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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION

WASHINGTON, D.C. 20549

FORM 10-Q

Quarterly report pursuant to Section 13 or 15(d) of the Securities Exchange Act of 1934
For the quarterly period ended March 31, 2009

or

Transition report pursuant to Section 13 or 15(d) of the Securities Exchange Act of 1934
For the transition period from to

Commission File Number: 001-33500

JAZZ PHARMACEUTICALS, INC.

(Exact name of registrant as specified in its charter)
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Delaware 05-0563787
(State or other jurisdiction of (LR.S. Employer
incorporation or organization) Identification No.)
3180 Porter Drive

Palo Alto, CA 94304
(650) 496-3777

(Address, including zip code, and telephone number, including area code, of registrant s principal executive offices)

Indicate by check mark whether the registrant: (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act
of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been subject
to such filing requirements for the past 90 days. Yes x No ~

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if any, every Interactive Data
File required to be submitted and posted pursuant to Rule 405 of Regulation S-T (§232.405 of this chapter) during the preceding 12 months (or
for such shorter period that the registrant was required to submit and post such files). Yes = No ~

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, or a smaller reporting
company. See the definitions of large accelerated filer, accelerated filer and smaller reporting company in Rule 12b-2 of the Exchange Act.

Large accelerated filer ~ Accelerated filer ~ Non-accelerated filer x Smaller reporting company
(Do not check if a smaller
reporting company)
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act). Yes © No x

As of April 30, 2009, 28,925,352 shares of the registrant s Common Stock, $.0001 par value, were outstanding.
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In this report, Jazz Pharmaceuticals, we, wus, and our refer to Jazz Pharmaceuticals, Inc. and its consolidated subsidiaries.

We own or have rights to various copyrights, trademarks, and trade names used in our business, including the following: Xyrem® (sodium
oxybate) oral solution; Luvox CR® (fluvoxamine maleate) Extended-Release Capsules; Luvox® (fluvoxamine). This report also includes other
trademarks, service marks, and trade names of other companies.
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PARTI FINANCIAL INFORMATION

Item 1. Financial Statements.
JAZZ PHARMACEUTICALS, INC.

CONDENSED CONSOLIDATED BALANCE SHEETS
(In thousands)

(Unaudited)

ASSETS
Current assets:
Cash and cash equivalents
Restricted cash
Marketable securities
Accounts receivable, net of allowances of $296 and $176 at March 31, 2009 and December 31, 2008,
respectively
Inventories
Prepaid expenses
Other current assets

Total current assets
Property and equipment, net
Intangible assets, net
Goodwill

Other long-term assets

Total assets

LIABILITIES AND STOCKHOLDERS DEFICIT
Current liabilities:
Accounts payable
Accrued liabilities
Line of credit
Senior secured notes (including $99,928 and $95,548 pertaining to related parties at March 31, 2009 and
December 31, 2008, respectively)
Purchased product rights liability
Deferred revenue

Total current liabilities

Purchased product rights liability, noncurrent
Deferred revenue, noncurrent

Liability under government settlement
Commitments and contingencies (Note 12)
Common stock subject to repurchase
Stockholders deficit:

Common stock

Additional paid-in capital

Accumulated other comprehensive income

Table of Contents

March 31,
2009

$ 17,015
775

7,012
4,430
2,206
2,106

33,544
2,140
35,794
38,213
246

$ 109,937

$ 4554
21,401

123,970
6,000
12,605

168,530
12,000
11,045
10,658

3
421,497

December 31,
2008

$ 24,903
1,913
1,004

6,643
4,788
2,366
2,382

43,999
2,514
32,526
38,213
246

$ 117,498

$ 5,736
19,024
3,875

118,534

14,000
12,322

173,491

11,330
13,063

12,492
3

407,923
4

4
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Accumulated deficit (513,796)
Total stockholders deficit (92,296)
Total liabilities and stockholders deficit $ 109,937

The accompanying notes are an integral part of these condensed consolidated financial statements.
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JAZZ PHARMACEUTICALS, INC.
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS
(In thousands, except per share amounts)

(Unaudited)

Revenues:
Product sales, net
Royalties, net
Contract revenues

Total revenues

Operating expenses:

Cost of product sales (excluding amortization of acquired developed technology)
Research and development

Selling, general and administrative

Amortization of intangible assets

Total operating expenses

Loss from operations

Interest income

Interest expense (including $4,525 and $2,825 for the three months ended March 31, 2009 and 2008, respectively,
pertaining to related parties)

Other income (expense)

Net loss
Net loss per share, basic and diluted

Weighted-average common shares used in computing net loss per share, basic and diluted

$

$

The accompanying notes are an integral part of these condensed consolidated financial statements.
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Three Months Ended
March 31,
2009 2008
21,319 $ 13,984
472 365
285 285
22,076 14,634
1,943 2,298
11,408 21,243
14,216 32,780
1,732 2,121
29,299 58,442
(7,223) (43,808)
21 897
(5,794) (3,787)
8 (12)
(12,988) $(46,710)
045) $ (1.97)
28,925 23,743
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JAZZ PHARMACEUTICALS, INC.

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(In thousands)
(Unaudited)
Operating activities
Net loss
Adjustments to reconcile net loss to net cash used in operating activities:
Depreciation

Amortization of intangible assets

Loss on disposal of property and equipment
Non-cash interest expense

Stock-based compensation expense
Changes in assets and liabilities:

Accounts receivable

Inventories

Prepaid expenses and other current assets
Other assets

Accounts payable

Accrued liabilities

Accrued unpaid interest for senior secured notes
Deferred revenue

Provision for government settlement

Net cash used in operating activities

Investing activities

Purchases of property and equipment

Purchase of product rights

Decrease in restricted cash and investments
Transfer of restricted cash to marketable securities
Proceeds from maturities of marketable securities

Net cash provided by (used in) investing activities

Financing activities

Proceeds from exercise of stock options

Repayment under line of credit

Proceeds from sale of senior secured notes and warrants, net of issuance costs

Net cash (used in) provided by financing activities

Net decrease in cash and cash equivalents
Cash and cash equivalents, at beginning of period

Cash and cash equivalents, at end of period

The accompanying notes are an integral part of these condensed consolidated financial statements.
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Three Months Ended
March 31,
2009 2008
$(12,988) $ (46,710)
370 524
1,732 2,121
9
535 330
1,082 2,227
(369) 79
358 10
259 (951)
)] (232)
(1,182) 6,059
(90) 428
5,078
2 (285)
62 (1,770)
(5,150) (38,170)
(®)) (458)
(1,000) (10,000)
1,138 11,941
4,410)
1,004
1,137 (2,927)
2
(3,875) (279)
39,200
(3,875) 38,923
(7,888) 2,174)
24,903 102,945
$ 17,015 $ 100,771
7
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JAZZ PHARMACEUTICALS, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

(Unaudited)

1.  Summary of Significant Accounting Policies
Basis of Presentation

These unaudited condensed consolidated financial statements have been prepared following the requirements of the Securities and Exchange
Commission, or SEC, for interim reporting. As permitted under those rules, certain footnotes and other financial information that are normally
required by U.S. generally accepted accounting principles, or GAAP, can be condensed or omitted. The information included in this Quarterly
Report on Form 10-Q should be read in conjunction with the consolidated financial statements and accompanying notes included in our Annual
Report on Form 10-K for the year ended December 31, 2008. In the opinion of management, these condensed consolidated financial statements
have been prepared on the same basis as the annual consolidated financial statements and include all adjustments, consisting only of normal
recurring adjustments, considered necessary for the fair presentation of our financial position and operating results. Certain amounts in the
condensed consolidated statement of cash flows for the three months ended March 31, 2008 have been reclassified to conform to the
presentation for the three months ended March 31, 2009. The reclassified amounts reflect the combining of the current and non current portions
of the government settlement provision. The results for the three months ended March 31, 2009 are not necessarily indicative of the results to be
expected for the year ending December 31, 2009 or for any other interim period or for any future year. The consolidated financial statements
include the accounts of Jazz Pharmaceuticals, Inc. and our wholly-owned subsidiaries, Orphan Medical, LLC, or Orphan Medical, and JPI
Commercial, LLC, or JPIC, after elimination of intercompany transactions and balances.

