,81 12,752,388
1,889,98! —

11,111,83 $ 12,752,88




Property and equipment consist of the following:

June 30, December 31,
2013 2012

Research equipment $ 6,613,40! $ 6,360,00:
Computer and office equipment 1,628,89 1,432,97!
Leasehold improvements 1,272,15 1,138,11f
Building (1) 2,100,001 1,450,001
11,614,45 10,381,08
Accumulated depreciation and amortization (7,037,94) (6,680,62)
$ 4,576,50! $ 3,700,46:

(1) Represents capitalized building under a btalduit lease arrangement where we are consideregither (for accounting purposes ot

during the construction period.

Depreciation and amortization expense totaled aqpmately $297,000 and $272,000 for the three moatided June 30, 2013 and 2Q12
respectively, and approximately $592,000 and $3I®f6r the six months ended June 30, 2013 and 28dspectively.

Accrued expenses consist of the following:

June 30, December 31,
2013 2012
Accrued outsourced research and development expense $ 10,003,86 $ 2,223,24,
Accrued compensation and payroll taxes 3,304,34! 4,053,591
Other accrued expenses 1,981,21° 1,506,61!
$ 15,289,43 $ 7,783,44
Deferred revenue consists of the following:
June 30, December 31,
2013 2012
Collaborative agreements $ 39,493,70 $ 43,222,47
Product sales 607,96 623,51(
Total deferred revenue 40,101,67 43,845,98
Less current portion 6,419,68: 8,891,01
Deferred revenue, net of current portion $ 33,681,99 $ 34,954,96

Refer to Note 4 for a further discussion of oulawmbrative agreements and deferred revenue.
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6. Long-Term Debt

In December 2012, we entered into a Loan and Sgcligreement (the “Loan Agreement”) with Oxford Birce LLC (“Oxford”)anc
Silicon Valley Bank (“SVB”) (collectively, the “Ledters”) for a $30 million secured singlieaw term loan facility with a maturity date,
amended, of January 1, 201which was fully drawn on December 28, 2012. Thecpeds are to be used for working capital and rgd
business requirements. The term loan bears a fixedest rate of 7.55%er annum. The monthly repayment schedule inclirtesest onl
payments in arrears for the first year followeddnyal principal and interest payments for the syibbsiet 36 months The term loan requires
final payment of $2.55 milliorwhich is due when the term loan becomes due or tiperprepayment of the facility. We have the optic
prepay the outstanding balance of the term lodulinsubject to a prepayment fee of 1% to 3% dej@mn upon when the prepayment occurs.

In connection with the term loan, the debt offercasts have been recorded as a debt discount onoodensed consolidated bals
sheet which together with the final $2.55 millipayment and fixed interest rate payments will berized to interest expense throughout
life of the term loan using the effective intereste method. As of June 30, 2018ccrued interest expense associated with thég fiaymer
was approximately $679,000 and classified as dtmg-term liability on the condensed consolidatathhce sheet.

The term loan is secured by substantially all ef éissets of the Company and Halozyme, Inc., exhapthe collateral does not inclt
any intellectual property (including licensing, ledloration and similar agreements relating theretodl certain other excluded assets. The
Agreement contains customary representations, w#@gand covenants by us, as well as customamyt&eé default and our indemnificati
obligations. One of the events of default is a miat@dverse change which is defined as a matadeérse change in our business, opera
or condition (financial or otherwise); a materiadgairment of the prospect of repayment of any portf the loan; or a material impairmen
the perfection or priority of lender's lien in tleellateral or in the value of such collateral. AsJone 30, 2013 we believe we were
compliance with all material covenants under tharLdgreement and there was no material adversegehan

Interest expense, including amortization of thetdiibcount, related to the long-term debt for thee¢ and six months endddne 3(
2013 was approximately $849,000 and $1.7 millimspectively.

7. Stockholders’ Equity

During the six months ended June 30, 2013 and 20&42 issued an aggregate of 15,130 and 419gt22es of common sto
respectively, in connection with the exercisestotls options at a weighted average exercise pfi¢d d0 and $4.5per share, respectively,
net proceeds of approximately $67,000 and $1.9anill respectively. In addition, for the six mon#reded June 30, 2013 and 2Q1&e issue
85,782 and 81,070 shares of common stock, respdgtivpon vesting of certain RSUs. The RSU holdersendered 58,061 and 46,938Us
respectively, to pay for minimum withholding taxesaling approximately $374,000 and $347,00@spectively. Stock options and unve
RSUs totaling approximately 9.2 million and 7.1 lioit shares of our common stock were outstandingfadsine 30, 2013 and December
2012 , respectively. In addition, we issued 475,488 379,000 shares of common stock in connectitinttve grants of RSAs during thex
months ended June 30, 2013 and 2012 , respectively.

In May 2013, our stockholders approved an amendnoeotir Certificate of Incorporation to increase authorized number of shares
common stock from 150 million shares to 200 millgirares. The stockholders also approved the AmesmigdRestated 2011 Stock Plan wil
provides for the grant of up to an additional 6iliom shares of common stock.

In February 2012, we completed an underwrittenipudffering and issued 7,820,000 shares of commacksincluding 1,020,008hare
sold pursuant to the full exercise of an oalotment option granted to the underwriter. Alltbé shares were offered at a public offering |
of $10.61 per share, generating approximately $&iilkon in net proceeds. Of the 7,820,08@ares of common stock sold, Randal J. Ki
member of our board of directors, through his iatfids, purchased 1,360,080ares of common stock in this offering at the jubffering price
of $10.61 per share for a total of approximatelg.8Imillion .
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8. Commitments and Contingencies

From time to time, we may be involved in disputasjuding litigation, relating to claims arising toof operations in the normal course
our business. Any of these claims could subjedbustly legal expenses and, while we generalliebe that we have adequate insuranc
cover many different types of liabilities, our imance carriers may deny coverage or our policytirmay be inadequate to fully satisfy
damage awards or settlements. If this were to happe payment of any such awards could have ariabselverse effect on our consolide
results of operations and financial position. Attdially, any such claims, whether or not successfulld damage our reputation and busit
We currently are not a party to any legal procegslithe adverse outcome of which, in managersenqtinion, individually or in the aggrege
would have a material adverse effect on our codatdid results of operations or financial position.
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Item 2. Management'’s Discussion and Analysis of Financial Condition ahResults of Operation:

As used in this report, unless the context suggdbtswise, references to “Halozyme,” “the Compdriyye,” “our,” “ours,” and “us”
refer to Halozyme Therapeutics, Inc., and its whollvned subsidiary, Halozyme, Inc. References tmébl' refer to the Notes to Conden:
Consolidated Financial Statements included heregfef to Item 1 of Part 1).

The following information should be read in conijtior with the interim unaudited condensed consaéiddinancial statements and nc
thereto included in Item 1 of this Quarterly Report Form 10Q. Past financial or operating performance is nacassarily a reliabl
indicator of future performance, and our historiga@rformance should not be used to anticipate tesarl future period trends.

Except for the historical information contained &, this report contains “forward-looking statentgh within the meaning of tl
Private Securities Litigation Reform Act of 1996ck statements reflect managen’'s current forecast of certain aspects of our futWhéord:
such as “expect,” “anticipate,” “intend,” “plan,” “ believe,” “seek,” “estimate,” “think,” “may,” “coul d,” “will,” “would,” “should,”
“continue,” “potential,” “likely,” “opportunity” an d similar expressions or variations of such words mtended to identify forwartbokinc
statements, but are not the exclusive means ofifigieg forward{ooking statements in this report. Additionallyatsiments concerning futt
matters such as the development or regulatory apirof new products, enhancements of existing prisdor technologies, timing and succ
of the launch of new products by us or by our dmitators, third party performance under key colledtion agreements, revenue and exp
levels and other statements regarding matters #natnot historical are forwardeoking statements. Such statements are based roenty
available operating, financial and competitive inf@tion and are subject to various risks, uncertigi® and assumptions that could ce
actual results to differ materially from those afpiated or implied in our forwardboking statements due to a number of factors ioly, bu
not limited to, those set forth below under thetisacentitled “Risks Factors” and elsewhere in ti@@iarterly Report on Form 1@ and ou
most recent Annual Report on Form 10-K.

LIS ” o

Overview

Halozyme is a scienadriven, biopharmaceutical company committed to mgkmolecules into medicines for patients in needr
research focuses primarily on human enzymes that tle extracellular matrix. The extracellular mats a complex matrix of proteins a
carbohydrates surrounding the cell that providascgiral support in tissues and orchestrates mappitant biological activities, including c
migration, signaling and survival. Over many yeave, have developed unique technology and sciergifjmertise enabling us to pursue
target-rich environment for the development of #pées.

Our proprietary enzymes can be used to facilifagedelivery of injected drugs and fluids, thus erdiag the efficacy and the convenie
of other drugs or can be used to alter abnormslig¢istructures for clinical benefit. We have chaseexploit our technology and expertise
balanced way to modulate both risk and spend bydéVeloping our own proprietary products in thewaic areas with significant unn
medical needs, such as diabetes, oncology and t#ogg, and (2) licensing our technology to biophaceutical companies to collaborati\
develop products which combine our technology it collaborators' proprietary compounds.

The majority of the product candidates in our cotrrpipeline are based on rHuPH20, a patented humemmbinant hyaluronida
enzyme. rHUPH20 temporarily breaks down hyaluromiid (HA) - a naturally occurring substance that is a major pmment of th
extracellular matrix in tissues throughout the badgh as skin and cartilage. We believe this teargodegradation creates an opportun
window for the improved subcutaneous delivery gédtable biologics, such as monoclonal antibodies@her large therapeutic molecules
well as small molecules and fluids. The HA recdosts its normal density within several days ahdréfore, we anticipate that any effec
rHUPH20 on the architecture of the subcutaneousesgatemporary. rHUPH20 can thus be applied asig delivery platform to increa
dispersion and absorption of other injected drugs #uids that are injected under the skin or ie thuscle thereby enhancing efficac
convenience. For example, rHUPH20 can be usedneecbdrugs that must be delivered intravenoudly subcutaneous injections or redu
the number of subcutaneous injections needed fectefe therapy. We refer to the application of FHHRO to facilitate the delivery of ott
drugs or fluids
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as Enhanze" technology. rHUPH20 is also the active ingrediemtour first commercially approved produdtlylenex® recombinar
(hyaluronidase human injection).

Additionally, we are expanding our scientific wark the extracellular matrix by developing other ymes and agents that target its un
aspects, giving rise to potentially new moleculatitees that can be indicated in endocrinology,aogy and dermatology.

Our proprietary pipeline consists of multiple ctiai stage products in diabetes, oncology and detowgt. We currently hay
collaborations with F. Hoffmann-La Roche, Ltd. addffmannia Roche, Inc. (Roche), Pfizer Inc. (Pfizer), Baxtéealthcare Corporatis
(Baxter), ViroPharma Incorporated (ViroPharma) émdexon Corporation (Intrexon), with one produppeoved for marketing in Europe, ¢
product candidate which has been submitted forlag¢gny approval in the U.S., two product candidatdsich have been submitted
regulatory approval in Europe as well as sevetaistat various stages of development.

Our operations to date have involved: (i) buildinfrastructure for and staffing our operations) écquiring, developing and secur
proprietary protection for our technology; (iii)\ddoping our proprietary product pipeline; (iv) erihg into and supporting our collaborati
with other companies to advance licensed productiidates; and (v) selling our own approved comnaéngioduct,Hylenexrecombinan
Currently, we have received only limited revenuwerirthe sales dflylenexrecombinant, in addition to other revenues fromaallaborations.

Future revenues from the sales and/or royaltiesuofproduct candidates which have not been apprawikdiepend on the ability
Halozyme and our collaborators to develop, manufactsecure regulatory approvals and commercidlizeproduct candidates. We h
incurred net operating losses each year since tiocgpvith an accumulated deficit of approximat&B40.8 million as of June 30, 2013 .

Highlights of Halozyme's second quarter activiaesl recent events include:

* In June 2013, Roche received a positive recommemdf&bm the European Medicines Agency's CommifteeMedicinal Product
for Human Use (EMA CHMP) for the subcutaneous fdation of Herceptir® (trastuzumab) using rHUPH20 for the treatmel
patients with HER2-positive breast cancer in Europe

* In May 2013, the European Commission granted Barteketing authorization in all European Union (BM@mber States for the t
of HyQvia (solution for subcutaneous use) as reptant therapy for adult patients with primary aadasdary immunodeficiencit
Baxter has launched HyQvia into the first EU coumtrJuly 2013 and plans to introduce HyQvia iniiddal selected EU countries
2013 and expand the launch to other EU countri@®@imt. The first commercial sale of HyQvia triggeee$4 million payment to us.

 In June 2013, study investigators presentedtipesPhase 1b clinical trial results evaluating FEE®RO as a firstine therapy fa
patients with stage IV metastatic pancreatic camtethe American Society of Clinical Oncology (ASIC@2013 Annual Meetin
Results showed a 42% partial response for thosgetteat therapeutic dose levels of PEGPH20 plusigaiine in the treatment ar
Based on these encouraging Phase 1b results, a Pmaslticenter, randomized clinical trial evalagtiPEGPH20 for the treatmen
stage IV pancreatic cancer began in April 2013.rAgimately 124 patients are expected to participatéhe study and recei
gemcitabine and nab-paclitaxel either with or wvithBEGPH20. The primary endpoint is progressioa &@rvival over 12 months.

e ViroPharma discontinued their Phase 2 study of stameous Cinryze (C1 esterase inhibitor [humanth wHUPH20 following
discussions with the U.S. Food and Drug Adminigira{FDA) as a precaution related to the emergerian unexpected incider
and titer of non-neutralizing antHuPH20 antibodies in a number of patients with fimenulation being used in this study. Th
antibodies have not been associated with any aelwdirécal effects.
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Product and Product Candidates

We have one marketed product and multiple prodacdiciates targeting several indications in varistesges of development. 1
following table summarizes our proprietary prodacd product candidates as well as one approveduprahd product candidates ur

development with our collaborators:

Product and

Product Candidates

H ilenex recombinant
{hyaluronidase human injection)

Therapeutic
Area

ATES

arious

Endocrinclogy
(B0, insulin purmp)

Used Phase  Phase  Phase
Indication Preclinical 1 2 3 Filed Approved

Peptide, small molecule,
and fluid delivery

Analog [nsulin-PH20

(penmarket) Endoctinology Diabetes

PEGPH20 Oncology Solidtumors

HTI-501 Dermatology Aesthetic medicine

COLLAE

Roche jup to % potertial targets)

Herceptin® 5C DOnaology Breast cancer

MabThera® SC Oncology Mon-Hodgkin’s lymphoma

Actemnra® S0 Anti-inflammatory  Rheumatoid arthritis _
E;Itznefir potential targets) g;;nc?a?i{tg%o are g ;Zgg:fnlzd Undisclosed

Baxter

I(-ggxi:;ard with rHUPH20) [ mrmunol ogy Primary immunodeficiency

ViroPharma

Cinryze®uwith tHUPHZ0 [ mmunology Hereditany angioedema —
Intrexen

Alpha 1-antitrypsinwithrHUPH20  [mimunolody Hereditary emphysema _

*Filed a biologic license application in the LS. in the second quarter of 2011 and received a complete response letter on August 1, 2012

Proprietary Pipeline

Hylenex Recombinant (hyaluronidase human injection)

Hylenexrecombinant is a formulation of rHUPH20 that haseireed FDA approval to facilitate subcutaneousdfladministration fc
achieving hydration, to increase the dispersion @wmbrption of other injected drugs and, in subweas urography, to improve resorptiol
radiopaque agents. We reintrodudéyglenexrecombinant to the market in December 2011 afteolution of Baxter's voluntary recall and
return by Baxter of marketing rights to us. Upos rieturn to the market, our focus was to take atdhggnof the initial markets previou
developed by Baxter. We are continuing to assess@mmercial and strategic options for the prodocaddress additional uses such ¢

connection with insulin pumps as described furtiedow under ‘More Physiologic (Ultrafast) Insulin Prograrh
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More Physiologic (Ultrafast) Insulin Program

Our lead proprietary program uses rHuPH20 with gi@n(mealtime or rapidcting) insulin for the treatment of diabetes ntedl
Diabetes mellitus is an increasingly prevalenttlgosondition associated with substantial morbidityd mortality. Attaining and maintaini
normal blood sugar levels to minimize the long-tetimical risks is a key treatment goal for pedjpleng with diabetes.