Significant Risks and Uncertainties

We have incurred significant losses from operations since our inception and as of March 31, 2009, we had cash and cash equivalents of $17.0
million.

In late 2007 and early 2008, we incurred significant expenses in preparation for the launch of Luvox CR. Sales of Luvox CR have not
approached the levels that we had anticipated prior to our commercial launch. As a result, our net cash inflows have not been sufficient to
support the operation of our business as we had planned.

In March 2008, JPIC sold $40.0 million aggregate principal amount of senior secured notes pursuant to a new debt arrangement. In addition, in
March 2008, a total of $80.0 million aggregate principal amount of senior secured notes of Orphan Medical that bore interest at 15% per annum,
due on June 24, 2011 were exchanged for the same principal amount of new senior secured notes issued by JPIC pursuant to the debt
arrangement described above. We did not make the quarterly interest payments of $4.5 million and $5.1 million that were due on December 31,
2008 and March 31, 2009, respectively, to the holders of our $119.5 million principal amount of senior secured notes, or the Senior Notes, which
constituted events of default under our agreement with the holders of the Senior Notes and permits the holders of more than 50% of the principal
amount outstanding, to accelerate payment of the Senior Notes. As a result of these defaults, we could be required to prepay some or all of the
Senior Notes, including a prepayment premium, and interest is due at an annual default rate of 17%. Accordingly, the Senior Notes and accrued
but unpaid interest are now included in current liabilities. The agreement covering the Senior Notes provides that if annualized net product sales
(which for this purpose includes royalties), determined on a quarterly basis, are less than $100.0 million, then we must maintain a restricted cash
balance equal to 15% of the then outstanding principal amount of the Senior Notes for as long as our annualized net product sales are less than
$100.0 million. We did not meet the net sales test for the three months ended March 31, 2009 and we do not have sufficient cash to maintain the
required restricted cash balance and continue to operate our business. We are currently unable to borrow under our line of credit due to the
events of default on the Senior Notes.

In an effort to reduce the net cash used in operations, we implemented three reductions in force during 2008, focused our development efforts on
JZP-6 and slowed development work on most of our other projects. We are continuing to review our operations in order to identify additional
measures to further reduce spending. In February 2009, we amended our agreement with Solvay Pharmaceuticals, Inc., or Solvay, from which
we licensed Luvox CR, to eliminate our obligation to make royalty payments on net sales of Luvox CR and to extend the time frame in which
other obligations are due. We also entered into arrangements with various government entities to postpone until October 2009 criminal and civil
payments (totaling $2.5 million) that otherwise would have been due in January 2009.

Table of Contents 9
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In light of the circumstances described above, we are seeking a number of financing and strategic alternatives with respect to all aspects of our
business and we are in discussions with the holders of the Senior Notes with respect to our defaults and the status of the Senior Notes.
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If we are unable to raise sufficient additional funds when needed, we would be required to further reduce operating expenses, by, among other
things, curtailing significantly or delaying or eliminating part or all of our development programs including JZP-6 and/or scaling back our
commercial operations, or we may need to seek protection under the provisions of the U.S. Bankruptcy Code. We may also be required to
license to third parties products and product candidates that we would prefer to develop and commercialize ourselves or to sell the rights to one
or more commercial products to third parties in either case on terms that may not be advantageous to us.

The accompanying condensed consolidated financial statements have been prepared assuming that we will continue as a going concern, which
contemplates the realization of assets and the settlement of liabilities and commitments in the normal course of business. The financial
statements for the three months ended March 31, 2009 do not include any adjustments to reflect the possible future effects on the recoverability
and classification of assets or the amounts and classification of liabilities that may result from uncertainty related to our ability to continue as a
going concern.

Concentration of Credit Risks

‘We monitor our exposure within accounts receivable and record a reserve against uncollectible accounts receivable as necessary. We extend
credit to pharmaceutical wholesale distributors and a specialty pharmaceutical distribution company, primarily in the United States, and to
international distributors in the normal course of business. Customer creditworthiness is monitored and collateral is not normally required.
Historically, we have not experienced significant credit losses on our accounts receivable. Our five largest customers accounted for an aggregate
of approximately 98% and 97% of gross accounts receivable as of March 31, 2009 and December 31, 2008, respectively.

Use of Estimates

The preparation of financial statements in conformity with GAAP requires management to make estimates and assumptions that affect the
amounts and disclosures reported in the condensed consolidated financial statements and accompanying notes. On an ongoing basis,
management evaluates its estimates, including those related to revenue recognition, intangible assets, inventory reserves, accrued expenses, and
stock-based compensation. Management bases its estimates on historical experience and on assumptions believed to be reasonable under the
circumstances. Actual results could differ materially from those estimates.

Revenue Recognition

Revenues are recognized when there is persuasive evidence that an arrangement exists, delivery has occurred, the price is fixed and
determinable, and collection is reasonably assured. Revenues from sales of Xyrem within the United States are recognized upon transfer of title,
which occurs when our specialty pharmaceutical distributor, Express Scripts Specialty Distribution Services, Inc., or Express Scripts, removes
product from our consigned inventory location at our facility for shipment to a patient. Prior to the sale of our rights to Antizol® (fomepizole)
and Antizol-Vet® in August 2008, Antizol and Antizol-Vet were shipped to our wholesaler customers in the U.S. with free on board destination
shipping terms, and we recognized revenues when delivery occurred. All of our international sales have customer acceptance clauses and
therefore we recognize revenues when we are notified of acceptance or when the time to inspect and reject a shipment has lapsed.

Luvox CR was approved by the U.S. Food and Drug Administration, or FDA, for the treatment of obsessive compulsive disorder and social
anxiety disorder and we shipped initial stocking orders to our wholesaler customers in the first quarter of 2008. Luvox CR is subject to rights of
return six months prior to and up to twelve months after product expiration. We are not able to reliably estimate expected returns of Luvox CR at
the time of shipment and therefore we have recognized revenue when units were dispensed through prescriptions at which point, we believe, the
product is not subject to return. In order to estimate units dispensed, we purchase dispensing data which we believe to be accurate and reliable
and not subject to material adjustments from an independent prescription tracking service. We recorded revenue of $3.6 million for the three
months ended March 31, 2009, related to Luvox CR, net of estimated wholesaler fees, discounts, chargebacks and rebates. As of March 31, 2009
we recorded a deferred revenue liability related to shipments of Luvox CR of $1.2 million which represents amounts paid by wholesaler
customers in excess of revenue recognized, net of estimated wholesaler fees, discounts, chargebacks and certain rebates.

During the three months ended March 31, 2009, as a result of a final rule issued by the Department of Defense, we recorded as a reduction of
revenues a reserve of $670,000 for potential rebates due for drugs sold by retail pharmacies to TRICARE beneficiaries on or after January 28,
2008. Of the total amount recorded, $477,000 and $193,000 relate to net product sales during 2008 and the three months ended March 31, 2009,
respectively.

Table of Contents 11
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Basic and diluted net loss per common share is computed using the weighted-average number of shares of common stock outstanding as follows
(in thousands, except per share amounts):

Three Months Ended
March 31,

2009 2008
Numerator:
Net loss $(12,988)  $(46,710)
Denominator:
Weighted-average common shares outstanding 28,925 24,622
Less: weighted-average common shares outstanding subject to repurchase (879)
Weighted-average common shares used in computing net loss per share, basic and diluted 28,925 23,743
Net loss per share, basic and diluted $ (045) $ (1.97)

The following table represents the weighted-average shares of our common stock that were excluded from the computation of diluted net loss
per share for the periods presented because including them would have an anti-dilutive effect (in thousands):

For the Three Months Ended

March 31,
2009 2008
Warrants to purchase common stock (as if exercised) 3,300 1,348
Options to purchase common stock 5,186 3,400
Common stock subject to repurchase 879
Common stock issuable under directors deferred compensation plan 43 19
Restricted stock units 48

Recently Adopted Accounting Standards

In December 2007, the Financial Accounting Standards Board, or FASB, issued Statement of Financial Accounting Standard, or FAS,

No. 141(R), Business Combinations, or FAS 141(R), and FAS No. 160, Noncontrolling Interests in Consolidated Financial Statements, an
amendment of ARB No. 51, or FAS 160. FAS 141(R) requires an acquirer to measure the identifiable assets acquired, the liabilities assumed and
any noncontrolling interest in the acquiree at their fair values on the acquisition date, with goodwill being the excess value over the net
identifiable assets acquired. FAS 160 clarifies that a noncontrolling interest in a subsidiary should be reported as equity in the consolidated
financial statements. The calculation of earnings per share will continue to be based on income amounts attributable to the parent.

FAS 141(R) and FAS 160 are effective for financial statements issued for fiscal years beginning after December 15, 2008. Early adoption is
prohibited. Our adoption of FAS 141(R) and FAS 160 was effective on January 1, 2009 and had no impact on our consolidated results of
operations and financial position since we have not undertaken a business combination.

In December 2007, the FASB ratified Emerging Issues Task Force, or EITF, 07-1, Accounting for Collaborative Agreements, or EITF 07-1.
EITF 07-1 provides guidance regarding financial statement presentation and disclosure of collaborative arrangements, which includes
arrangements entered into regarding development and commercialization of products. It requires certain transactions between collaborators to be
recorded in the income statement on either a gross or net basis when certain characteristics exist in the collaborative relationship. Our adoption
of EITF 07-1 was effective on January 1, 2009 and had no impact on our consolidated results of operations and financial position since we were
not participants in a collaborative agreement within the scope of EITF 07-01.

Table of Contents 12
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In February 2008, the FASB issued FASB Staff Position, or FSP, No. FAS 157-2, Effective Date of FASB Statement No. 157, or

FSP FAS 157-2, which delays the effective date of FAS No. 157, Fair Value Measurements, or FAS 157, for one year for all nonfinancial assets
and nonfinancial liabilities, except those recognized or disclosed at fair value in the financial statements on a recurring basis. Our adoption of
FSP FAS 157-2 was effective on January 1, 2009 and had no impact on our consolidated results of operations and financial position.

In June 2008, the FASB ratified EITF consensus No. 07-5, Determining Whether an Instrument (or Embedded Feature) Is Indexed to an Entity s
Own Stock, or EITF 07-5. EITF 07-5 clarifies the determination of whether an instrument (or an embedded feature) is indexed to an entity s own
stock, which would qualify as a scope exception under FAS No. 133, Accounting for Derivative Instruments and Hedging Activities. EITF 07-5
is effective for financial statements issued for fiscal years beginning after December 15, 2008. Our adoption of EITF 07-5 was effective on
January 1, 2009 and had no impact on our consolidated results of operations and financial position.

In April 2009, the FASB issued FSP No. 141(R)-1, Accounting for Assets Acquired and Liabilities Assumed in a Business Combination That
Arise from Contingencies, or FSP FAS 141(R)-1, which amends and clarifies FAS 141(R) to address application issues raised by preparers of
financial statements, auditors, and members of the legal profession on initial recognition and measurement, subsequent measurement and
accounting, and disclosure of assets and liabilities arising from contingencies in a business combination. FSP FAS 141(R)-1 is effective for
assets or liabilities arising from contingencies in business combinations for which the acquisition date is on or after the beginning of the first
annual reporting period beginning on or after December 15, 2008. Our adoption of FSP FAS 141(R)-1 had no impact on our consolidated results
of operations and financial position since we have not undertaken a business combination.

In April 2009, the FASB issued FSP No. FAS 107-1 and APB 28-1, Interim Disclosures about Fair Value of Financial Instruments, or

FSP FAS No. 107-1 and APB 28-1, which requires disclosures about fair value of financial instruments for interim reporting periods of publicly
traded companies as well as in annual financial statements. FSP FAS 107-1 and APB 28-1 also amends APB Opinion No. 28 Interim Financial
Reporting, to require disclosures in summarized financial information at interim reporting periods. FSP FAS 107-1 and APB 28-1 is effective for
interim reporting periods ending after June 15, 2009. We are currently evaluating the effect that our adoption of FSP FAS 107-1 and APB 28-1
will have on our results of operations and financial position.

In April 2009, the FASB issued FSP No. FAS 115-2 and FAS 124-2, Recognition and Presentation of Other-Than-Temporary Impairments, or
FSP FAS 115-2 and FAS 124-2, which amends the other-than-temporary impairment guidance in GAAP for debt securities to make the
guidance more operational and to improve the presentation and disclosure of other-than-temporary impairments on debt and equity securities in
the financial statements. FSP FAS 115-2 and FAS 124-2 is effective for interim reporting periods ending after June 15, 2009. We are currently
evaluating the effect that our adoption of FSP FAS 115-2 and FAS 124-2 will have on our results of operations and financial position.

In April 2009, the FASB issued FSP No. FAS 157-4, Determining Fair Value When the Volume and Level of Activity for the Asset or Liability
Have Significantly Decreased and Identifying Transactions That Are Not Orderly, FSP FAS 157-4, which provides additional guidance for
estimating fair value in accordance with FAS 157 when the volume and level of activity for the asset or liability have significantly decreased and
for identifying circumstances that indicate a transaction is not orderly (i.e. distressed or forced). FSP FAS 157-4 is effective for interim reporting
periods ending after June 15, 2009. We are currently evaluating the effect that our adoption of FSP FAS 157-4 will have on our results of
operations and financial position.
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2. Inventories
The components of inventories were as follows (in thousands):

March 31,

2009
Raw materials $ 2,526
Work in process 59
Finished goods (1) 1,845
Total inventories $ 4,430

December 31,
2008

$ 2,175

156

2,457

$ 4,788

(1)  Includes, at March 31, 2009 and at December 31, 2008, deferred cost of sales of $702,000 and $495,000, respectively, for which the

related revenue has been deferred.