The primary goal of our more physiologic insuliogram is to develop a best-ofass insulin product, with demonstrated clinicahéfits
for type 1 and 2 diabetes mellitus patients, in garison to the current standard of care analodimpuoducts. With a more rapidly absork
faster acting insulin product, we seek to demotestame or more significant improvements relativeexisting treatment, such as impro
postprandial glycemic control, less hypoglycemia é&ss weight gain. A number of clinical trials @stigating the various attributes of
insulin candidates have been completed.

We currently view two distinct opportunities to éipthe prandial insulin market. The first opparity (what we refer to as the Multiy
Daily Injection (MDI) market) is to combine rHuPH®24th a rapid acting analog insulin, e.g., insuiapro (Humalogd’) (Lispro-PH20), insulil
aspart (Novolog) (Aspart-PH20) and insulin glulisine (Apidf3, (each such combination, Anal®H20), to accelerate their action. Base
the data we have seen thus far, we believe trarge biotechnology or pharmaceutical company wlithha access to the primary care mar
would be best positioned to maximize the valuehefMDI market, and therefore entering into a caltation would be an attractive option
us to leverage this opportunity. The second oppdstywhat we refer to as the Continuous Subcutasdnsulin Injection (CSIl) market) is
pre-administeHylenexrecombinant in analog insulin pump therapy at thee tof infusion site change (once every ABhours). We belie
that the pre-administration dflylenexrecombinant could be the best product offering tfog CSIl market, and we currently intenc
commercially exploit this opportunity ourselves.

We are currently conducting preparation activitesommercially launcldylenexrecombinant in the CSII market for pagiministratiol
with analog insulin, including product manufactgrindelivery device development and supportive clhistudies. In each case, pai
rHUPH20 with prandial insulin facilitates fastersudin dispersion in, and absorption from, the stfoeious space into the vasc
compartment, leading to faster insulin responseniking mealtime insulin onset faster, i.e., provgdearlier insulin to the blood and ti
earlier glucose-lowering activity, PH20 may yieldhare physiologic insulin effect, similar to thauhd in healthy, non-diabetic people.

The following sets forth the current developmeatist of our insulin programs with respect to thelNbd CSII markets:
MDI

With regard to MDI opportunities, we published dfitam two treatment studiesone in type 1 diabetes patients and one in typealtZte
patients. Copies of these publications can be faitrdtp://www.halozyme.com/Technology/Journals-dists-AndPosters/default.aspx. Bt
studies met their primary endpoints of A1C non-irdfiéty (A1C is a measure of average blood sugaerdlairee months) and improved post
prandial glucose control compared to patients whoewireated with analog insulin alone. Additionathata from the type 1 diabetes treatr
study indicated that Analog-PH20 formulations restiibypoglycemia compared to analog insulin alone.

Csll

For the CSIl market, we have published interim dadan a study evaluating the use ldflenexrecombinant in analog insulin pui
therapy that showed pre-administrationtbflenexrecombinant provided a “faster-on faster-offiore physiologic profile than current ra
insulin analogs. Copies of these publications cams found at http://www.halozyme.com/Technology/Jalsrmbstracts-And-
Posters/default.aspx. Data from the double-blindsover study showed that pre-administrationylénexrecombinant, at the time of infusi
set change, not only accelerated the absorptioraetioh of mealtime insulin, but also provided arenconsistent insulin action profile over
three days of the infusion set life and also reslih improved post-prandial glucose control.

We are conducting additional Phase 4 clinical stsido support the commercial launch of CSII prodlrcthe first quarter of 2013, \
initiated CONSISTENT 1, the largest study of thadéitional studies. CONSISTENT 1 is a multi-centandomized,
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Phase 4 trial that will evaluakéylenexrecombinant as an adjunct in the treatment of pewjith type 1 diabetes using insulin pumps. Thisly
is designed to evaluate treatment differences fietysand key outcomes, with primary endpoints atr fimonths looking at A1C, post-andia
glucose and hypoglycemic rates. This trial willlirde about 400 subjects.

PEGPH20

We are developing an investigational PEGylated fofmHuPH20 (PEGPH20), a new molecular entity, asadidate for the systen
treatment of tumors that accumulate HA. PEGylatigiers to the attachment of polyethylene glycotHoPH20, thereby creating PEGPH
One of the novel properties of PEGPH20 is thaastd for an extended duration in the bloodstread) tirerefore, can be used to main
therapeutic effect to treat systemic disease.

Solid malignancies often accumulate high level$i8f including pancreatic, lung, breast, colon amdspate cancers, and therefore
believe that PEGPH20 has the potential to helpepttiin these types of cancer. Among solid tumpasicreatic ductal adenocarcinom
associated with the highest frequency of HA overeggion (approximately 87%). Aberrant accumulatiérihis component of the tumc
infrastructure supports a protective network thatraunds certain tumors. This pathologic accumaiatf HA, along with other matr
components, creates a unigue microenvironmenthfergrowth of tumor cells compared to normal calle believe that depleting the |
component of the tumor architecture with PEGPHZJugits the tumor microenvironment, resulting in eurgrowth inhibition. In additiol
removal of HA rich matrix results in opening prewsty constricted vessels to allow aoéincer therapies to have greater access to the,
which may enhance the treatment effect of varibasapeutic modalities. Increased blood flow mag alshance radiotherapy treatment effect

In June 2013, we announced the results from a PHasénical study of PEGPH20 in combination withngcitabine for the treatment
patients with stage IV metastatic pancreatic carloghis study, the overall response rate (coneplesponse + partial response) by RECIS
criteria was 42 percent (95% Cl 22 - 62) for thosmted at therapeutic dose levels of PEGPH20 ghd 3.0 jg/kg) as assessed by
independent radiology review (n=24). Additionalily,subjects with high levels of HA, a substancenfdin a protective matrix that surroul
many pancreatic cancers, the overall responsewas$e64 percent (7 of 11 subjects with availablep$&y). Moreover, 43 percent (6 of
subjects) saw a reduction of at least 70 perceseinm carbohydrate antigen 19-9 (CA9)9-a biomarker which often correlates with tu
cell burden.

In the second quarter of 2013, we initiated a PRaswruilticenter, randomized clinical trial evalugtiREGPH20 as a firdine therapy fa
patients with stage IV metastatic pancreatic cantpproximately 124 patients are expected to piadie in the study and receive gemcita
and nab-paclitaxel (ABRAXANE" ) either with or without PEGPH20. The primary outeo will be to measure progressifsree surviva
between patients administered PEGPH20 and thoseavehioot.

HTI-501

HTI-501, an engineered drug formulation variant of epin L (a lysosomal proteinase), that acts by atégg collagen, is our fir
conditionally-active biologic. Collagen is an abundant proteithim body, particularly in connective tissue, angriesent in high amounts in
extracellular matrix in the form of collagen fibefSollagens are a class of helical proteins thatamsembled into macromolecular fibrils
fibers. The collagen fiber network provides a s scaffolding framework in the extracellular tnva In the skin, these collagen fib
connect the superficial epithelial tissues to tinelarlying connective tissues. Collagen abnormalitientribute to a number of conditic
including frozen shoulder, Dupuytren's contractieyronie's disease and cellulite.

A conditionally active biologic is a molecule thatonly active under certain physiological condigo HTI-501 is active under mild
acidic conditions and inactive at the neutral pthmally found in the tissue. The enzyme is combiwéti a mildly acidic buffer and injected
its active state. The enzyme is only active localtg for a short period of time. Once the mildljdacconditions of the HTBO1 administratio
have been neutralized by the body, the enzyme besamactive. We intend to harness this conditiaatilvity to exert control over the durat
and location of the enzyme's therapeutic actipiytentially improving the efficacy or safety of shproduct candidate for both medical
aesthetic conditions.

We are exploring HTBO1 as an approach to the treatment of edematbusséierotic panniculopathy, also known as cebulithe
condition affects the great majority of post-adotes® women and is prevalent in all races. We beltbat the collagen fibers
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(fibrous septa) anchor the epidermis against thells\g of subcutaneous fat, which creates the deshphppearance associated with
condition. We believe that HT301 deposited under the skin can release the tensithe collagenous fibrous septa and thereby #map the
dimpled appearance of the skin. HJ04 may also be potentially utilized as a treatnfenbther conditions involving collagen, such eszer
shoulder, Dupuytren's contracture, Peyronie's disdeeloids and hypertrophic scarring.

In September 2011, we initiated a Phase 1/2 clirica for HTI-501 outside the U.S. in women with moderate to ige¢ellulite. Th
Phase 1 dosescalation portion of the trial was completed irl2@vhile the ongoing Phase 2 portion of the triadesigned to assess
pharmacologic activity of HTBO1 and extend the safety assessment to multijdetions in a treatment area. Interim results fitis tria
were presented June 29, 2013 at the 9th Annuald\@whgress of Cosmetic Dermatology in Athens, Gre€he primary endpoint is physic
assessment at Day 28, supported by secondary enslpafi subject selévaluations and objective measurements of charmehet skil
topography.

The interim results from 12 of the planned 34 eahla patients from this Phase 1/2 trial indicategrmacologic activity at the primary
day observation point, with 83 percent of subjed® of 12) showing improvement from the pretreattmassessment, with a med
improvement of 53 percent (p=.006) by the primdnygician assessment. In comparison, 75 percentbjéats (9 of 12) showed improvem
with a median improvement of 22 percent (p=.009)tli@ vehicle injection control at the same obsiéowapoint. The objective measure (s
topography) for the treated area showed modestowepnent in 80 percent of evaluable subjects (80)ftieated with HTB01 (p=.042), b
was not significantly changed for the vehicle coh{p=.84) or a post-hoc evaluation of niojected areas. To query the robustness of any
conclusions, an independent blinded panel evalmaifomages will be performed on the evaluable sciisj at one and six months follow
treatment. The HTBO1 enzyme and its formulation have been well &&=t so far in this trial at all doses and formiale tested, with r
serious or severe adverse events. The most comidereffects have been mild to moderate transigetiion site discomfort and mild
moderate injection site bruising, resolving withimout two weeks without intervention.

Collaborations
Roche Collaboration

In December 2006, we and Roche entered into areagnet under which Roche obtained a worldwide, exetulicense to develop a
commercialize product combinations of rHUPH20 wifhto thirteen Roche target compounds (the Roclilalitwation). Roche initially had t
exclusive right to apply rHUPH20 to only three piefined Roche biologic targets with the option xelaesively develop and commercial
rHUPH20 with ten additional targets. As of June3®3, Roche has elected a total of five exclusive t@rgad retains the option to deve
and commercialize rHUPH20 with three additionagjés through the payment of annual license maintnéees. Refer to Note 4 for a fur
discussion of the material terms of the Roche @olation.

In March 2012 and December 2012, Roche submitteé Extension Applications to the European MediciAgency (EMA) for thi
subcutaneous formulation of Herceptitirastuzumab) (Herceptin SC) and MabThegatuximab) (MabThera SC), respectively, two of fhe
Roche exclusive targets, using rHUPH20. In June&2iie EMA CHMP granted a positive opinion for apml to Roche for Herceptin SC
the treatment of patients with HER2-positive breastcer in Europe.

In March 2012, Roche announced positive resultsftbe Phase 3 clinical trial in women with early REEpositive breast cancer w
received a fixed dose of Herceptin SC. Herceptiapgroved to treat HERResitive breast cancer and currently is given irgrmusly. Brea
cancer is the most common cancer among women wiolddviEach year, more than 1.4 million new casebreast cancer are diagno
worldwide, and nearly 450,000 people will die of ttisease annually. In HER®sitive breast cancer, increased quantities oHfBR2 proteil
are present on the surface of the tumor cells. iBhisown as 'HER?2 positivity' and affects approaxigly 1520% of people with breast canc
The trial was designed to compare trastuzumabvgdtigredient of Herceptin) concentration in theda (pharmacokinetics), effica
(pathologic complete response) and safety of Héree&gC to that of Herceptin IV. The trial met its-primary endpoints of showing that
subcutaneous formation produced comparable resaltthe IV formulation including trastuzumab coneatibn in the blood (seru
concentrations) and efficacy. No new safety signadse observed and adverse events were overalistemswith Herceptin IV. Herceptin ¢
is administered in about 5 minutes whereas Hencdptirequires about 30-90 minutes to infuse. Rohalso developing an autojectol
device
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that should further simplify the process and cardble patients to be dosed at home or in the dedffice rather than at an infusion clinic
hospital. Herceptin SC is also a readyste formulation, and thus may also significantiyuee pharmacy time as no medicine preparation
is required. This Phase 3 clinical trial was anmfabel trial involving 595 women with HER2-positiearly breast cancer.

In February 2011, Roche began a Phase 3 cliniedlfor MabThera SC. MabThera 1V is approved foe theatment of noktodgkin's
lymphoma (NHL) and Chronic Lymphocytic Leukemia (QLtypes of cancer that affect lymphocytes (whikeod cells). An estimated 66,C
new cases of NHL were diagnosed in the U.S. in 2018 approximately 125,000 new cases reporteddwdde. In December 2012, Roc
presented positive data from the first stage of thiostage study at the annual meeting of the Ameriaacie8/ of Hematology. The stu
investigates pharmacokinetics, efficacy and sabétylabThera SC. The primary endpoint in the fitsige of the study was met, showing
MabThera SC injection resulted in non-inferior MleTa concentrations in the blood compared withrifised MabThera (MabThera V).