3.  Goodwill and Intangible Assets

The gross carrying amount of goodwill was $38.2 million at March 31, 2009 and December 31, 2008. The gross carrying amounts and net book

values of our intangible assets were as follows (in thousands):

Net

4,700
1,157
1,639

March 31, 2009 December 31, 2008
Gross Net Gross

Carrying Accumulated Book Carrying Accumulated Book

Amount Amortization Value Amount Amortization Value
Developed technology - Xyrem $39,700 $ 15,713 $23,987 $39,700 $ 14,670 $25,030
Developed technology - Luvox CR 9,700 426 9,274 4,700
Agreements not to compete 3,900 2,938 962 3,900 2,743
Trademarks 2,600 1,029 1,571 2,600 961
Total $55900 $ 20,106 $35,794 $50,900 $ 18,374 $32,526

During the three months ended March 31, 2009, we recorded an increase of $5.0 million in the value of the intangible asset related to Luvox CR
developed technology which will be amortized over 4.7 years, the remaining estimated useful life of the Luvox CR developed technology. See

Note 9 for additional information regarding the increase in the intangible asset.

Future amortization costs per year for our existing intangible assets other than goodwill as of March 31, 2009 were estimated as follows (in

thousands):

Year Ending December 31,
2009 (remaining portion)
2010
2011
2012
2013

Table of Contents

Estimated
Amortization
Expense
$ 5,464
6,883
6,506
6,506
5,991
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4. Fair Value Measurement

The following tables summarize, by major security type, our financial assets that are measured at fair value on a recurring basis and are

categorized using the fair value hierarchy (in thousands):

Cash
Money market funds

Total

Amounts classified as cash and cash equivalents
Amounts classified as restricted cash

Total

Cash
Obligations of U.S. government agencies
Money market funds

Total

Amounts classified as cash and cash equivalents
Amounts classified as restricted cash
Amounts classified as marketable securities

Total

5.  Debt Obligations
Senior Secured Notes and Warrants

Cash
$6,188

$6,188

Cash
$1,161

$ 1,161

March 31, 2009
Quoted Prices Significant
in Active Other
Markets for Observable
Identical Assets Inputs
(Level 1) (Level 2)
$ $
11,602
$ 11,602 $
December 31, 2008
Quoted Prices
in Active Significant
Markets for Other
Identical Observable
Assets Inputs
(Level 1) (Level 2)
$ $
1,004
25,655
$ 25,655 $ 1,004

Total
Estimated Fair
Value
$ 6,188

11,602

$ 17,790

$ 17,015

775

$ 17,790
Total

Estimated

Fair
Value

$ 1,161

1,004

25,655

$ 217,820

$ 24,903

1,913

1,004

$ 217,820

We did not make the quarterly interest payments of $5.1 million and $4.5 million that were due on March 31, 2009 and December 31, 2008,
respectively, to the holders of the $119.5 million principal amount of Senior Notes, which constituted events of default under our agreement with
the holders of the Senior Notes and permits LB I Group Inc., a related party, as the holder of more than 50% of the principal amount outstanding,
to accelerate payment of the Senior Notes. In both January and April 2009, we received notices of default from LB I Group Inc. but to date we
have not received a notice of acceleration. As a result of the events of default, interest on the Senior Notes accrues on the outstanding principal
amount at an annual default rate of 17% (instead of 15%) effective January 1, 2009. Interest will continue to accrue at this higher rate until all
defaults are cured. If we were to receive a notice of acceleration, we would immediately owe the holders of Senior Notes the principal amount
on the notes, a prepayment premium and accrued but unpaid interest. We do not have sufficient cash to repay these amounts.
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As of March 31, 2009, the carrying amount of the Senior Notes, which includes accrued but unpaid interest of $9.6 million, is classified as a
current liability and the related debt issuance costs of $2.0 million are reported in other current assets.

11
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As a result of the defaults under the terms of the agreement with the holders of the Senior Notes, we could be required to prepay some or all of
the Senior Notes, including a prepayment premium. The agreement covering the Senior Notes provides that if annualized net product sales
(which for this purpose includes royalties), determined on a quarterly basis, are less than $100.0 million, then we must maintain a restricted cash
balance equal to 15% of the then outstanding principal amount of the Senior Notes for as long as our annualized net product sales are less than
$100.0 million. We did not meet the net sales test for the three months ended March 31, 2009 and we do not have sufficient cash to maintain the
required restricted cash balance and continue to operate our business.

6. Common Stock
Common Stock Subject to Repurchase

In February 2004, each of our then executive officers entered into an employment agreement with us which permitted the executive officer or
the officer s estate to require us to repurchase vested shares at fair market value upon termination of the executive officer s employment due to
death or disability. The fair value of vested shares held by our executive officers as of the date of such agreements or Agreement Date Fair
Value, was recorded as common stock subject to repurchase and following the date of such agreements, the Agreement Date Fair Value of
shares held by our executive officers was recorded as common stock subject to repurchase as such shares vested. In February 2009, the
remaining employment agreements expired and as a result, we reclassified the balance of $12.5 million from common stock subject to
repurchase to additional paid-in capital.

7.  Comprehensive Loss

Comprehensive loss includes net loss and all changes in stockholders deficit during a period, except for those changes resulting from
investments by stockholders or distributions to stockholders. The difference between comprehensive loss and net loss during both the three
months ended March 31, 2009 and 2008 represented the change in unrealized gains/losses on available-for-sale securities and was not material.

8.  Segment Information
We have determined that we operate in one business segment, which is the development and commercialization of pharmaceutical products.

The following table presents a summary of product sales, net (in thousands):

Three Months Ended
March 31,
2009 2008
Xyrem $17,719 $11,341
Luvox CR 3,600
Antizol and Antizol-Vet (1) 2,643
Total $21,319 $13,984
(1) We sold our rights to Antizol and Antizol-Vet in August 2008.
The following table presents a summary of total revenues attributed to domestic and foreign sources (in thousands):
Three Months Ended
March 31,
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2009
United States $21,321
Europe 750
All other >
Total $22,076

2008

$13,593
645
396

$ 14,634

We received 80% and 78% of our total revenues from Express Scripts, a significant customer, in the three months ended March 31, 2009 and

2008, respectively.

12

Table of Contents

19



Edgar Filing: JAZZ PHARMACEUTICALS INC - Form 10-Q

Table of Conten

9. In-Licensing Agreements

In February 2009, we amended our product license agreement with Solvay relating to the rights to market Luvox CR and Luvox in the U.S. such
that the existing $14.0 million current payment obligation, a $5.0 million obligation related to a milestone of uninterrupted supply of Luvox CR,
which was subsequently met in April 2009, and future royalty and other obligations were replaced with an obligation to pay a total of

$19.0 million, of which $1.0 million was paid in March 2009, and $5.0 million is payable during the remainder of 2009 ($1.0 million is due in
June 2009 and $2.0 million is due in each of September and December 2009), $4.0 million is payable in 2010, $4.5 million is payable in 2011
and $5.0 million is payable in 2012. If we pay these amounts when due, the payment due in 2012 will decrease to $4.5 million. In addition, we
agreed to pay Solvay $5.0 million in 2015 if net sales of Luvox CR reach a cumulative amount of $100.0 million on or before December 31,
2014 and no AB-rated generic version of Luvox CR has been or is being sold in the U.S. as of December 31, 2014. As a result of the
amendment, we recorded a $5.0 million liability and a corresponding increase in intangible assets for our continuing right to market Luvox CR
and Luvox in the U.S. Under the amendment, future cash payments are equal to the carrying value of our obligation and as a result, we did not
recognize a gain and we did not record any expense related to the amended agreement. As of March 31, 2009, $6.0 million of the remaining
amount due under the amended agreement, which includes $1.0 million due in March 2010, was reported as a current liability and $12.0 million
was reported as a noncurrent liability.

10. Stock-Based Compensation

We account for employee stock-based compensation in accordance with FAS No. 123(R), Share-Based Payment, or FAS 123R, which requires
compensation expense related to share-based transactions, including employee stock options, to be measured and recognized in the financial
statements based on fair value. Employee stock-based compensation expense recognized in each of the three months ended March 31, 2009 and
2008 was calculated based on awards ultimately expected to vest, and has been reduced for estimated forfeitures. FAS 123R requires forfeitures
to be estimated at the time of grant and revised, if necessary, in subsequent periods if actual forfeitures differ from those estimates.

Stock-based compensation expense recognized under FAS 123R related to stock options, restricted stock units, phantom shares and awards
under our employee stock purchase plan was as follows (in thousands):

Three Months Ended
March 31,
2009 2008
Selling, general and administrative $ 732 $ 1,637
Research and development 314 547
Cost of product sales 36 43
Total stock-based compensation expense $ 1,082 $ 2,227

Employee stock-based compensation expenses of $31,000 as of March 31, 2009 and December 31, 2008, respectively, were capitalized as a
component of inventories and included in the condensed consolidated balance sheets.

Stock Options

During the three months ended March 31, 2009, we granted options to purchase 2,453,350 shares of common stock. The weighted-average grant
date fair values per share of the options granted during the three months ended March 31, 2009 and 2008 were $0.95 and $7.58, respectively.
The fair values of these stock option grants were estimated at the grant dates using the Black Scholes option pricing model with the following
assumptions:

Three months ended

March 31,
2009 2008
Weighted-average volatility 92% 59%
Weighted-average expected term (years) 6.1 6.1
Range of risk-free rates 1.8-2.3% 2.7-3.3%
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11. Restructuring Expense

As part of a strategic decision to focus on our commercial products, JZP-6, our late-stage product candidate, and lower operating expenses, we
recorded separate restructuring charges in 2008 totaling $3.5 million of which $708,000 was recorded as part of research and development
expense and the remainder included in selling, general and administrative expense. We expect to settle the remaining accrual of $115,000 by
June 30, 2009.

The following table represents adjustments made in the three months ended March 31, 2009 to our restructuring charges incurred (in thousands):

Auto
Employee Lease Facility
Expenses (1) Expenses (2) Expenses (3) Total
Cumulative amount incurred as of December 31, 2008 $ 2,139 $ 374 $ 950 $ 3,463
Adjustment to charges incurred in prior periods (75) 57 (132)
Cumulative amount incurred as of March 31, 2009 $ 2,064 $ 317 $ 950 $ 3,331

The following table represents activity in our restructuring accrual during the three months ended March 31, 2009 (in thousands):

Auto
Employee Lease Facility
Expenses (1) Expenses (2) Expenses (3) Total
Balance as of December 31, 2008 $ 979 $ 374 $ 120 $ 1,473
Cash payments made during the three months ended March 31, 2009 (885) 271) (70) (1,226)
Adjustment to charges incurred in prior periods (75) 57 (132)
Balance as of March 31, 2009 $ 19 $ 46 $ 50 $ 115

(1) Includes employee severance, health insurance premium and outplacement assistance expenses.

(2) Includes auto lease termination expenses.

(3) Includes excess facilities, property and equipment expenses.

12. Commitments and Contingencies
Indemnification

In the normal course of business, we enter into contracts and agreements that contain a variety of representations and warranties and provide for
general indemnification, including indemnification associated with product liability or infringement of intellectual property rights. Our exposure
under these agreements is unknown because it involves future claims that may be made against us that have not yet been made. To date, we have
not paid any claims or been required to defend any action related to these indemnification obligations except as disclosed in our prior public
filings.

We have agreed to indemnify our directors, executive officers, vice presidents, Chief Medical Officer and Principal Accounting Officer for
losses and costs incurred in connection with certain events or occurrences, including advancing money to cover certain costs, subject to certain
limitations. The maximum potential amount of future payments we could be required to make under this indemnification is unlimited; however,
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we maintain insurance policies that may limit our exposure and may enable us to recover a portion of any future amounts paid. Assuming the
applicability of coverage, the willingness of the insurer to assume coverage, and subject to certain retention, loss limits and other policy
provisions, we believe that the fair value of these indemnification obligations is not material. Accordingly, we have not recognized any liabilities
relating to these obligations as of March 31, 2009 and December 31, 2008. No assurances can be given that the covering insurers will not
attempt to dispute the validity, applicability, or amount of coverage without expensive litigation against these insurers, in which case we may
incur substantial liabilities as a result of these indemnification obligations.

Legal Proceedings

From time to time we are involved in legal proceedings arising in the ordinary course of business. We currently have no ongoing litigation and
are not aware of any claims that could lead to litigation that could have, individually or in the aggregate, a material adverse effect on our results
of operations or financial condition.
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Item 2. Management s Discussion and Analysis of Financial Condition and Results of Operations.
The following discussion of our financial condition and results of operations should be read in conjunction with the condensed consolidated
financial statements and notes to condensed consolidated financial statements included elsewhere in this Quarterly Report on Form 10-Q. As
discussed in Note 1 to the condensed consolidated financial statements, our recurring losses from operations and net capital deficiency raise
substantial doubt about our ability to continue as a going concern. The condensed consolidated financial statements do not include any
adjustments that might result from the outcome of this uncertainty. This discussion contains forward looking statements that involve risks and
uncertainties. When reviewing the discussion below, you should keep in mind the substantial risks and uncertainties that characterize our
business. In particular, we encourage you to review the risks and uncertainties described in Part Il Item 1A  Risk Factors included elsewhere
in this report. These risks and uncertainties could cause actual results to differ materially from those projected in forward-looking statements
contained in this report or implied by past results and trends. Forward-looking statements are statements that attempt to forecast or anticipate
future developments in our business and we encourage you to review the examples of our forward-looking statements under the heading
Cautionary Note Regarding Forward-Looking Statements that appears at the end of this discussion. These statements, like all statements in
this report, speak only as of their date (unless another date is indicated), and we undertake no obligation to update or revise these statements in
light of future developments.