In 2009, Roche completed a Phase 1 clinical twal & subcutaneous formulation of Actemra. Thisl tin@estigated the safety a
pharmacokinetics of subcutaneous Actemra in patievith rheumatoid arthritis. The results from tiitbase 1 trial suggest that fur
exploration may be warranted. Actemra administéndéchvenously is approved for the treatment of rhatoid arthritis. Roche is separa
developing a subcutaneous form of Actemra that doésise rHUPH20 and is being investigated for \eekbiweekly administration.

Additional information about the Phase 3 Herce@d and Phase 3 MabThera SC clinical trials canobad atwww.clinicaltrials.go'
andwww.roche-trials.com Information available on these websites is nobiporated into this report.

Baxter Gammagard Collaboration

GAMMAGARD LIQUID is a current Baxter product that indicated for the treatment of primary immunodeficy disorders associa
with defects in the immune system. In Septembefi720@ and Baxter entered into an agreement undehvBaxter obtained a worldwic
exclusive license to develop and commercialize pcodombinations of rHUPH20 with GAMMAGARD LIQUIDHyQvia) (the Gammaga
Collaboration). Refer to Note 4 for a further dission of the material terms of the Gammagard Cotkation.

Baxter filed a biologic license application (BLAYrfHyQvia in the U.S. in the second quarter of 200a4 August 1, 2012, we announ
that the FDA had issued a complete response [@fL) for Baxter's HyQvia BLA. The CRL requestediaibnal preclinical data to supp
the BLA. The primary issues raised in the CRL faexl®n nomeutralizing antibodies generated against rHuPHRDthe possible effects
these antibodies on reproduction, development artditfy. Elevated antrtHuPH20 antibody titers were detected in the regfigin trial, bu
have not been associated with any adverse evesridirig) Baxter and us providing additional prechhidata sufficient to address the regula
guestions, the FDA has requested that patientsiémaulonger be dosed with rHUPH20 in the BaxteQMia program. Baxter has submit
preclinical data to the FDA and is in active dialegvith the FDA regarding what data will be reqdifer the HyQvia BLA.

In May 2013, the European Commission granted Bax@keting authorization in all EU Member Statestfee use of HyQvia (solutic
for subcutaneous use) as replacement therapy €dir @atients with primary and secondary immunodeficies. This therapy offers patients
option to administer their therapy at home, inrggld subcutaneous site every three to four weekstdB has launched HyQvia into the first
country in July 2013 and plans to introduce HyQuiadditional selected EU countries in 2013 andaexpthe launch to other EU market
2014.

Pfizer Collaboration

In December 2012, we and Pfizer entered into aaboHation and license agreement, under which Pfiasrthe worldwide license
develop and commercialize products combining rHUPldBzyme with Pfizer proprietary biologics directedup to six targets (the Pfi:
Collaboration). Targets may be selected on an skauor non-exclusive basis. As of June 30, 20HXizer has elected three exclut
therapeutic targets in primary care and speciafge éndications. Refer to Note 4 for a further di&gion of the material terms of the Pf
Collaboration.
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ViroPharma Collaboration

In May 2011, we and ViroPharma entered into a boltation and license agreement under which Virofhaobtained a worldwis
exclusive license for the use of rHUPH20 enzymehm development and commercialization of a sub&das injectable formulation
ViroPharma's commercialized product, Cinryze (Clemase inhibitor [human]) (the ViroPharma Collaltimra). In addition, the licen:
provides ViroPharma with exclusivity to C1 esterasgbitor and to hereditary angioedema, a raréijltigting and potentially fatal gene
disease, along with three additional orphan inthoat Refer to Note 4 for a further discussion leé material terms of the ViroPhar
Collaboration.

In December 2012, ViroPharma initiated a Phase ublgoblind, multicenter, dose ranging study to eas# the safety and efficacy
subcutaneous administration of Cinryze in combamatvith rHuPH20 in adolescents and adults with tiésey angioedema attacks. On Aug
1, 2013, ViroPharma announced that it was discairithe study following discussions with the Cerfite Biologics Evaluation and Resea
(CBER) division of the FDA as a precaution relatedhe emergence of an unexpected incidence agdafitnon-neutralizing antiHuPH2(
antibodies in a number of patients with the forrtiatabeing used in this study. These antibodiesshast been associated with any adv
clinical effects.

I ntrexon Collaboration

In June 2011, we and Intrexon entered into a coikaipn and license agreement under which Intreofsained a worldwide exclusi
license for the use of rHUPH20 enzyme in the degraknt and commercialization of a subcutaneous talpbe formulation of Intrexor
recombinant human alphaatitrypsin (rHUA1AT) (the Intrexon Collaborationip addition, the license provides Intrexon witlckessivity for &
defined indication. Refer to Note 4 for a furthé&adission of the material terms of the Intrexonl&umration.

Results of Operations
Three Months Ended June 30, 2013 Compared to Three Months Ended June 30, 2012

Product Sales, Net Product sales, net was $3.1 million for the thremihs ended June 30, 2013 compared to $0.5 milliothe three
months ended June 30, 2012 . The increase wasodaebl.5 million increase in product salesHyflenexrecombinant and $1.1 million
product sales of rHUPH20 enzyme (active pharmazautir API) for HyQvia in the current period. Based the reintroduction dflylene;
recombinant in December 2011 and the European aglpod HyQvia in May 2013, we expect product sategcrease in 2013 as compare
2012.
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Revenues Under Collaborative AgreemenBevenues under collaborative agreements werdlae/$:

Three Months Ended

June 30,
2013 2012 Change
Annual exclusivity fees and amortization of defdrtgpfront payments and
license fees:
Roche $ 515,82: $ 503,15: % 12,66¢
Baxter 120,66: 120,66: —
ViroPharma 1,000,001 1,000,001 —
Intrexon 1,000,00! 1,000,00! —
Other — 214,28t (214,28
2,636,48! 2,838,10: (201,619
Reimbursements for research and development seraiw supply of
rHUPH20 API:
Roche 8,026,27. 815,38 7,210,88:
Baxter 610,58¢ 2,989,83! (2,379,25I)
ViroPharma 71,83t 588,90: (517,06
Other 8,77 — 8,771
8,717,47. 4,394,13 4,323,34;
Total revenues under collaborative agreements $ 1135395 $§ 723223 § 4,121,72

The increase in revenue from reimbursements faaret and development services and supply of rHORM was primarily due to tl
increase in reimbursements for manufacturing sesvio support potential launches by Roche. Theeaser was offset partially by mainl
decrease in reimbursements for manufacturing sesvfor Baxter. Research and development servicedered by us on behalf of «
collaborators are at the request of the collabosatberefore, the amount of future revenues rdlatereimbursable research and develop
services and supply of rHUPH20 API is uncertain. &¥pect the nomeimbursement revenues under our collaborativeeageats to continue
fluctuate in future periods based on our collalm®gitabilities to meet various clinical, regulatagd saledased milestones set forth in s
agreements and our abilities to obtain new collatiee agreements. In the third quarter of 2013 wikrecognize a $4 million payment to

from Baxter upon the achievement of Baxter's fishmercial sale of HyQvia.

Cost of Product SalesCost of product sales were $1.3 million for theethmonths ended June 30, 2013 compared to $0ibmidk the
three months ended June 30, 2012 . The increa$g.dbfmillion in cost of product sales was mainlyeda a $0.6 million writeff of certair
work-in-process and finished goods inventory and a $0.5omiincrease in cost of product sales relatedh® increased product sales
Hylenexrecombinant. Based on the reintroductiorHylenexrecombinant in December 2011 and the European aplpod HyQvia in Ma

2013, we expect cost of product sales to increa2013 as compared to 2012.
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Research and DevelopmenResearch and development expenses consist of akbasts, salaries and benefits and allocatioadfifies
and other overhead expenses related to researahfacturing, clinical trials, preclinical and regtdey activities. Since our inception in 1¢
through June 30, 2013 , we have incurred researdidavelopment expenses of $379.2 million. Fromudgnl, 2009 through June 30, 2013
approximately 21% and 16% of our research and dpwatnt expenses were associated with the develdphear more physiologic insul
and PEGPH20 product candidates, respectively. R#sead development expenses incurred were asvigllo

Three Months Ended

June 30,
Programs 2013 2012 Change
Product Candidates:
More physiologic insulin program $ 687767 $ 141222 $ 5,465,45
PEGPH20 4,792,35. 3,062,42! 1,729,92
Hylenex recombinant 3,400,59. 3,366,271 34,318
HTI-501 775,53t 480,60: 294,93!
Enhanze collaborations 10,357,12 4,688,98. 5,668,14.
rHUPH20 platform (1) 1,264,52. 1,832,14 (567,625
Other 522,95t 1,239,07: (716,11¢)
Total research and development expenses $ 27,990,75 $ 16,081,722 $ 11,909,02

(1) Includes research, development and manufacturimgereses related to our proprietary rHUPH20 enzynies& expenses were
designated to a specific program at the time tipereses were incurred.

Research and development expenses increasedtimréi@emonths ended June 30, 2013 compared torte ithonths endetline 30, 201
primarily due to a $6.8 million increase in manutaing activities to support potential launchesaf collaboration product candidates by
collaborators and a $4.5 million increase in chigial activities primarily related to our moraéysiologic insulin and PEGPH20 programs.
expect research and development costs to incrééseyg¢ar as we continue with our clinical trial grams and continue to develop
manufacture our product candidates.

Selling, General and AdministrativeSelling, general and administrative (SG&A) expensege $7.3 million for thehree months end
June 30, 2013 compared to $5.6 million for theehreonths ended June 30, 2012 . The increase oidillidn , or 31%, was primarily due 1
increases in commercial activities. In connectiatihhe reintroduction oHylenexrecombinant in December 2011, we expect SG&A exgx
to increase in 2013 as compared to 2012 as wetplawcrease sales and marketing activities.

Interest Expense Interest expense included interest expense andtiaatan of the debt discount related to the laegn debt acquire
in December 2012.

Results of Operations
Six Months Ended June 30, 2013 Compared to Six Months Ended June 30, 2012

Product Sales, Net Product sales, net was $4.6 million for the six therended June 30, 2013 compared to $0.7 milliortHe six
months ended June 30, 2012 . The increase was ryirdae to a $2.6 million increase in product salff Hylenexrecombinant and $1
million in product sales of rHUPH20 API for HyQuviia the current period. Based on the reintroductibilylenexrecombinant in Decemk
2011 and the European approval of HyQvia in May®le expect product sales to increase in 2013m@mpared to 2012.
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Revenues Under Collaborative AgreemenRevenues under collaborative agreements welaw$:

Six Months Ended

June 30,
2013 2012 Change
Annual exclusivity fees and amortization of defdrrgfront
payments and license fees:
Roche $ 1,031,64 $ 1,006,300 $ 25,33¢
Baxter 241,32t 241,32t —
ViroPharma 1,000,001 1,000,001 —
Intrexon 1,000,00! 1,000,00! —
Other — 428,57: (428,57
3,272,97! 3,676,20 (403,23)
Milestone payment from Roche — 4,000,00! (4,000,001
Reimbursements for research and development seraiut
supply of rHUPH20 API:
Roche 15,371,79 1,193,35! 14,178,43
Baxter 2,909,53 4,628,45! (1,718,92)
ViroPharma 115,82: 894,52° (778,709
Other 8,771 92,44¢ (83,679)
18,405,93 6,808,79. 11,597,13
Total revenues under collaborative agreements $ 2167890 $ 1448500 $ 7,193,90.

The increase in revenue from reimbursements faaret and development services and supply of rHORM was primarily due to tl
increase in reimbursements for manufacturing sesvto support potential launches by Roche. Theeasa was partially offset by the decrt
in reimbursements for manufacturing services faxtBa Research and development services renderad by behalf of our collaborators ar
the request of the collaborators; therefore, thewarhof future revenues related to reimbursableare$ and development services and st
of rHUPH20 API is uncertain. We expect the meimbursement revenues under our collaborativeeageats to continue to fluctuate in fut
periods based on our collaborators’ abilities temarious clinical, regulatory and salegsed milestones set forth in such agreements @
abilities to obtain new collaborative agreememighie third quarter of 2013, we will recognize ariflion payment to us from Baxter upon
achievement of Baxter's first commercial sale ofQia.

Cost of Product Sales Cost of product sales were $2.0 million for the mignths ended June 30, 20d@npared to $0.2 million for t|
six months ended June 30, 2012 . The increase .8fdillion in cost of product sales was mainly due to the $dillion increase in cost
product sales related to the increased producs sdldylenexrecombinant and a $0.6 million write-off of certaiork-in{process and finish
goods inventory. Based on the reintroductiomglenexrecombinant in December 2011 and the European agpob HyQvia in May 2013, w
expect cost of product sales to increase in 20X®agpared to 2012.
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Research and DevelopmenResearch and development expenses consist of akbasts, salaries and benefits and allocatioadfifies
and other overhead expenses related to researchfacturing, clinical trials, preclinical and regtdey activities. Research and developn
expenses incurred were as follows:

Six Months Ended

June 30,
Programs 2013 2012 Change
Product Candidates:
More physiologic insulin program $ 10,796,12 $ 2,879,25 $ 7,916,86.
PEGPH20 8,683,77 6,105,25. 2,578,52.
Hylenex recombinant 5,978,82; 5,696,76! 282,06:
HTI-501 1,267,97 1,149,77 118,20!
Enhanze collaborations 19,767,17 8,646,98 11,120,18
rHUPH20 platform (1) 2,564,91. 4,788,74 (2,223,82)
Other 966,41 2,706,06 (1,739,65)
Total research and development expenses $ 50,025,19 $ 31,972,83 $ 18,052,35

(1) Includes research, development and manufacturipgreses related to our proprietary rHUPH20 enzyrhes@& expenses wi
not designated to a specific program at the tireesttpenses were incurred.

Research and development expenses increased sixtingonths ended June 30, 2013 compared to theneiths endedune 30, 201
primarily due to a $10.5 million increase in maraiaing activities to support potential launcheoof collaboration product candidates by
collaborators and a $6.3 million increase in chigial activities primarily related to our moraéysiologic insulin and PEGPH20 programs.
expect research and development costs to incrééseyg¢ar as we continue with our clinical trial grams and continue to develop
manufacture our product candidates.

Selling, General and Administrative SG&A expenses were $14.9 million for the six mongimsled June 30, 2013 comparedbi®.-
million for the six months ended June 30, 2012 e Ticrease of $2.7 million , or 22%was primarily due to an increase in comme
activities. In connection with the reintroductiohlylenexrecombinant in December 2011, we expect SG&A expenhs increase in 2013
compared to 2012 as we plan to increase sales arleketing activities.

Interest Expense Interest expense included interest expense andtiaatan of the debt discount related to the laegn debt acquire
in December 2012.

Liquidity and Capital Resources
Overview

Our principal sources of liquidity are our existicash, cash equivalents and available-for-sale etalole securities. As of June 30, 2013
we had cash, cash equivalents and marketable 8eswf approximately $76.0 millionWe will continue to have significant cash reqoisnt:
to support product development activities. The am@nd timing of cash requirements will depend o duccess of our clinical developr
programs, regulatory and market acceptance, anckfoeirces we devote to research and other conadieation activities.