Overview

We are a specialty pharmaceutical company focused on developing and commercializing innovative products to meet unmet medical needs in
neurology and psychiatry. Our goal is to build a broad portfolio of products through a combination of internal development, acquisition and
in-licensing activities, and to utilize our specialty sales force to promote our products in our target markets. We apply novel formulations and
drug delivery technologies to known drug compounds, and to compounds with the same mechanism of action or similar chemical structure as
marketed products, to improve patient care by, among other things, improving efficacy, reducing adverse side effects or increasing patient
compliance relative to existing therapies. Since our inception in 2003, we have built a commercial operation and assembled a portfolio of
products and product candidates that currently includes two marketed products, one product candidate in late Phase III clinical trials and several
product candidates in various stages of clinical development.

Our marketed products and late-stage product candidate are:

Xyrem (sodium oxybate) oral solution. Xyrem is the only product approved by the U.S. Food and Drug Administration, or FDA, for
the treatment of both excessive daytime sleepiness and cataplexy in patients with narcolepsy. Narcolepsy is a chronic neurologic
disorder caused by the brain s inability to regulate sleep-wake cycles. According to the National Institutes of Health, 150,000 or more
individuals in the U.S. are affected by narcolepsy. We promote Xyrem in the U.S. for its FDA-approved indications to sleep
specialists, neurologists, pulmonologists and psychiatrists through our specialty sales force. We have significantly increased U.S.
sales of Xyrem since acquiring the rights to Xyrem in June 2005. We have licensed the rights to commercialize Xyrem in 54

countries outside of the U.S. to UCB Pharma Limited, or UCB, and in Canada to Valeant Canada Limited, or Valeant. UCB

currently markets Xyrem in 13 countries.

Luvox CR (fluvoxamine maleate) Extended-Release Capsules. Once-Daily Luvox CR was approved by the FDA for the treatment of
both obsessive compulsive disorder and social anxiety disorder on February 28, 2008. We shipped initial stocking orders of

Luvox CR to our wholesaler customers in March 2008 and began promoting the product through our specialty sales force in

April 2008. Luvox CR is a once-daily extended-release formulation of fluvoxamine, a selective serotonin reuptake inhibitor, or
SSRI. SSRIs are used in the treatment of depression, anxiety disorders and some personality disorders. According to the National
Institute of Mental Health, obsessive compulsive disorder and social anxiety disorder affect approximately 2.2 million and 15 million
adults in the U.S., respectively. Luvox CR was developed by Solvay Pharmaceuticals, Inc., or Solvay, in collaboration with Elan
Pharma International Limited, or Elan. We obtained the exclusive rights to market and distribute Luvox CR in the U.S. from Solvay
in January 2007. Solvay retained the rights to market and distribute Luvox CR outside of the U.S.

JZP-6 (sodium oxybate). We are developing sodium oxybate, the active pharmaceutical ingredient in Xyrem, for the treatment of
fibromyalgia. According to the American College of Rheumatology, between two and four percent of the U.S. population suffers
from fibromyalgia. The product is currently in Phase III clinical trials; the program includes two Phase III pivotal clinical trials and a
long term safety trial. In November 2008, we announced positive preliminary top-line results from the first of the two Phase III
pivotal clinical trials. The randomized, double-blind, placebo-controlled study achieved its primary endpoints, demonstrating that
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JZP-6 significantly decreased pain and fatigue, and improved daily function, in patients with fibromyalgia. We expect preliminary
data from the second Phase III pivotal clinical trial, for which patient dosing has been completed, in mid-2009. Subject to successful
completion of the remaining Phase III pivotal clinical trial, we plan to submit a new drug application, or NDA, for JZP-6 in the
fourth quarter of 2009. If our NDA is approved by the FDA, we expect to market JZP-6 in the U.S. to specialists who treat
fibromyalgia patients, through an expanded specialty sales force and/or in partnerships with third parties. We have granted UCB the
commercialization rights to JZP-6 in 54 countries outside of the U.S.
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Our other product candidates in clinical development are JZP-8 (intranasal clonazepam), being developed for the treatment of recurrent acute
repetitive seizures in epilepsy patients who continue to have seizures while on stable anti-epileptic regimens, JZP-4 (sodium and calcium
channel antagonist), being developed for the treatment of epilepsy and bipolar disorder, and JZP-7 (ropinirole gel), being developed for the
treatment of restless legs syndrome. We do not anticipate significant additional development progress on JZP-8, JZP-4 or JZP-7 unless or until
we partner a program or otherwise obtain financing that we believe is sufficient to continue development.

In late 2007 and early 2008, we incurred significant expenses in preparation for the launch of Luvox CR. Sales of Luvox CR have not
approached the levels that we had anticipated prior to our commercial launch. As a result, our net cash inflows have not been sufficient to
support the operation of our business as we had planned and we have undertaken efforts to significantly reduce our operating expenses. We did
not make quarterly interest payments of $4.5 million and $5.1 million that were due on December 31, 2008 and March 31, 2009, respectively, to
the holders of our $119.5 million principal amount of senior secured notes, or the Senior Notes, which constituted events of default under our
agreement with the holders of the Senior Notes and permits the holders of more than 50% of the principal amount outstanding to accelerate
payment of the Senior Notes. As a result of the default, under the terms of the Senior Notes, we could be required to prepay some or all of the
Senior Notes, including a prepayment premium, and interest is due at an annual default rate of 17%.

We are currently operating the company in a manner that we believe maximizes the value of our business for our creditors and stockholders by
focusing on selling and marketing Xyrem and Luvox CR, continuing our JZP-6 clinical program, with respect to which we expect to obtain the
preliminary results of a second Phase III pivotal clinical trial in mid-2009, and looking for additional ways to reduce our operating expenses. We
are also seeking to raise additional funds. If we are unable to raise sufficient additional funds when needed, we would be required to further
reduce operating expenses by, among other things, curtailing significantly, delaying or eliminating part or all of our development programs,
including JZP-6, and/or scaling back our commercial operations, or we may need to seek protection under the provisions of the U.S. Bankruptcy
Code.

As of March 31, 2009, we had cash and cash equivalents of $17.0 million. While we believe that our current cash resources, together with
anticipated revenues from product sales, would be sufficient to fund our operations, they are not sufficient to fund both our operations and
payment of interest or repayment of principal on the Senior Notes. In addition, we have based this estimate on assumptions that may prove to be
wrong, including assumptions with respect to the level of revenues from product sales, and we could exhaust our available financial resources
sooner than we currently expect. The sufficiency of our current cash resources, and our need for additional capital and the timing thereof, will
depend on many factors, including primarily the amount of revenues that we receive from sales of Xyrem and Luvox CR, as well as other factors
set forth in Part II Item 1A of this Quarterly Report on Form 10-Q under the headings Our operations have resulted in negative cash flows, we
are seeking to raise additional funds to fund our operating expenses and debt obligations as soon as possible, which could cause us to have to
accept terms that are harmful to our business, dilutive to our stockholders or otherwise disadvantageous to our existing stockholders, and if we
are unable to secure additional funding, we may be required to significantly scale back our operations, significantly reduce our headcount, seek
protection under the provisions of the U.S. Bankruptcy Code, and/or discontinue many of our activities which could negatively affect our
business and prospects and We have a history of net losses, which may continue for the next few years and, if we are to grow our business in
the future, we will need to commit substantial resources which could increase the extent of any future losses.