We believe that our current cash and cash equitsabeill be sufficient to fund our operations for laast the next twelve mont
Currently, we anticipate total net cash burn ofragnately $45 to $50 million for the year endingd@mber 31, 2013, depending on
progress of various preclinical and clinical progsa the timing of our manufacturing scale up arelabhievement of various milestones
royalties under our existing collaborative agreerselVe do not expect our revenues to be sufficienfund operations until 2014, at
earliest. We expect to fund our operations goimgéod with existing cash resources, anticipated
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revenues from our existing collaborations and ¢eahwe may raise through future transactions. Velg fimance future cash needs through
one of the following financing vehicles: (i) thelpiec offering of securities; (ii) new collaborativegreements; (iii) expansions or revision
existing collaborative relationships; (iv) privdieancings; and/or (v) other equity or debt finarys.

In February 2012, we filed an automatic shelf regton statement on Form S-3 (Registration No.-B338444) with the SEC, whi
allows us, from time to time, to offer and sell Bgudebt securities and warrants to purchase drsuch securities, either individually or
units. We may, in the future, offer and sell equdgbt securities and warrants to purchase anyaf securities, either individually or in ur
to raise capital to fund the continued developma&nbur product candidates, the commercializationoof products or for other gene
corporate purposes.

Our existing cash and cash equivalents may notlbguate to fund our operations until we become tashpositive, if ever. We cann
be certain that additional financing will be avhllawhen needed or, if available, financing willdi#ained on favorable terms. If we are un
to raise sufficient funds, we may need to delaglesback or eliminate some or all of our researuh development programs, delay the lat
of our product candidates, if approved, and/orruestire our operations. If we raise additional fifny issuing equity securities, substal
dilution to existing stockholders could result.we raise additional funds by incurring debt finanggi the terms of the debt may invc
significant cash payment obligations, the issuariagarrants that may ultimately dilute existingakbolders when exercised and covenants
may restrict our ability to operate our business.

Cash Flows

Net cash used in operations was $21.7 million dytire six months ended June 30, 2013 compared3d $3illion during thesix month:
ended June 30, 2012 . The $11.4 milldecrease in utilization of cash in operations wasniy due to collection of accounts receivable
deferral of payment for incurred expenses.

Net cash used in investing activities was $49.68ionilduring the six months ended June 30, 26d@pared to net cash used in inves
activities of $0.7 million during the six monthsded June 30, 2012This increase was due to the purchases of mélkesacurities of $48
million during the six months ended June 30, 2013 .

Net cash used in financing activities was $0.3iomillduring the six months ended June 30, 2013 cosdp@ net cash provided $83.(
million during the six months ended June 30, 20lN2t cash provided by financing activities for gie months ended June 30, 2Qdshsiste
of $81.5 million in net proceeds from the sale af gommon stock in February 2012 and $1.9 milliomet proceeds from stock opt
exercises.

Off-Balance Sheet Arrangements

As of June 30, 2013 we did not have any relationships with unconstéid entities or financial partnerships, such agien ofter
referred to as structured finance or special pwemsdities, which would have been establishedHerpurpose of facilitating otfalance she
arrangements or other contractually narrow or Balipurposes. In addition, we did not engage inirgadctivities involving norexchang
traded contracts. As such, we are not materialpos®&d to any financing, liquidity, market or credtk that could arise if we had engage
such relationships.

Critical Accounting Policies and Estimates

This discussion and analysis of our financial cbadiand results of operations are based on ouwsdlmtated financial statements, wt
have been prepared in accordance with U.S. geperatiepted accounting principles, or U.S. GAAP. Pineparation of our consolidai
financial statements requires us to make estimatdsjudgments that affect the reported amountsséta, liabilities, revenues and expe
and related disclosure of contingent assets amdities. We review our estimates on an ongoingidd#/e base our estimates on histo
experience and on various other assumptions thdielieve to be reasonable under the circumstaticesesults of which form the basis
making judgments about the carrying values of assed liabilities. Actual results may differ frotmese estimates under different assump
or conditions. We believe the following accountipglicies to be critical to the judgments and estesaused in the preparation of
consolidated financial statements.
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Revenue Recognition

We generate revenues from product sales and cofiib® agreements. Payments received under coltiberagreements may incl
nonrefundable fees at the inception of the agre&nboense fees, milestone payments for specifitevements designated in the collabor:
agreements, reimbursements of research and devetamarvices and supply of rHUPH20 API, and/or lt®son sales of products result
from collaborative arrangements.

We recognize revenue in accordance with the au#iiimeé guidance on revenue recognition. Revenueésgnized when all of tl
following criteria are met: (1) persuasive evidewmfean arrangement exists; (2) delivery has occdumeservices have been rendered; (3
seller’s price to the buyer is fixed or determinable; &hdcollectibility is reasonably assured. RefeNote 2 for a further discussion of
revenue recognition policies for product sales asknues under our collaborative agreements and Mdbr a further discussion of «
collaborative agreements.

Share-Based Payments

We use the fair value method to account for shaseth payments in accordance with the authoritegividance for sharbase:
compensation. The fair value of each option awarestimated on the date of grant using a Black-8sHderton option pricing model (Black-
Scholes model) that uses assumptions regardingrderuof complex and subjective variables. Changethése assumptions may lea
variability with respect to the amount of expenseracognize in connection with shdrased payments. Refer to Note 2 for a further disiot
of share-based payments.

Research and Development Expenses

Research and development expenses include sadarielsenefits, researchktated manufacturing services, clinical trial expes, contra
services, facilities and other overhead expensdso#tmer outside expenses. Research and develomrpehses are charged to operatior
they are incurred when these expenditures relateitaesearch and development efforts and havdtemative future uses. Costs relate
purchases of the API and the manufacturing of Elotation product incurred after receiving apptdk@m the FDA or comparable regulat
agencies in foreign countries for such productcagtalized as inventory. The direct manufactukdngts of rHUPH20 API for HyQvia incurr
after the receipt of the European marketing appro¥alyQvia will be capitalized as inventory. Refer Note 2 for a further discussion
research and development expenses.

Due to the uncertainty in obtaining the FDA andeottegulatory approvals, our reliance on third iparand competitive pressures, we
unable to estimate with any certainty the additi@usts we will incur in the continued developmehbur proprietary product candidates
commercialization. However, we expect our reseancti development expenses to increase this yearasomtinue with our clinical tri
programs and continue to develop and manufacturermduct candidates.

Clinical development timelines, likelihood of susseand total costs vary widely. We anticipate tatwill make ongoing determinatic
as to which research and development projects tsupuand how much funding to direct to each projgctin ongoing basis in respons
existing resource levels, the scientific and chhigrogress of each product candidate, and othékahand regulatory developments. We |
on focusing our resources on those proprietary aoidboration product candidates that representnibst valuable economic and strat
opportunities.

Product candidate completion dates and costs vgnjfisantly for each product candidate and ardidlift to estimate. The lengt
process of seeking regulatory approvals and thesesiuent compliance with applicable regulations ireqthe expenditure of substan
resources. Any failure by us to obtain, or any géhaobtaining, regulatory approvals could causeresearch and development expenditur
increase and, in turn, have a material adversetedfe our results of operations. We cannot be icertden, or if, our product candidates
receive regulatory approval or whether any net dafébw from our other product candidates, or depehent projects, will commence.

Inventories

Inventories are stated at lower of cost or marRest is determined on a first-in, firstit basis. Refer to Note 2 for a further discussit
our inventories.
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The above listing is not intended to be a comprsiverlist of all of our accounting policies. In nyacases, the accounting treatment
particular transaction is specifically dictatedWys. GAAP. There are also areas in which our mameagés judgment in selecting any availa
alternative would not produce a materially diffarezsult. Please see our audited consolidated dinbstatements and notes thereto includ
Part Il, Item 8 of our Annual Report on Form KOfor the year ended December 31, 2012, which éor@acounting policies and ott
disclosures required by U.S. GAAP.

Recent Accounting Pronouncements

Refer to Note 2Summary of Significant Accounting Policies — Admptif Recent Accounting Pronouncemerits a discussion of rece
accounting pronouncements and their effect, if amys.

Risk Factors
Risks Related To Our Business

We have generated only minimal revenue from product sales to date; we have a history of net losses and negative cash flow, and we may
never achieve or maintain profitability.

Relative to expenses incurred in our operationshawxe generated only minimal revenues from prodatgs, licensing fees, milestt
payments, rHUPH20 API supply payments and reseaiofbursements to date and we may never gener#ieiesut revenues from futu
product sales, licensing fees and milestone paysntenoffset expenses. Even if we ultimately do eehisignificant revenues from prod
sales, licensing fees, research reimbursements?HEQ0 API supply payments and/or milestone paymemes,expect to incur significs
operating losses over the next few years. We haverrbeen profitable, and we may never becometpbdd. Through June 30, 2018/e hav
incurred aggregate net losses of approximately $3dlion .

If our product candidates do not receive and maintain regulatory approvals, or if approvals are not obtained in a timely manner, such
failure or delay would substantially impair our ability to generate revenues.

Approval from the FDA is necessary to manufacturé market pharmaceutical products in the UnitedeSteand the other countries
which we anticipate doing business have similaviregnents. The process for obtaining FDA and otegulatory approvals is extensive, time
consuming, risky and costly, and there is no guamthat the FDA or other regulatory bodies wilpagve any applications that may be f
with respect to any of our product candidateshat the timing of any such approval will be appratgr for the desired product launch sche
for a product candidate. We, and our collaboratattempt to provide guidance as to the timing ffer filing and acceptance of such regula
approvals, but such filings and approvals may reaiuo when we or our collaborators expect or atHile FDA or other foreign regulatc
agency may refuse or delay approval of our prodantidates for failure to collect sufficient clialor animal safety data and require us ol
collaborators to conduct additional clinical orraal safety studies which may cause lengthy delagsiacreased costs to our programs.
example, we announced on August 1, 2012 that the Ikl issued a CRL for Baxter's HyQvia BLA. The CRiquested additional preclini
data to support the BLA. The primary issues raigethe letter focused on nareutralizing antibodies generated against rHUPHRD the
possible effects of these antibodies on reprodoctitevelopment and fertility. Elevated aritiuPH20 antibody titers were detected in
registration trial, but have not been associatdti amy adverse events. Pending Baxter and us pnovatiditional preclinical data sufficient
address the regulatory questions, the FDA has stedi¢hat patients should no longer be dosed WtliPH20 in the Baxter clinical studies.

There can be no assurance that Baxter and we avidble to resolve the issues raised by the FDAtimealy manner which could result
a delay or failure to gain regulatory approval floe HyQvia product candidate. In addition, ViroRhardiscontinued their Phase 2 stud
subcutaneous Cinryze with rHuPH20 following diséoiss with the FDA as a precaution related to thergmnce of an unexpected incide
and titer of non-neutralizing anduPH20 antibodies in a number of patients with fitrenulation being used in this study. These arties
have not been associated with any adverse cliaféatts. Although we do not believe at this timattthe issues raised by the FDA with res
to the HyQvia BLA and the ViroPharma Phase 2 tviél have a significant impact on our proprietargdaother collaboration prodt
candidates, there can be no assurance that theserne will not also be raised by the FDA or othealth authorities in the future.
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The HyQvia product developed under the Gammagatidi@oation with Baxter has been approved for mtngein Europe for the use
HyQvia (solution for subcutaneous use) as replaocetherapy for adult patients with primary and setary immunodeficiencies, and there
two collaboration product candidates currentlylie tegulatory approval process. We have no prapyigiroduct candidates currently in
regulatory approval process. We and our collabesattay not be successful in obtaining such appsofealany potential products in a tim
manner, or at all. Refer to the risk factor titte@ur proprietary and collaboration product candidatmay not receive regulatory approvals
a variety of reasons, including unsuccessful clihtdals " for additional information relating to the appadwof product candidates.

Additionally, in order to continue to manufacturedamarket pharmaceutical products, we must maimairregulatory approvals. If we
any of our collaborators are unsuccessful in maiirtg our regulatory approvals, our ability to geate revenues would be adversely affected.

Use of our product candidates or those of our collaborators could be associated with side effects or adverse events.

As with most pharmaceutical products, use of oodpct candidates or those of our collaboratorsacbel associated with side effect:
adverse events which can vary in severity (fromanieactions to death) and frequency (infrequemdrevalent). Side effects or adverse ev
associated with the use of our product candidatéisose of our collaborators may be observed atimey including in clinical trials or wher
product is commercialized, and any such side effectdverse events may negatively affect our ocollaborators' ability to obtain regulat
approval or market our product candidates. Sidecesfsuch as toxicity or other safety issues aatxtiwith the use of our product candid
or those of our collaborators could require us ar collaborators to perform additional studies att levelopment or sale of these pro
candidates or expose us to product liability lawvssuhich will harm our business. We or our collaiors may be required by regulat
agencies to conduct additional animal or humanissucegarding the safety and efficacy of our phaemnécal product candidates which
have not planned or anticipated. Furthermore, tleare be no assurance that we or our collaboratdrsesolve any issues related to i
product related adverse events to the satisfacifoine FDA or any regulatory agency in a timely manor ever, which could harm «
business, prospects and financial condition.

If our contract manufacturers are unable to manufacture and supply to us API in the quantity and quality required by us or our
collaborators for use in our products and product candidates, our product development and commercialization efforts could be delayed or
stopped and our collaborations could be damaged.

We have existing supply agreements with contrastufacturing organizations Avid and Cook to prodboék API. These manufacture
each produce APl under current cGMP for clinicasudn addition, Avid currently produces API tdylenexrecombinant. In addition to sup
obligations, Avid and Cook will also provide suppdéor the chemistry, manufacturing and controlstises for FDA and other regulatc
filings. We rely on their ability to successfullyamufacture these batches according to product fagsimns, and Cook has relatively limir
experience manufacturing our API. In addition, assult of our contractual obligations to Roche,va@e been required to significantly s
up our commercial APl production at Cook during thst three years. If Cook is unable to obtainustats a cGMRypproved manufacturil
facility, or if either Avid or Cook: (i) is unabl¢éo retain status as cGMdpproved manufacturing facilities; (ii) is unable otherwis
successfully scale up our API production; (iii)l$aio manufacture and supply API in the quantitg goality required by us or our collabora
for use in our proprietary and collaboration praduend product candidates for any other reaso(y)provides the necessary support for
chemistry, manufacturing and controls sectionsHDA and other regulatory filings, our business vbi#d adversely affected. In additior
significant change in such parties' business aniifal condition could adversely affect their dlah to fulfill their contractual obligations to.
We have not established, and may not be able &blest, favorable arrangements with additional ARdnufacturers and suppliers of
ingredients necessary to manufacture the API shthddexisting manufacturers and suppliers beconavailable or in the event that «
existing manufacturers and suppliers are unabéelémuately perform their responsibilities. We haitempted to mitigate the impact of sug
interruption through the establishment of excessiARentory, but there can be no assurances tims#iety stock will be maintained or the
will be sufficient to address any delays, interiomps$ or other problems experienced by Avid and/oolC Any delays, interruptions or otl
problems regarding the ability of Avid and/or Cdoksupply API on a timely basis could: (i) cause d¢lelay of clinical trials or otherwise de
or prevent the regulatory approval of proprietarycollaboration product candidates; (ii) delay oeyent the effective commercialization
proprietary

38




or collaboration products; and/or (iii) cause usteach contractual obligations to deliver API to aollaborators. Such delays would lik
damage our relationship with our collaborators urale key collaboration agreements, and they wdislde a material adverse effect on
business and financial condition.