Our sales of Luvox CR were $3.1 million for the three months ended December 31, 2008 and $3.6 million for the three months ended March 31,
2009, and we expect to see continued growth in sales of Luvox CR in 2009. In early 2009, we renegotiated the payments that we owe to Solvay
under the license agreement, as a result of which $1.0 million was paid in March 2009, $5.0 million is payable to Solvay during the remainder of
2009 and $13.0 million is payable between 2010 and 2012. We also have a commitment, in connection with the FDA s approval of Luvox CR, to
conduct two Phase IV clinical trials of the product. We continue to monitor our sales of Luvox CR and our expenses to manufacture, market, sell
and support the product, but the product may not become profitable within a commercially reasonable period, or at all. If necessary, we will
decrease our efforts in support of the product.
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We are currently seeking a number of financing and strategic alternatives and are in discussions with the holders of the Senior Notes, including
in particular LB I Group Inc., an affiliate of Lehman Brothers Holdings, Inc., which holds approximately 75% of the principal amount of the
Senior Notes, with respect to our March 31, 2009 and December 31, 2008 payment defaults and the status of the Senior Notes. There can be no
assurance that we can reach such resolution, obtain sufficient financing or enter into other transactions to satisfy our Senior Note obligations in a
timely manner, or at all. At any time, LB I Group, Inc., as the holder of 75% of the principal amount of the Senior Notes, can accelerate our
obligations under the Senior Notes and require payment of the full principal amount of the Senior Notes, plus interest and a prepayment
premium. We do not have sufficient cash resources to pay the amount that would become payable in the event of an acceleration of the Senior
Notes, and even if we could obtain additional financing, it is unlikely that we could obtain an amount sufficient to repay the Senior Notes in full.
The holders of the Senior Notes have a first priority security interest in all of our assets other than our inventory and accounts receivable and, in
the event of an acceleration of our obligations and our failure to pay the amount that would then become due, the holders of the Senior Notes
could seek to foreclose on our assets, as a result of which we would likely need to seek protection under the provisions of the U.S. Bankruptcy
Code.
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In the event that we were to seek protection under the provisions of the U.S. Bankruptcy Code, we could seek to reorganize our business, or we
or a trustee appointed by the court could be required to liquidate our assets. In either of these events, whether the stockholders receive any value
for their shares is highly uncertain. If we were required to liquidate our assets, we might realize significantly less from them than the value that
could be obtained in a transaction outside of a bankruptcy proceeding. The funds resulting from the liquidation of our assets would be used first
to pay off the debt owed to our secured and unsecured creditors, including the holders of the Senior Notes, before any funds would be available
to pay our stockholders, and it is uncertain if there would be any amounts available for our stockholders. If we are required to liquidate under the
federal bankruptcy laws, it is highly unlikely that stockholders would receive any value for their shares.

In light of the circumstances described above, we are seeking to raise funds or consummate a strategic transaction as soon as possible. We may
seek to do so through public or private debt or equity financings, collaborations, partnering arrangements, development financings or a corporate
transaction with a third party. It is likely that the consent of the holders of the Senior Notes would be required for some of these transactions. We
cannot assure you that the holders of the Senior Notes would consent to any transactions that we might propose. Because the holders of the
Senior Notes currently have a first priority security interest in our assets, they may be unwilling to consent to any transaction that limits their
rights or impacts the protection of their security interest. If we raise additional funds through the issuance of debt securities, these securities
could have rights that are senior to holders of our common stock and could contain covenants that restrict our operations. Any additional equity
financing would likely be substantially dilutive to our stockholders, particularly in light of the prices at which our common stock has been
recently trading. In addition, if we raise additional funds through the sale of equity securities, new investors could have rights superior to our
existing stockholders. If we raise funds through collaborations, partnering arrangements, development financings or a strategic transaction, we
may be required to relinquish, on terms that are not favorable to us, rights to some or all of our products or product candidates that we would
otherwise seek to develop or commercialize ourselves. The terms of any future financings may restrict our ability to raise additional capital,
which could delay or prevent the further development or commercialization of our products or product candidates. Our need to raise capital soon
may require us to accept terms that may harm our business or be disadvantageous to our current stockholders, particularly in light of the current
illiquidity and instability in the global financial markets.

The financial statements included in this Quarterly Report on Form 10-Q have been prepared assuming that we will continue as a going concern,
which contemplates the realization of assets and the settlement of liabilities and commitments in the normal course of business. The financial
statements do not include any adjustments to reflect the possible future effects on the recoverability and classification of assets or the amounts
and classification of liabilities that may result from uncertainty related to our ability to continue as a going concern. Our independent registered
public accounting firm issued an opinion on our consolidated financial statements for the year ended December 31, 2008, that stated that our
recurring losses from operations and net capital deficiency raise substantial doubt about our ability to continue as a going concern.

Revenues
Product Sales, Net

The following is a summary of our product sales, net:

Three Months Ended
March 31,
2009 2008
(In thousands)

Xyrem $17,719 $11,341
Luvox CR 3,600
Antizol and Antizol-Vet (1) 2,643
Total $21,319 $ 13,984

(1)  We sold our rights to Antizol® (fomepizole) and Antizol-Vet® in August 2008.

Xyrem (sodium oxybate) oral solution. Revenues from sales of Xyrem primarily represent sales in the U.S. to Express Scripts. Revenues from
international sales of Xyrem under our agreements with UCB and Valeant have not been material. The FDA has granted Xyrem orphan drug
exclusivity in the U.S. for both excessive daytime sleepiness and cataplexy in patients with narcolepsy. This provides marketing exclusivity in
the U.S. until July 2009 for the cataplexy indication and November 2012 for the excessive daytime sleepiness indication. In addition to orphan
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drug exclusivity, Xyrem is covered by two formulation patents that are listed in the FDA s approved drug products with therapeutic equivalence
evaluation document, or Orange Book. The patents will expire in 2020. An additional process patent that covers the product is not listed in the
Orange Book and expires in 2019.

17

Table of Contents 29



Edgar Filing: JAZZ PHARMACEUTICALS INC - Form 10-Q

Table of Conten

Luvox CR (fluvoxamine maleate) extended release capsules. Revenues from sales of Luvox CR primarily represent product dispensed through
prescriptions in the United States. Luvox CR has three years of marketing exclusivity beginning on February 28, 2008, the date the product was
approved by the FDA. In addition, a patent covering the orally administered formulation of extended-release fluvoxamine, requiring the release
of fluvoxamine over a period of not less than 12 hours, was issued to Elan. In the U.S., the patent expires in 2020.

Antizol (fomepizole). Revenues from sales of Antizol in the U.S. primarily represent sales to pharmaceutical wholesalers. In August 2008, we
sold our rights to and interests in Antizol and Antizol-Vet, along with the associated product registrations, commercial inventory and trademarks,
for $5.8 million and recorded a gain of $3.9 million.

Royalties, Net

We receive royalties primarily from international distributors of our products, typically based on their net sales of our products. Royalty income
was $472,000 and $365,000 in the three months ended March 31, 2009 and 2008, respectively. Although we do not expect royalty revenues to
comprise a substantial portion of our revenues, we expect royalty revenues to increase as sales of Xyrem by UCB increase.