If any party to a key collaboration agreement, including us, fails to perform material obligations under such agreement, or if a key
collaboration agreement, or any other collaboration agreement, is terminated for any reason, our business could significantly suffer.

We have entered into multiple collaboration agresthender which we may receive significant futuagmpents in the form of milesto
payments, target designation fees, maintenanceafaeksoyalties. We are dependent on our collabmgatodevelop and commercialize proc
candidates subject to our collaborations in orderus to realize any financial benefits from thes#aborations. Our collaborators may
devote the attention and resources to such effoatswe would to such efforts ourselves or simdtarsly develop and commercialize prod
in competition to those products we have licengethem. In addition, in the event that a partysfad perform under a key collaboral
agreement, or if a key collaboration agreementersinated, the reduction in anticipated revenuaddcalelay or suspend our prod
development activities for some of our product dédatds, as well as our commercialization effortssimme or all of our products. Specifica
the termination of a key collaboration agreementooye of our collaborators could materially impactr @bility to enter into addition
collaboration agreements with new collaboratordamorable terms, if at all. In certain circumstagicthe termination of a key collaborat
agreement would require us to revise our corpatatdegy going forward and reevaluate the appboatand value of our technology.

Most of our current proprietary and collaboration products and product candidates rely on the rHUPH20 enzyme, and any adverse
development regarding rHUPH20 could substantially impact multiple areas of our business, including current and potential
collaborations, aswell as proprietary programs.

rHUPH20 is a key technological component of Enhaerénology and our most advanced proprietary aldhmoration products al
product candidates, including the product cand&lateder our Roche, Pfizer, Baxter, ViroPharma amdekon collaborations, our mc
physiologic insulin program, our PEGPH20 progrand &tylenexrecombinant. An adverse development for rHUPH2@.,(e&an adver:
regulatory determination relating to rHUPH20, if are unable to obtain sufficient quantities of rii2®, if we are unable to obtain or main
material proprietary rights to rHuPH20 or if we ciiser negative characteristics of rHuPH20) wouldssantially impact multiple areas of
business, including current and potential collatiors, as well as proprietary programs. For examglevated anttHuPH20 antibody tite
have been detected in the registration trial foxtBas HyQvia product candidate as well as in ViraPna's Phase 2 clinical trial w
subcutaneous Cinryze with rHUPH20, but have nonlessociated, in either case, with any adversetgev8axter has submitted inte
preclinical data to the FDA regarding the antibedielated to the CRL Letter received for the Hy@®laA, and is in active dialogue with t
FDA regarding what data will be required for the @iya BLA. ViroPharma has chosen to discontinue Hifese 2 clinical trial wil
subcutaneous Cinryze with rHUPH20 due to the unetegdeincidence and titer of antibodies in a nundfgratients with the formulation bei
used in this study. We monitor for antibodies taRH20 in our collaboration and proprietary prograarsl although we do not believe at
time that the incidence of non-neutralizing aiitPH20 antibodies in either the HyQvia programttee ViroPharma program will have
significant impact on our other proprietary andestbollaboration product candidates, there candoassurance that there will not be other
occurrences in our other programs or that conaemgerding these antibodies will not also be ralsgethe FDA or other health authorities in
future, which could result in delays or discontitioas of our development or commercialization dti#g¢ or deter entry into additior
collaborations with third parties.
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Our proprietary and collaboration product candidates may not receive regulatory approvals for a variety of reasons, including
unsuccessful clinical trials.

Clinical testing of pharmaceutical products is agpexpensive and uncertain process, and the éadudelay of a clinical trial can oct
at any stage. Even if initial results of precliniaad nonclinical studies or clinical trial resudtre promising, we or our collaborators may ot
different results in subsequent trials or studied fail to show the desired levels of safety affidacy, or we may not, or our collaborators r
not, obtain applicable regulatory approval for @ietg of other reasons. Preclinical, nonclinicaldaclinical trials for any of our proprietary
collaboration product candidates could be unsuéglesghich would delay or prohibit regulatory apped and commercialization of the prod
candidates. In the United States and other juttigdis, regulatory approval can be delayed, limiieshot granted for many reasons, includ
among others:

» clinical results may not meet prescribed endpdimtshe studies or otherwise provide sufficientadtat support the efficacy of ¢
product candidates;

» clinical and nonclinical test results may revedleseffects, adverse events or unexpected safetgssassociated with the use
our product candidates;

* regulatory review may not find a product candidsfe or effective enough to merit either contintesding or final approve

e regulatory review may not find that the data fromeqtinical testing and clinical trials justifies @pval, or they may requi
additional studies that would significantly delaynsake continued pursuit of approval commerciathatiractive;

e a regulatory agency may reject our trial data aragiee with our interpretations of either clinitahl data or applicab
regulations;

» the cost of clinical trials required for productpapval may be greater than what we originally apéte, and we may decide to
pursue regulatory approval for such a product;

* aregulatory agency may not approve our manufarmuprocesses or facilities, or the processes dlitias of our collaborator
our contract manufacturers or our raw material Sapg

* a regulatory agency may identify problems or ottleficiencies in our existing manufacturing procesee facilities, or th
existing processes or facilities of our collaborat@ur contract manufacturers or our raw matsdgbliers;

» aregulatory agency may change its formal or infdrapproval requirements and policies, act contiagrevious guidance, ad:
new regulations or raise new issues or conceradrahe approval process; or

» a product candidate may be approved only for iriina that are narrow or under conditions that @ldte product at
competitive disadvantage, which may limit the salaed marketing activities for such product candidat otherwise adverst
impact the commercial potential of a product.

If a proprietary or collaboration product candideteot approved in a timely fashion on commergialhble terms, or if development
any product candidate is terminated due to diffiealor delays encountered in the regulatory adrprocess, it could have a material adv
impact on our business, and we will become moredépnt on the development of other proprietaryotiaboration product candidates ant
our ability to successfully acquire other produatel technologies. There can be no assurancesrthgiraprietary or collaboration prodi
candidate will receive regulatory approval in agiynmanner, or at all.

We anticipate that certain proprietary and collation products will be marketed, and perhaps mantwfed, in foreign countries. T
process of obtaining regulatory approvals in faneiguntries is subject to delay and failure formd@sons set forth above, as well as for re:
that vary from jurisdiction to jurisdiction. The aval process varies among countries and jurisaistand can involve additional testing. -
time required to obtain approval may differ fronathequired to obtain FDA approval. Foreign reguiatagencies may not provide appro
on a timely basis, if at all. Approval by the FDAab not ensure approval by regulatory authoritiesther countries or jurisdictions, ¢
approval by one foreign regulatory authority does ensure approval by regulatory authorities ireotioreign countries or jurisdictions or
the FDA.
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Our third party collaborators are responsible for providing certain proprietary materials that are essential components of our collaboration
product candidates, and any failure to supply these materials could delay the development and commercialization efforts for these
collaboration product candidates and/or damage our collaborations.

Our development and commercialization collaboratars responsible for providing certain proprietamaterials that are essen
components of our collaboration product candiddtes.example, Roche is responsible for producimgHerceptin and MabThera required
its subcutaneous product candidates and Baxteesigonsible for producing the GAMMAGARD LIQUID fotsi product candidate. If
collaborator, or any applicable third party serviwevider of a collaborator, encounters difficudtim the manufacture, storage, delivery,
finish or packaging of the collaboration produchdi@ate or component of such product candidateh gifficulties could (i) cause the delay
clinical trials or otherwise delay or prevent tiegulatory approval of collaboration product cantidaand/or (ii) delay or prevent the effec
commercialization of collaboration products. Suatagls could have a material adverse effect on asiness and financial condition. |
example, Baxter received a Warning Letter fromEB8A in January 2010 regarding Baxter's GAMMAGARDQUID manufacturing facilit
in Lessines, Belgium. The FDA indicated in MarcHL @Qhat the issues raised in the Warning Letterlfeseh addressed by Baxter, and w
not expect these issues to impact the developnighe GAMMAGARD LIQUID product candidate.

We rely on third parties to prepare, fill, finish and package our products and product candidates, and if such third parties should fail to
perform, our commercialization and development efforts for our products and product candidates could be delayed or stopped.

We rely on third parties to store and ship API am behalf and to also prepare, fill, finish and ksye our products and prod
candidates prior to their distribution. If we ameable to locate third parties to perform these fions on terms that are acceptable to us, or
third parties we identify fail to perform their aiphtions, the progress of clinical trials could Helayed or even suspended and
commercialization of approved product candidataeddcbe delayed or prevented. For examphgenexrecombinant was voluntarily recallec
May 2010 because a portion of tHglenexrecombinant manufactured by Baxter was not in céanpk with the requirements of the underl
Hylenexrecombinant agreements. During the second quaft@0bl, we submitted the data that the FDA had estgd to support t
reintroduction ofHylenexrecombinant. The FDA approved the submitted dathgranted the reintroduction bfylenexrecombinant, and v
reintroducedHylenexrecombinant to the market in December 2011. In ROtEL, we entered into a commercial manufacturind suppl
agreement with Baxter, under which Baxter will, flhish and packageylenexrecombinant for usUnder our commercial manufacturing i
supply agreement with Baxter, Baxter has agreéitl tmd finish Hylenexrecombinant for us for a limited period of time.€Timitial term of th
commercial manufacturing and supply agreement ®akter expires on December 31, 2013. However, upgalatory approval of a secc
filling line, the initial term will automatically & extended to December 31, 2015, subject to fugkimsions in accordance with the terms
conditions of the agreement. In June 2011, we edt&mo a services agreement with a third partyufesturer for the technology transfer .
manufacture oHylenexrecombinant. If we are unable to receive regulaggroval for the third party manufacturer priorthe expiration ¢
the commercial manufacturing and supply agreemaetit Baxter or if the new manufacturer encounteffiadilties in the manufacture, fi
finish or packaging oflylenexrecombinant, our business and financial conditiaula be adversely effected.

If we are unable to sufficiently develop our sales, marketing and distribution capabilities or enter into successful agreements with third
parties to perform these functions, we will not be able to fully commercialize our products.

We may not be successful in marketing and promatingapproved product, Hylenex recombinant or amgroproducts we develop
acquire in the future. Our sales, marketing antfiigion capabilities are very limited. In order¢commercialize any products successfully
must internally develop substantial sales, marigetind distribution capabilities or establish caoflediions or other arrangements with t
parties to perform these services. We do not hatensive experience in these areas, and we mapeable to establish adequatehimist
sales, marketing and distribution capabilities ngage and effectively manage relationships withdtiparties to perform any or all of st
services. To the extent that we enter intgpommotion or other licensing arrangements, our pebdevenues are likely to be lower than if
directly marketed and sold our products, and argmaes we receive will depend upon the efforthtitparties, whose efforts may not v
our expectations or be successful. These thirdgsawould be largely responsible for the speed soupe of sales and marketing efforts,
may not dedicate the
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resources necessary to maximize product oppordsni@®ur ability to cause these third parties todase the speed and scope of their e
may also be limited. In addition, sales and mankg#fforts could be negatively impacted by the yelafailure to obtain additional support
clinical trial data for our products. In some caghsd party collaborators are responsible fordimting these additional clinical trials, and
ability to increase the efforts and resources atied to these trials may be limited. For exampieJanuary 2011, we and Baxter mutu
agreed to terminate the Hylenex Collaboration &edassociated agreements.

If we or our collaborators fail to comply with regulatory requirements applicable to promotion, sale and manufacturing of approved
products, regulatory agencies may take action against us or them, which could significantly harm our business.

Any approved products, along with the manufacturprgcesses, postproval clinical data, labeling, advertising anerpotiona
activities for these products, are subject to cwati requirements and review by the FDA, state fandign regulatory bodies. Regulat
authorities subject a marketed product, its martufac and the manufacturing facilities to continualiew and periodic inspections. We,
collaborators and our respective contractors, seqgphnd vendors, will be subject to ongoing reguiarequirements, including complyi
with regulations and laws regarding advertisingynpotion and sales of drug products, required sutioms of safety and other pastrke
information and reports, registration requiremen@MP regulations (including requirements relatiogjuality control and quality assurar
as well as the corresponding maintenance of recards documentation), and the requirements regartliegdistribution of samples
physicians and recordkeeping requirements. Regylaigencies may change existing requirements gptaw®w requirements or policies. \
our collaborators and our respective contractargpkers and vendors, may be slow to adapt or nmyba able to adapt to these change
new requirements.

In particular, regulatory requirements applicaldepharmaceutical products make the substitutiosupiliers and manufacturers co
and time consuming. We have minimal internal mactuféng capabilities and are, and expect to bé&énftiture, entirely dependent on cont
manufacturers and suppliers for the manufacturewf products and for their active and other ingeatli. The disqualification of the
manufacturers and suppliers through their failaree@mply with regulatory requirements could neggtivimpact our business because
delays and costs in obtaining and qualifying atiérsuppliers (if such alternative suppliers arailable, which we cannot assure) could d
clinical trials or otherwise inhibit our ability toring approved products to market, which wouldéhavmaterial adverse effect on our busi
and financial condition. Likewise, if we, our cdilarators and our respective contractors, suppdiedsvendors involved in sales and promc
of our products do not comply with applicable lzavel regulations, for example débel or false or misleading promotion, this comdterially
harm our business and financial condition.

Failure to comply with regulatory requirements, magult in any of the following:

* restrictions on our products or manufacturing pssee

* warning letters

» withdrawal of the products from the marl

e voluntary or mandatory recz

+ fines

» suspension or withdrawal of regulatory appro»

e suspension or termination of any of our ongoingicél trials
« refusal to permit the import or export of our prot

» refusal to approve pending applications or supptem approved applications that we suk
» product seizur

* injunctions; o

» the imposition of civil or criminal penaltie

We may wish to raise additional capital in the next twelve months and there can be no assurance that we will be able to obtain such funds.

During the next twelve months, we may wish to radditional capital to continue the developmenbwf product candidates or for ot
current corporate purposes. Our current cash resemd expected revenues during the next few yeayaot be

42




sufficient for us to continue the development of puwoprietary product candidates, to fund genepadrations and conduct our busines:
addition, if we engage in acquisitions of compan®ducts or technologies in order to executebusiness strategy, we may need to
additional capital. We may raise additional cagpiitathe future through one or more financing vetscthat may be available to us includin
the public or private issuance of securities; ii@w collaborative agreements; and/or (iii) expamsior revisions to existing collaborat
relationships.

In view of our stage of development, business prop the nature of our capital structure and gg#nmarket conditions, if we &
required to raise additional capital in the futuhey additional financing may not be available andfable terms, or at all. If additional capite
not available on favorable terms when needed, viebeirequired to raise capital on adverse termsigmificantly reduce operating exper
through the restructuring of our operations. If laése additional capital, a substantial numberdifitoonal shares may be issued, and t
shares will dilute the ownership interest of ourrent investors.

We currently have significant debt and failure by us to fulfill our obligations under the applicable loan agreements may cause the
repayment obligationsto accelerate.

On December 28, 2012, we and our subsidiary, Hal@zync., a California corporation, entered intiooan and Security Agreement (
Loan Agreement) with Oxford Finance LLC, a Delawtamgted liability company, and Silicon Valley Ban& California corporation, providil
for a $30 million secured singraw term loan facility with a maturity date of damy 1, 2017. The term loan was fully drawn at elasd th
proceeds are to be used for working capital an@ggusiness requirements. The term loan fadgisecured by substantially all of the as
of the Company and Halozyme, Inc., except thatctiiateral does not include any equity interestslalozyme, Inc., any intellectual prope
(including licensing, collaboration and similar agments relating thereto), and certain other exduassets. The Loan Agreement con
customary representations, warranties and covetgnts, as well as customary events of default@mrdndemnification obligations. One
the events of default is a material adverse chamigieh is defined as a material adverse change mbaginess, operations or condit
(financial or otherwise); a material impairmentloé prospect of repayment of any portion of thejaa a material impairment in the perfec
or priority of lender's lien in the collateral or the value of such collateral. If we are unabléutéill our obligations to the lenders under
applicable loan agreements, this could create &nmabtefault such that our obligation to repay kb&n is accelerated which could harm
financial condition.

If proprietary or collaboration product candidates are approved for marketing but do not gain market acceptance, our business may suffer
and we may not be able to fund future operations.

Assuming that our proprietary or collaboration prodcandidates obtain the necessary regulatoryospfs for commercial sale, a num
of factors may affect the market acceptance ofettegsting product candidates or any other prodwtish are developed or acquired in
future, including, among others:

» the price of products relative to other therapggiie same or similar treatmel

» the perception by patients, physicians and othenlbees of the health care community of the effectéss and safety of the
products for their prescribed treatments relativether therapies for the same or similar treatsjent

» our ability to fund our sales and marketing effatal the ability and willingness of our collaboratto fund sales and market
efforts;

» the degree to which the use of these productsidated by the approved product lal

» the effectiveness of our sales and marketing effmnt the effectiveness of the sales and markeffogs of our collaborator

« the introduction of generic competitors; .

» the extent to which reimbursement for our prodwuid related treatments will be available from thpatty payors includir
government insurance programs (Medicare and Mat)icaid private insurers.

If these products do not gain market acceptancanaenot be able to fund future operations, inalgdhe development or acquisitior
new product candidates and/or our sales and magkefforts for our approved products, which wowddige our business to suffer.
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In addition, our proprietary and collaboration poticandidates will be restricted to the labelsrapgd by FDA and applicable regulat
bodies, and these restrictions may limit the mamkeand promotion of the ultimate products. If #pproved labels are restrictive, the sales
marketing efforts for these products may be negitiaffected.

Developing and marketing pharmaceutical products for human use involves significant product liability risks for which we currently have
limited insurance coverage.

The testing, marketing and sale of pharmaceuticadlycts involves the risk of product liability alas by consumers and other ti
parties. Although we maintain product liability imance coverage, product liability claims can tghtin the pharmaceutical industry, and
insurance may not sufficiently cover our actuabilities. If product liability claims were to be ma against us, it is possible that the liabil
may exceed the limits of our insurance policy, or imsurance carriers may deny, or attempt to deoyerage in certain instances. If a lan
against us is successful, then the lack or ingefiity of insurance coverage could materially andeegkly affect our business and finan
condition. Furthermore, various distributors of phaceutical products require minimum product ligpihsurance coverage before purchas
acceptance of products for distribution. Failuresatisfy these insurance requirements could impedebility to achieve broad distribution
our proposed products, and higher insurance regeinés could impose additional costs on us. In aditsince many of our collaborati
product candidates include the pharmaceutical mtsdaf a third party, we run the risk that problemi¢h the third party pharmaceuti
product will give rise to liability claims againss.

Our inability to attract, hire and retain key management and scientific personnel could negatively affect our business.

Our success depends on the performance of key rear@ad and scientific employees with relevant exgrere. We depend substanti
on our ability to hire, train, motivate and retaigh quality personnel, especially our scientistd management team. Particularly in view of
small number of employees on our staff to cover mumerous programs and key functions, if we areblento retain existing personnel
identify or hire additional personnel, we may netdble to research, develop, commercialize or mankeproducts and product candidate
expected or on a timely basis and we may not betathdequately support current and future alliandgéh strategic collaborators.

Furthermore, if we were to lose key managementopers, such as Gregory Frost, Ph.D., our PresidedtChief Executive Officer, v
would likely lose some portion of our institutiorialowledge and technical knolew, potentially causing a substantial delay in onenore o
our development programs until adequate replacepmmsbnnel could be hired and trained. For exanipielrost has been with us from s
after our inception, and he possesses a substamtialint of knowledge about our development effartd business. If we were to lose
services, we would experience delays in meetingpoaduct development schedules. We currently hasevarance policy applicable to
employees and a change in control policy applicableenior executives. We have not adopted anyr gibkcies or entered into any ot
agreements specifically designed to motivate offiag other employees to remain with us.

We do not have key man life insurance policieshanlives of any of our employees, including Dr. $tro
Our operations might be interrupted by the occurrence of a natural disaster or other catastrophic event.

Our operations, including laboratories, offices arlder research facilities, are located in thre#dimgs in San Diego, California. V
depend on our facilities and on our collaboratoositractors and vendors for the continued operaifavur business. Natural disasters or ¢
catastrophic events, interruptions in the supplynafural resources, political and governmental ghanwildfires and other fires, floo
explosions, actions of animal rights activists tlequakes and civil unrest could disrupt our operetior those of our collaborators, contrac
and vendors. Even though we believe we carry comialr reasonable business interruption and ligbitisurance, and our contractors t
carry liability insurance that protect us in cemtaivents, we may suffer losses as a result of bssiimterruptions that exceed the cove
available under our and our contractors' insurgmaiies or for which we or our contractors do halve coverage. Any natural disaste
catastrophic event could have a significant negaitivpact on our operations and financial resulterédver, any such event could delay
research and development programs.
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If we or our collaborators do not achieve projected development, clinical or regulatory goals in the timeframes we publicly announce or
otherwise expect, the commercialization of our products and the development of our product candidates may be delayed and, as a result,
our stock price may decline, and we may face lawsuits relating to such declines.

From time to time, we or our collaborators may [mlplarticulate the estimated timing for the accdistpment of certain scientifi
clinical, regulatory and other product developmgoéls. The accomplishment of any goal is typicelged on numerous assumptions, an
achievement of a particular goal may be delayedafoyr number of reasons both within and outside wfamntrol. If scientific, regulator
strategic or other factors cause us to not meetad gegardless of whether that goal has been gyldrticulated or not, our stock price n
decline rapidly. For example, the announcemenhefGRL received for HyQvia caused a rapid declineur stock price. Stock price decli
may also trigger direct or derivative shareholdevduits. As with any litigation proceeding, the vl outcome of any legal action is diffic
to predict. If any such lawsuits occur, we will imcexpenses in connection with the defense of thessuits, and we may have to |
substantial damages or settlement costs in commewiith any resolution thereof. Although we havsuirance coverage against which we
claim recovery against some of these expenses @std, dthe amount of coverage may not be adequatevier the full amount or cert:
expenses and costs may be outside the scope pblibges we maintain. In the event of an adverse@ue or outcomes, our business coul
materially harmed from depletion of cash resourocegiative impact on our reputation, or restrictionchanges to our governance or ¢
processes that may result from any final dispasitd the lawsuit. Moreover, responding to and défieg pending litigation significant
diverts management's attention from our operations.

In addition, the consistent failure to meet pulglishnounced milestones may erode the credibilitpusfmanagement team with respe:
future milestone estimates.

Future acquisitions could disrupt our business and harm our financial condition.

In order to augment our product pipeline or otheeagtrengthen our business, we may decide to @&cgditional businesses, prodi
and technologies. As we have limited experiencevaluating and completing acquisitions, our ability an organization to make s
acquisitions is unproven. Acquisitions could regusignificant capital infusions and could involvamy risks, including, but not limited to, 1
following:

* we may have to issue convertible debt or equityisiées to complete an acquisition, which wouldutdl our stockholders a
could adversely affect the market price of our camratock;

* an acquisition may negatively impact our resultspérations because it may require us to amortizerite down amounts relat
to goodwill and other intangible assets, or inauagsume substantial debt or liabilities, or it ncayse adverse tax consequer
substantial depreciation or deferred compensatianges;

 we may encounter difficulties in assimilating amdeprating the business, products, technologiessopeel or operations
companies that we acquire;

e certain acquisitions may impact our relationshiphwéxisting or potential collaborators who are cetitiye with the acquire
business, products or technologies;

e acquisitions may require significant capital infuss and the acquired businesses, products or tlegji@® may not gener:
sufficient value to justify acquisition costs;

« we may take on liabilities from the acquired compaunch as debt, legal liabilities or business vi$lch could be significar

e an acquisition may disrupt our ongoing businesgrtliresources, increase our expenses and distiactanagemer

e acquisitions may involve the entry into a geograpribusiness market in which we have little opnior experience; ar

* key personnel of an acquired company may decidéonwbrk for us

If any of these risks occurred, it could adversfgct our business, financial condition and opegatesults. There is no assurance the
will be able to identify or consummate any futuogaisitions on acceptable terms, or at all. If veepdrsue any acquisitions, it is possible
we may not realize the anticipated benefits frochsacquisitions or that the market will not vievekwacquisitions positively.
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Risks Related To Ownership of Our Common Stock
Our stock price is subject to significant volatility.

We participate in a highly dynamic industry whiditea results in significant volatility in the markerice of common stock irrespective
company performance. As a result, our high and dakes prices of our common stock during the twehanths ended June 30, 20d@re
$9.92 and $3.86, respectively. We expect our spoide to continue to be subject to significant tditg and, in addition to the other risks &
uncertainties described elsewhere in this quartepprt on Form 1@ and all other risks and uncertainties that ateeinot known to us at tt
time or which we deem to be immaterial, any offtiilowing factors may lead to a significant dropaar stock price:

» the presence of competitive products to those baéwvgloped by u

» failure (actual or perceived) of our collaboratbosdevote attention or resources to the developroerdommercialization ¢
product candidates licensed to such collaborator;

» a dispute regarding our failure, or the failureook of our third party collaborators, to complytwihe terms of a collaborati
agreement;

» the termination, for any reason, of any of ouralodiration agreemen

» the sale of common stock by any significant stodl#tég including, but not limited to, direct or imdctt sales by members
management or our Board of Directors;

» the resignation, or other departure, of membemariagement or our Board of Direct

» general negative conditions in the healthcare itmg)

e general negative conditions in the financial masi

« the failure, for any reason, to obtain regulatgspraval for any of our proprietary or collaboratiproduct candidate

» the failure, for any reason, to secure or defendrdellectual property positio

» for those products that are not yet approved fonroercial sale, the failure or delay of applicaldgulatory bodies to apprc
such products;

» identification of safety or tolerability issu

» failure of clinical trials to meet efficacy endptsi

» suspensions or delays in the conduct of clinigalsror securing of regulatory approv:

» our failure, or the failure of our third party caitlorators, to successfully commercialize produgfs@ved by applicable regulat
bodies such as the FDA,;

» our failure, or the failure of our third party calliorators, to generate product revenues anticifigtéuavestors

« problems with an API contract manufacturer or laafild finish manufacturer for any product or pradtendidate

» the sale of additional debt and/or equity secusitig us

« our failure to obtain financing on acceptable tero

e arestructuring of our operatio

Future transactions where we raise capital may negatively affect our stock price.

We currently have the ability to offer and sell sidaal equity, debt securities and warrants tochase such securities, either individu
or in units, under an effective automatic shelfistrgtion statement. Sales of substantial amouhtshares of our common stock or of
securities under our shelf registration statementdd lower the market price of our common stockl @ampair our ability to raise capi
through the sale of equity securities. In the fefuwe may issue additional options, warrants oemtterivative securities convertible into
common stock.

Trading in our stock has historically been limited, so investors may not be able to sell as much stock as they want to at prevailing market
prices.

Our stock has historically traded at a low daibding volume. If low trading volume continues, iayrbe difficult for stockholders to s
their shares in the public market at any given tanprevailing prices.
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Our rights agreement and anti-takeover provisions in our charter documents and Delaware law may make an acquisition of us more
difficult.

We are party to a Rights Agreement designed ta @dtiesive takeover tactics and to encourage préispexcquirors to negotiate with ¢
board of directors rather than attempt to acquiréta manner or on terms that our board deemsceptable, which could delay or discour
takeover attempts that stockholders may consideréble.

In addition, antitakeover provisions in our charter documents aniégWere law may make an acquisition of us more diffi First, ou
board of directors is classified into three classedirectors. Under Delaware law, directors ofaaporation with a classified board may
removed only for cause unless the corporation'sificate of incorporation provides otherwise. Ounended and restated certificate
incorporation, as amended, does not provide otlserwn addition, our bylaws limit who may call sigéaeneetings of stockholders, permitt
only stockholders holding at least 50% of our aurtding shares to call a special meeting of stoddrsl Our amended and restated certif
of incorporation, as amended, does not includeoaigipn for cumulative voting for directors. Undamimulative voting, a minority stockholc
holding a sufficient percentage of a class of shanay be able to ensure the election of one or miveetors. Finally, our bylaws establ
procedures, including advance notice procedurdh, igard to the nomination of candidates for @ecas directors and stockholder propos

These provisions may discourage potential takeattempts, discourage bids for our common stock @teanium over market price
adversely affect the market price of, and the yptnd other rights of the holders of, our commartist These provisions could also discou
proxy contests and make it more difficult for stbholders to elect directors other than the candiiateninated by our board of directors.

In addition, because we are incorporated in Delaywar are governed by the provisions of Section @03he Delaware Gene
Corporation Law, which may prohibit large stockterslfrom consummating a merger with, or acquisitifrus.

These provisions may deter an acquisition of usrifight otherwise be attractive to stockholders.

Risks Related To Our Industry

Our products must receive regulatory approval before they can be sold, and compliance with the extensive government regulations is
expensive and time consuming and may result in the delay or cancellation of product sales, introductions or modifications.

Extensive industry regulation has had, and willtoare to have, a significant impact on our busingdk pharmaceutical compani
including ours, are subject to extensive, compbastly and evolving regulation by the health retprgagencies including the FDA (and v
respect to controlled drug substances, the U.Sg Bnforcement Administration (DEA)) and equivalémteign regulatory agencies and s
and local/regional government agencies. The Fedayat, Drug and Cosmetic Act, the Controlled Sulxsta Act and other domestic
foreign statutes and regulations govern or inflgettee testing, manufacturing, packaging, labelstgring, recordkeeping, safety, appro
advertising, promotion, sale and distribution of puoducts. We are dependent on receiving FDA ahdragovernmental approvals priol
manufacturing, marketing and shipping our produ€@snsequently, there is always a risk that the F@Aother applicable governmer
authorities will not approve our products or mayogse onerous, costly and timensuming requirements such as additional clirdcanima
testing. The FDA or other foreign regulatory agemaegty, at any time, halt our and our collaboratdes’elopment and commercializat
activities due to safety concerns. In addition,refeur products are approved, regulatory agentiag also take postpproval action limitin
or revoking our ability to sell our products. Anf/these regulatory actions may adversely affectet@nomic benefit we may derive from
products and therefore harm our financial condition

Under certain of these regulations, we and ourrechtsuppliers and manufacturers are subject tmdierinspection of our or the
respective facilities, procedures and operatiomarihe testing of products by the FDA, the DEA ather authorities, which conduct peric
inspections to confirm that we and our contractpieps and manufacturers are in compliance withapplicable regulations. The FDA a
conducts pre-approval and pagiproval reviews and plant inspections to determitether our systems, or our contract suppliers
manufacturers' processes, are in compliance witile@nd other FDA regulations. If
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we, or our contract supplier, fail these inspecjowne may not be able to commercialize our prodluct timely manner without incurrii
significant additional costs, or at all.

In addition, the FDA imposes a number of complegutatory requirements on entities that advertisd promote pharmaceutic
including, but not limited to, standards and retjates for direct-to-consumer advertising, off-lapebmotion, industrysponsored scientific a
educational activities, and promotional activitiegolving the internet.

We may be required to initiate or defend against legal proceedings related to intellectual property rights, which may result in substantial
expense, delay and/or cessation of the development and commercialization of our products.

We primarily rely on patents to protect our intetleal property rights. The strength of this pratatthowever, is uncertain. For exam
it is not certain that:

« we will be able to obtain patent protection for punducts and technologi

» the scope of any of our issued patents will beigefit to provide commercially significant exclugy for our products ar
technologies;

» others will not independently develop similar dieahative technologies or duplicate our technolegied obtain patent protect
before we do; and

» any of our issued patents, or patent pending agipsics that result in issued patents, will be heltid, enforceable and infring
in the event the patents are asserted againssother

We currently own or license several patents and hBve pending patent applications applicable taPHR0 and other propriet:
materials. There can be no assurance that ouiirexigatents, or any patents issued to us as at r@solr pending patent applications,
provide a basis for commercially viable productdé| provide us with any competitive advantageswadlt not face third party challenges or
the subject of further proceedings limiting thedioge or enforceability. Any weaknesses or limitagion our patent portfolio could haw
material adverse effect on our business and fihrmcindition. In addition, if any of our pendingtgat applications do not result in iss
patents, or result in issued patents with narroviroited claims, this could result in us having ap limited protection against generic
biosimilar competition against our product candédawhich would have a material adverse effect arbasiness and financial condition.

We may become involved interference proceedings in the U.S. Patent andéenark Office, or other proceedings in other judgdns
to determine the priority, validity or enforceatyilof our patents. In addition, costly litigatioould be necessary to protect our patent position

We also rely on trademarks to protect the namesuofproducts (e.gHylenexrecombinant). We may not be able to obtain tradk
protection for any proposed product names we selecaddition, product names for pharmaceuticaldpods must be approved by he
regulatory authorities such as the FDA in additionmeeting the legal standards required for tradkmeotection and product names
propose may not be timely approved by regulatognatgs which may delay product launch. In additaur, trademarks may be challengec
others. If we enforce our trademarks against thadies, such enforcement proceedings may be exgens

We also rely on trade secrets, unpatented propyiétaow-how and continuing technological innovation that seek to protect wi
confidentiality agreements with employees, considtaand others with whom we discuss our businegspules may arise concerning
ownership of intellectual property or the applidéypior enforceability of these agreements, andmight not be able to resolve these disput
our favor.

In addition to protecting our own intellectual pesty rights, third parties may assert patent, tnaatl or copyright infringement or ott
intellectual property claims against us. If we beeoinvolved in any intellectual property litigatiowe may be required to pay substai
damages, including but not limited to treble dansagdtorneys' fees and costs, for past infringenfeittis ultimately determined that ¢
products infringe a third party's intellectual peoy rights. Even if infringement claims againstars without merit, defending a lawsuit ta
significant time, may be expensive and may diveanagement's attention from other business concE&unther, we may be stopped fr
developing, manufacturing or selling our producisiwe obtain
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a license from the owner of the relevant technologgther intellectual property rights. If suchigehse is available at all, it may require u
pay substantial royalties or other fees.

Patent protection for protein-based therapeutic products and other biotechnology inventions is subject to a great deal of uncertainty, and if
patent laws or the interpretation of patent laws changes, our competitors may be able to develop and commercialize products based on our
discoveries.

Patent protection for proteimased therapeutic products is highly uncertain iamdlves complex legal and factual questions. Ilcere
years, there have been significant changes in penincluding the legal standards that govemgbope of protein and biotechnology pat:
Standards for patentability of fulbngth and partial genes, and their correspondintgjms, are changing. Recent court decisions hzage i
more difficult to obtain patents, by making it mat#ficult to satisfy the patentable subject mattequirement and the requirement of nor
obviousness, have decreased the availability ahttjons against infringers, and have increasedikbhéhood of challenging the validity of
patent through a declaratory judgment action. Takgether, these decisions could make it moredadiffiand costly for us to obtain, license
enforce our patents. In addition, the Le&@mith America Invents Act (HR 1249) was signed ilae in September 2011, which among o
changes to the U.S. patent laws, changes patenitprirom “first to invent” to "first to file," inplements a pogrant opposition system 1
patents and provides for a prior user defenseftmgement. These judicial and legislative chanlyage introduced significant uncertainty
the patent law landscape and may potentially negigtimpact our ability to procure, maintain andane patents to provide exclusivity for
products.

There also have been, and continue to be, polisgudsions concerning the scope of patent protectiwarded to biotechnolo
inventions. Social and political opposition to leichnology patents may lead to narrower patent giiote within the biotechnology indust
Social and political opposition to patents on gesras proteins and recent court decisions concenpatgntability of isolated genes may lea
narrower patent protection, or narrower claim iptetation, for isolated genes, their correspondireins and inventions related to their
formulation and manufacture. Patent protectiontiredeto biotechnology products is also subject treat deal of uncertainty outside the Ur
States, and patent laws are evolving and undergm@migion in many countries. Changes in, or diffiéranterpretations of, patent la
worldwide may result in our inability to obtain enforce patents, and may allow others to use @maogeries to develop and commercie
competitive products, which would impair our busisie

If third party reimbursement and customer contracts are not available, our products may not be accepted in the market.

Our ability to earn sufficient returns on our protuwill depend in part on the extent to which feimsement for our products and rel:
treatments will be available from government healttministration authorities, private health insarenanaged care organizations and «
healthcare providers.

Third-party payors are increasingly attempting to linattbthe coverage and the level of reimbursememieof drug products to cont:
costs. Consequently, significant uncertainty exast$o the reimbursement status of newly approeadtticare products. Third party payors |
not establish adequate levels of reimbursemerthfoproducts that we commercialize, which couldtlifmeir market acceptance and result
material adverse effect on our financial condition.

Customer contracts, such as with group purchagiggnizations and hospital formularies, will ofterst wffer contract or formulary stai
without either the lowest price or substantial gnoclinical differentiation. If our products arenepared to animadlerived hyaluronidases
these entities, it is possible that neither of ¢hesnditions will be met, which could limit markatceptance and result in a material ad»
effect on our financial condition.

Therising cost of healthcare and related pharmaceutical product pricing has led to cost containment pressures that could cause us to sell
our products at lower prices, resulting in lessrevenue to us.

Any of the proprietary or collaboration productatthave been, or in the future are, approved by may be purchased or reimbur
by state and federal government authorities, peivegalth insurers and other organizations, sucheath maintenance organizations
managed care organizations. Such third party payjaneasingly challenge pharmaceutical productipgic The trend toward manag
healthcare in the United States, the growth of @arganizations, and various legislative
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proposals and enactments to reform healthcare amerigment insurance programs, including the Medid2iescription Drug Modernizati
Act of 2003, could significantly influence the mannn which pharmaceutical products are prescréosdi purchased, resulting in lower pri
and/or a reduction in demand. Such cost containmeaisures and healthcare reforms could adverdelst aiur ability to sell our products.

In March 2010, the United States adopted the Raflestection and Affordable Care Act, as amendedhlyHealth Care and Educat
Affordability Reconciliation Act (the Healthcare feem Act). This law substantially changes the wagalthcare is financed by bt
governmental and private insurers, and signifigamtipacts the pharmaceutical industry. The Heafthddeform Act contains a number
provisions that are expected to impact our busiaeslsoperations, in some cases in ways we canm@ntly predict. Changes that may af
our business include those governing enrolimerfederal healthcare programs, reimbursement charfiges] and abuse and enforcem
These changes will impact existing government healie programs and will result in the developmdmniew programs, including Medic
payment for performance initiatives and improveraeatthe physician quality reporting system andilfieek program.

Additional provisions of the Healthcare Reform Astme of which became effective in 2011, may nggBtiaffect our revenues in 1
future. For example, the Healthcare Reform Act isg®oa nordeductible excise tax on pharmaceutical manufactuse importers that s
branded prescription drugs to U.S. government progrthat we believe will impact our revenues fram products. In addition, as part of
Healthcare Reform Act's provisions closing a fuigdiap that currently exists in the Medicare Papr&scription drug program, we will also
required to provide a 50% discount on branded pigmn drugs dispensed to beneficiaries under phéscription drug program. We exf
that the Healthcare Reform Act and other healthoafieem measures that may be adopted in the fuinuéd have a material adverse effec
our industry generally and on our ability to maintar increase our product sales or successfullyroercialize our product candidates or ct
limit or eliminate our future spending on developnerojects.

Furthermore, individual states have become inonghsiaggressive in passing legislation and impletmgnregulations designed
control pharmaceutical product pricing, includingcp or patient reimbursement constraints, discgur@strictions on certain product acc
importation from other countries and bulk purchgsihegally mandated price controls on payment arteoby third party payors or ott
restrictions could negatively and materially impauat revenues and financial condition. We antiaghgat we will encounter similar regulat
and legislative issues in most other countriesideitthe United States.

We face intense competition and rapid technological change that could result in the development of products by others that are superior to
our proprietary and collaboration products under development.

Our proprietary and collaboration products have ewaus competitors in the United States and abrpeldiding, among others, ma
pharmaceutical and specialized biotechnology firamsyersities and other research institutions tiate developed competing products.
competitors forHylenexrecombinant include, but are not limited to, Bau&chomb Inc. and Amphastar Pharmaceuticals, Ina. ¢giw mort
physiologic insulin product candidates, such coiibgst may include Biodel Inc., Eli Lily, Sanofi Améis, Novo Nordisk Inc. and Mannki
Corporation. These competitors may develop tectyieéoand products that are more effective, safeless costly than our current or fut
proprietary and collaboration product candidatethat could render our technologies and productliciates obsolete or noncompetitive. M
of these competitors have substantially more ressuand product development, manufacturing and etiatkexperience and capabilities t
we do. In addition, many of our competitors haxgngicantly greater experience than we do in uradeéng preclinical testing and clinical tri.
of pharmaceutical product candidates and obtaiRD4 and other regulatory approvals of products tedapies for use in healthcare.

ltem 3. Quantitative and Qualitative Disclosures About Market Risk

There have been no material changes in our masgkest during the quarter ended June 30, 2013 .

As of June 30, 2013 our cash equivalents and marketable securitiesisied of investments in money market funds, caeodek
obligations, commercial paper and certificates epabit. These investments were made in accordatitte onr investment policy whic
specifies the categories, allocations, and ratioigsecurities we may consider for investment. Thary objective of our investment activit
is to preserve principal while at the same time im&ing the income we receive without significantly
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increasing risk. Some of the financial instrumethiat we invest in could be subject to market riBkis means that a change in prevai
interest rates may cause the value of the instrtsrterfluctuate. For example, if we purchase aiscthat was issued with a fixed interest
and the prevailing interest rate later rises, thiee of that security will probably decline. Askfne 30, 2013based on our current investrr
portfolio, we do not believe that our results oéogions would be materially impacted by an immedidnange of 10% in interest rates.

We do not hold or issue derivatives, derivative oadity instruments or other financial instrumeras $peculative trading purpos
Further, we do not believe our cash, cash equitgland investment securities have significant dsldefault or illiquidity. We made th
determination based on discussions with our investradvisors and a review of our holdings. Whilebeéeve our cash, cash equivalents
marketable securities do not contain excessive wiskcannot provide absolute assurance that ifutiiee our investments will not be subjec
adverse changes in market value. All of our cagbh @quivalents and marketable securities areatdsir market value.

Iltem 4. Controls and Procedure:
Evaluation of Disclosure Controls and Procedures

We maintain disclosure controls and proceduresdtmtesigned to ensure that information requioelget disclosed in our Exchange
reports is recorded, processed, summarized andteelpwithin the timelines specified in the Secestand Exchange Commissisnules an
forms, and that such information is accumulated eochmunicated to our management, including our {Chiecutive Officer and Chi
Financial Officer, as appropriate, to allow timelgcision regarding required disclosure. In desigrind evaluating the disclosure controls
procedures, management recognized that any comtnolgrocedures, no matter how well designed aedatgd, can only provide reason:
assurance of achieving the desired control objestiand in reaching a reasonable level of assurammeagement necessarily was require
apply its judgment in evaluating the cost-benefiationship of possible controls and procedures.

Under the supervision and with the participationoof management, including our principal executiféicer and principal financi
officer, we conducted an evaluation of our discitestontrols and procedures, as such term is definddr Rule 134:5(e) promulgated unc
the Securities Exchange Act of 1934, as amendeskedan this evaluation, our principal executivdceif and our principal financial offic
concluded that our disclosure controls and proeiurere effective as of the end of the period axvéry this Quarterly Report on Form 10-Q.

Changesin Internal Control Over Financial Reporting

There have been no changes in our internal coote financial reporting that occurred during theader ended June 30, 20tt&t havi
materially affected, or are reasonably likely tatenally affect, our internal control over finantiaporting.

PART Il - OTHER INFORMATION

Item 1. Legal Proceeding

We currently are not a party to any legal procegslinhe adverse outcome of which, in managemesyinion, individually or in tF
aggregate, would have a material adverse effecuoionsolidated results of operations or finangaaition.

From time to time, we may be involved in disputas|uding litigation, relating to claims arising toof operations in the normal course
our business. Any of these claims could subjedbusostly legal expenses and, while we generalliebe that we have adequate insuranc
cover many different types of liabilities, our imance carriers may deny coverage or our policytirmay be inadequate to fully satisfy
damage awards or settlements. If this were to happe payment of any such awards could have ariabaelverse effect on our consolide
results of operations and financial position. Amtatitilly, any such claims, whether or not successfulild damage our reputation and business
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Item 1A. Risk Factors

We have provided updated Risk Factors in the seddibeled “Risk Factors” in Part I, Item 2, “Managent’s Discussion and Analysis
Financial Condition and Results of Operations”. TRésk Factors’section provides updated information in certainaareparticularly wit
respect to the risks and uncertainties regardieguse, regulatory approval and commercializatiowf product candidates. Except for
addition of the risk factor entitledUse of our product candidates or those of our dmilators could be associated with side effectsdweast
events', we do not believe the updates have materialgnged the type or magnitude of the risks we faceomparison to the disclosi
provided in our most recent Annual Report on Fof¥Kl

Item 2. Unregistered Sales of Equity Securities and Use Bfoceed:

Not applicable.

Item 3. Defaults Upon Senior Securitie

Not applicable.

Item 4. Mine Safety Disclosure

Not applicable.

Item 5. Other Information

Not applicable.
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Item 6.

2.1

3.1

3.2

3.3

10.1

31.1

31.2

32

101.INS*

101.SCH*

101CAL*

101.DEF*

101.LAB*

101.PRE*

Exhibits

Agreement and Plan of Merger, dated November 187 2By and between the Registrant and the Registranedecessi
Nevada corporation (1)

Composite Certificate of Incorporation

Certificate of Designation, Preferences and Righthe terms of the Series A Preferred Stock (1)
Bylaws, as amended (2)

Halozyme Therapeutics, Inc. Amended and Restatéd 30ock Plan (3)

Certification of Chief Executive Officer pursuant Rule 13a-14(a) and 15d4(a) of the Securities Exchange Act of 193¢
amended

Certification of Chief Financial Officer pursuamt Rule 13a-14(a) and 15d(a) of the Securities Exchange Act of 1934
amended

Certification of Chief Executive Officer and Chiginancial Officer pursuant to 18 U.S.C. 1350, aspaed pursuant to Secti
906 of the Sarbanes-Oxley Act of 2002

Instance Document

Taxonomy Extension Schema Document

Taxonomy Extension Calculation Linkbase Document
Taxonomy Extension Definition Linkbase Document
Taxonomy Extension Label Linkbase Document

Taxonomy Extension Presentation Linkbase Document

* Pursuant to Rule 406T of RegulationTSthe Interactive Data Files on Exhibit 101 herate deemed not filed or part of a registra
statement or prospectus for purposes of Sectiors 12 of the Securities Act of 1933, as amendesidaemed not filed for purposes
Section 18 of the Securities and Exchange Act 8418s amended, and otherwise are not subjectiity under such sections.

(1) Incorporated by reference to the Registra@tisrent Report on Form 8-K, filed November 20, 2QBife No. 00132335)
(2) Incorporated by reference to the Registra@tisrent Report on Form 8-K, filed December 12, 2(Hife No. 00132335)
(3) Incorporated by reference to Appendix | to Registrant's Proxy Statement on Schedule 14Ad #pril 11, 2013 (File No. 0082335)
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SIGNATURES

Pursuant to the requirements of the Securities &xgh Act of 1934, the Registrant has duly causseddiport to be signed on its behalf by the
undersigned thereunto duly authorized.

Halozyme Therapeutics, Inc.,
a Delaware corporation

Dated:  August 7, 2013 /sl Gregory |. Frost, Ph.D.

Gregory I. Frost, Ph.D.
President and Chief Executive Officer
(Principal Executive Officer)

Dated:  August 7, 2013 /sl David A. Ramsay

David A. Ramsay
Vice President and Chief Financial Officer
(Principal Financial and Accounting Officer)
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EXHIBIT 3.1

COMPOSITE CERTIFICATE OF INCORPORATION
OF
HALOZYME THERAPEUTICS, INC.
(as amended through May 16, 2013)

FIRST: The name of the corporation is:
Halozyme Therapeutics, Inc.

SECOND: The address of its registered office in the Stét@elaware is The Corporation Trust Company, 1208nge Street, City of
Wilmington, County of New Castle. The name of tegistered agent at that address is The Corporatizsst Company.

THIRD: The nature of the business or purposes to beuobad or promoted is to engage in any lawful acaivity for which
corporations may be organized under the GenergldZation Law of Delaware.

FOURTH: The corporation is authorized to issue two clasgestock, to be designated “Common Stock,” witfaavalue of $0.001 per
share, and “Preferred Stock,” with a par value@D81 per share. The total number of shares of GamBtock that the corporation shall have
authority to issue is 200,000,000, and the totahlper of shares of Preferred Stock that the cormorahall have authority to issue is
20,000,000.

The corporation's Board of Directors is authorizdject to any limitations prescribed by law, toyide for the issuance of the shares of
Preferred Stock in series, and by filing a cerdifecpursuant to the applicable law of the stateeddware, to establish from time to time the
number of shares to be included in each such semeisto fix the designation, powers, preferencebsraghts of the shares of each such series
and any qualifications, limitations or restrictiathgreof. The number of authorized shares of aagsobf capital stock of the corporation ma
increased or decreased (but not below the numbshases thereof then outstanding) by the affirneatiote of the holders of a majority of the
outstanding Common Stock of the corporation, witttba approval of the holders of the Preferred I§toc of any series thereof, unless the
approval of any such holders is required pursuattie certificate or certificates establishing aryies of Preferred Stock.

FIFTH:

A. The business and affairs of the corporationldiemanaged by or under the direction of the Badidirectors. In addition to the
powers and authority expressly conferred upon thgrstatute or by this Certificate of Incorporatimmthe Bylaws of the corporation, the
directors are hereby empowered to exercise all pogfers and do all such acts and things as maydreised or done by the corporation.
Election of directors need not be by written ballotless the Bylaws so provide.

B. Any action required or permitted to be takerthuy stockholders of the Corporation must be eftkatea duly called annual or special
meeting of stockholders of the Corporation and matybe effected by any consent in writing by suciclsholders.

SIXTH: The Board of Directors is expressly empowereadopt, amend or repeal Bylaws of the Corporatiary Adoption, amendment
or repeal of Bylaws of the Corporation by the Boafdirectors shall require the approval of a mityoof the directors present at any regula
special meeting of the Board of Directors at whaatjuorum is present. The stockholders shall alse pawer to adopt, amend or repeal the
Bylaws of the Corporation. Any adoption, amendnantepeal of Bylaws of the Corporation by the stawkers shall require, in addition to
any vote of the holders of any class or seriesaufksof the Corporation required by law or by t@iertificate of Incorporation, the affirmative
vote of the holders of at least a majority of tle¢ing power of all of the then outstanding sharethe capital stock of the Corporation entitled
to vote generally in the election of directors,imgttogether as a single class.

SEVENTH: A director of the Corporation shall not be perdbnliable to the Corporation or its stockholdéws monetary damages for
breach of fiduciary duty as a director, exceptlifavility (i) for any breach of the director's duty loyalty to the Corporation or its stockholders,
(ii) for acts or omissions not in good faith or whiinvolved intentional misconduct or a knowinglat®mn of law, (iii) under Section 174 of the
Delaware General Corporation Law, or (iv) for argnsaction from which the director derived an inganopersonal benefit.

If the Delaware General Corporation Law is hereaitaended to authorize the further eliminationimithtion of the liability of a director,
then the liability of a director of the Corporatishall be eliminated or limited to the fullest exttpermitted by the Delaware General
Corporation Law, as so amended.

Any repeal or modification of the foregoing prowiss of this Article SEVENTH by the stockholderstloé Corporation shall not adversely
affect any right or protection of a director of fierporation existing at the time of such repeahodification.

EIGHTH: The Corporation reserves the right to amend peakany provision contained in this Certificatdraforporation in the manner
prescribed by the laws of the State of Delawareadintdights conferred upon stockholders are grastdgject to this reservation.



EXHIBIT 31.1

CERTIFICATION OF CHIEF EXECUTIVE OFFICER
PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, Gregory I. Frost, Ph.D., Chief Executive OffiadfrHalozyme Therapeutics, Inc. certify that:

1. | have reviewed this Quarterly Report on Fofivlof Halozyme Therapeutics, Ir

2. Based on my knowledge, this report does notatomny untrue statement of a material fact ortamstate a material fact necessary t
make the statements made, in light of the circuntets.under which such statements were made, nigadisg with respect to the
period covered by this report;

3. Based on my knowledge, the financial statememts other financial information included in théport, fairly present in all material
respects the financial condition, results of operatand cash flows of the Registrant as of, andlie periods presented in this rep

4. The Registrant’s other certifying officer andré responsible for establishing and maintainisgldsure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&))%nd internal control over financial reportirag defined in Exchange Act
Rules 13a-15(f) and 15d-15(f)) for the Registrard have:

a)

b)

d)

designed such disclosure controls and procedareaused such disclosure controls and procedaoitge designed under our
supervision, to ensure that material informatidatiieg to the Registrant, including its consolidhseibsidiaries, is made
known to us by others within those entities, pattidy during the period in which this report isifige prepared,;

designed such internal control over finanaggilarting, or caused such internal control overrfaia reporting to be designed
under our supervision, to provide reasonable assareegarding the reliability of financial repodgiand the preparation of
financial statements for external purposes in ataace with generally accepted accounting principles

evaluated the effectiveness of the Registratisslosure controls and procedures and presentisi report our conclusions
about the effectiveness of the disclosure conints procedures, as of the end of the period coveyehis report based on

such evaluation; and
disclosed in this report any change in the Regit’s internal control over financial reportithgit occurred during the

Registrant’s most recent fiscal quarter (the Regits fourth fiscal quarter in the case of an aimeaport) that has materially
affected, or is reasonably likely to materiallyeaff, the Registrant’s internal control over finaheceporting; and

5. The Registrant’s other certifying officer andave disclosed, based on our most recent evatuatimternal control over financial
reporting, to the Registrant’s auditors and thetacaimmittee of the Registrant’s board of direct@mspersons performing the

equivalent functions):

a) all significant deficiencies and material weaknessehe design or operation of internal contradiofinancial reporting whic
are reasonably likely to adversely affect the Regig’s ability to record, process, summarize and refprahcial information
and

b) any fraud, whether or not material, that inesl\management or other employees who have a samtifiole in the
Registrant’s internal control over financial refogt

Dated:  August 7, 2013 /sl Gregory I. Frost, Ph.D.

Gregory |. Frost, Ph.D.
President and Chief Executive Officer



EXHIBIT 31.2

CERTIFICATION OF CHIEF FINANCIAL OFFICER
PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, David A. Ramsay, Chief Financial Officer of Halane Therapeutics, Inc. certify that:

1. | have reviewed this Quarterly Report on Fofivlof Halozyme Therapeutics, Ir

2. Based on my knowledge, this report does notatomny untrue statement of a material fact ortamstate a material fact necessary t
make the statements made, in light of the circuntets.under which such statements were made, nigadisg with respect to the
period covered by this report;

3. Based on my knowledge, the financial statememts other financial information included in théport, fairly present in all material
respects the financial condition, results of operatand cash flows of the Registrant as of, andlie periods presented in this rep

4. The Registrant’s other certifying officer andré responsible for establishing and maintainisgldsure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&))%nd internal control over financial reportirag defined in Exchange Act
Rules 13a-15(f) and 15d-15(f)) for the Registrard have:

a)

b)

d)

designed such disclosure controls and procedareaused such disclosure controls and procedaoitge designed under our
supervision, to ensure that material informatidatiieg to the Registrant, including its consolidhseibsidiaries, is made
known to us by others within those entities, pattidy during the period in which this report isifige prepared,;

designed such internal control over finanaggilarting, or caused such internal control overrfaia reporting to be designed
under our supervision, to provide reasonable assareegarding the reliability of financial repodgiand the preparation of
financial statements for external purposes in ataace with generally accepted accounting principles

evaluated the effectiveness of the Registratisslosure controls and procedures and presentisi report our conclusions
about the effectiveness of the disclosure conints procedures, as of the end of the period coveyehis report based on

such evaluation; and
disclosed in this report any change in the Regit’s internal control over financial reportithgit occurred during the

Registrant’s most recent fiscal quarter (the Regits fourth fiscal quarter in the case of an aimeaport) that has materially
affected, or is reasonably likely to materiallyeaff, the Registrant’s internal control over finaheceporting; and

5. The Registrant’s other certifying officer andave disclosed, based on our most recent evatuatimternal control over financial
reporting, to the Registrant’s auditors and thetacaimmittee of the Registrant’s board of direct@mspersons performing the

equivalent functions):

a) all significant deficiencies and material weaknessehe design or operation of internal contradiofinancial reporting whic
are reasonably likely to adversely affect the Regig’s ability to record, process, summarize and refprahcial information
and

b) any fraud, whether or not material, that inesl\management or other employees who have a samtifiole in the
Registrant’s internal control over financial refogt

Dated: August 7, 2013 /s/ David A. Ramsay

David A. Ramsay
Vice President and Chief Financial Officer



EXHIBIT 32

CERTIFICATION OF
CHIEF EXECUTIVE OFFICER AND CHIEF FINANCIAL OFFICER
PURSUANT TO 18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly Report of Halozyfrteerapeutics, Inc. (the “Registrant”) on Form 1Ge@the quarter ended June 30, 2013
as filed with the Securities and Exchange Commissio the date hereof (the “Reportl),Gregory I. Frost, Ph.D., Chief Executive Offiasf
the Registrant, certify, pursuant to 18 U.S.C. 8ect350, as adopted pursuant to Section 906 oStrbane®xley Act of 2002, that, to tl
best of my knowledge:

(1) The Report fully complies with the requirementsSefction 13(a) or 15(d) of the Securities ExchangeofA 1934 (15 U.S.C. 78m); a

(2) The information contained in the Report fairly mets, in all material respects, the financial ctadiand results of operations of

Registrant.

sl Gregory |. Frost, Ph.D.

Gregory |. Frost, Ph.D.
President and Chief Executive Officer

Dated: August 7, 2013

In connection with the Quarterly Report of Halozyfteerapeutics, Inc. (the “Registrant”) on Form 1@e@Qthe quarter ended June 30, 2013,
as filed with the Securities and Exchange Commissiothe date hereof (the “Report”), |, David Ay, Chief Financial Officer of the
Registrant, certify, pursuant to 18 U.S.C. SectiBf0, as adopted pursuant to Section 906 of tHeaBas-Oxley Act of 2002, that, to the best

of my knowledge:

(1) The Report fully complies with the requirementsSefction 13(a) or 15(d) of the Securities Exchangeof 1934 (15 U.S.C. 78m); a
(2) The information contained in the Report fairly mets, in all material respects, the financial ctadiand results of operations of

Registrant.

/sl David A. Ramsay

David A. Ramsay
Vice President and Chief Financial Officer

Dated: August 7, 2013