Contract Revenues

Almost all of our contract revenues consist of upfront or milestone payments received from UCB. In connection with the expansion of our
agreement with UCB in 2006, UCB made an upfront payment of $5.0 million in June 2006 and subsequently an additional payment of

$10.0 million in September 2006 upon exercise of its rights to develop and commercialize JZP-6 for the treatment of fibromyalgia syndrome.
These payments are being recognized as revenue through 2019, the estimated performance period of the contract, which resulted in contract
revenues of $280,000 during each of the three months ended March 31, 2009 and 2008.

In July 2008, we received a nonrefundable payment of $10.0 million from UCB. We expect to recognize the $10.0 million payment as revenue
during the three months ended June 30, 2009, as the last patient has completed our second Phase III pivotal clinical trial of sodium oxybate for
the treatment of fibromyalgia in April 2009.

Research and Development Expenses

Conducting a significant amount of research and development has been central to our business model. Since our formation in 2003 through
March 31, 2009, we incurred approximately $270.0 million in research and development expenses. In the latter part of 2008, in order to preserve
our cash resources, we significantly curtailed our investment in research and development programs other than JZP-6. We continue to spend
significant amounts on Phase III clinical trials of our JZP-6 product candidate. Our ability to invest in research and development is dependent
upon our obtaining additional cash resources.

Our research and development expenses consisted of expenses incurred in identifying, developing and testing our product candidates. These
expenses consisted primarily of fees paid to contract research organizations and other third parties to assist us in managing, monitoring and
analyzing our clinical trials, clinical trial costs paid to sites and investigators fees, costs of non-clinical studies, including toxicity studies in
animals, costs of contract manufacturing services, costs of materials used in clinical trials and non-clinical studies, fees paid to third parties for
development candidates or drug delivery or formulation technologies that we have licensed, allocated expenses such as facilities and information
technology that support our research and development activities, and related personnel expenses, including stock-based compensation. Research
and development costs are expensed as incurred, including payments made under our license agreements for product candidates in development.
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We designate development projects to which we have allocated significant research and development resources with the term JZP and a unique
number. Earlier-stage development and product lifecycle extension projects are included in Terminated and other projects in the following table.
Early product concept feasibility studies and other research activities are included in R&D support in the following table. The expenditures
summarized in the following table reflect costs directly attributable to each development candidate and to our Terminated and other projects. We
do not allocate salaries, benefits or other indirect costs to our development candidates or Terminated and other projects, but include these costs
in R&D support in the following table. The following table summarizes our research and development expenses for the three months ended
March 31, 2009 and for JZP projects currently under development and Luvox CR from project inception through March 31, 2009 (in thousands):

Three
Project Months
Inception to Ended
March 31, March 31,
2009 2009
JZP-6 $ 80,124 $ 7,700
JZP-4 22,093 (28)
Luvox CR (1) 9,676
JZP-7 8,441 638
JZP-8 6,501 206
Terminated and other projects 185
R&D support 2,707
Total $ 11,408

(1)  Our research and development expenses for Luvox CR consisted primarily of expenses in connection with the scale-up for commercial
manufacturing of Luvox CR, including the cost of inventory manufactured prior to FDA approval on February 28, 2008. Expenses
subsequent to FDA approval were either expensed as part of cost of product sales as a period expense or capitalized in inventory.

The process of developing and obtaining FDA approval of products is costly and time consuming. Development activities and clinical trials can

take years to complete, and failure can occur any time during the clinical trial process. Although we design our development programs to

mitigate risk, the successful development of our product candidates is highly uncertain. Development timelines, probability of success and
development costs vary widely among product candidates. As a result, we are unable to determine the time and completion costs related to the
development of our product candidates or estimate when, or to what extent, we will generate revenues from the commercialization and sale of
any of our product candidates.

Critical Accounting Policies and Significant Estimates

To understand our financial statements, it is important to understand our critical accounting policies and estimates. The preparation of our
financial statements in conformity with United States generally accepted accounting principles requires us to make estimates and assumptions
that affect the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the financial statements
and the reported amounts of revenues and expenses during the reporting period. Significant estimates and assumptions are required in the
determination of revenue recognition, in particular related to our agreement with UCB, sales deductions for estimated specialty distributor and
wholesaler fees, prompt payment discounts, Medicaid and TRICARE rebates, chargebacks, customer rebates, and royalties. Significant estimates
and assumptions are also required to determine whether to capitalize intangible assets, the amortization periods for identifiable intangible assets,
the potential impairment of goodwill and other intangible assets, the determination of excess and obsolete inventory reserves, stock-based
compensation and accrued expenses. Some of these judgments can be subjective and complex, and, consequently, actual results may differ from
these estimates. For any given individual estimate or assumption we make, there may also be other estimates or assumptions that are reasonable.
Although we believe our estimates and assumptions are reasonable, they are based upon information available at the time the estimates and
assumptions were made.

In addition, the financial statements included in this Quarterly Report on Form 10-Q have been prepared assuming that we will continue as a
going concern, which contemplates the realization of assets and the settlement of liabilities and commitments in the normal course of business.
The financial statements do not include any adjustments to reflect the possible future effects on the recoverability and classification of assets or
the amounts and classification of liabilities that may result from uncertainty related to our ability to continue as a going concern.
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Our critical accounting policies and significant estimates are detailed in our Annual Report on Form 10-K for the year ended December 31,
2008. Other than the estimates described below, our critical accounting policies and significant estimates have not changed substantially from
those previously disclosed in our Annual Report on Form 10-K for the year ended December 31, 2008.

Intangible Assets

In February 2009, we amended our product license agreement with Solvay for the rights to market Luvox CR and Luvox in the U.S. such that
the existing $14.0 million current payment obligation, a $5.0 million obligation related to a milestone of uninterrupted supply of Luvox CR that
was subsequently achieved in April 2009 and future royalty and other obligations were replaced with an obligation to pay a total of

$19.0 million. As a result we recorded an increase of $5.0 million in the value of the intangible asset for Luvox CR developed technology during
the first quarter of 2009 which will be amortized over 4.7 years, the remaining estimated useful life of the asset.

Results of Operations

Comparison of Three Months Ended March 31, 2009 and 2008

Three Months Ended
March 31, Increase/ Increase/
2009 2008 (Decrease) (Decrease)
(In thousands)
Product sales, net $21,319 $13,984 $ 7,335 52%
Royalties, net 472 365 107 29%
Contract revenues 285 285 0%
Cost of product sales (excluding amortization of acquired developed technology) 1,943 2,298 (355) (15%)
Research and development 11,408 21,243 (9,835) (46%)
Selling, general and administrative 14,216 32,780 (18,564) (57%)
Amortization of intangible assets 1,732 2,121 (389) (18%)
Interest income 21 897 (876) (98%)
Interest expense 5,794 3,787 2,007 53%
Other income (expense) 8 (12) 20 (167%)

Product Sales, Net

The increase in product sales, net in the three months ended March 31, 2009, as compared to the same period in 2008, was primarily due to
increases of $6.4 million in Xyrem sales and the launch of Luvox CR, offset by a decrease of $2.6 million in Antizol sales as a result of the sale
of our product rights in August 2008. The increase in Xyrem sales was primarily due to significant price increases in 2008, and to a lesser extent
increase in sales volumes, partially offset by estimated rebates due under the TRICARE rebate program of $635,000 ($462,000 related to 2008
net product sales and $173,000 related to net product sales in the three months ended March 31, 2009).

Royalties, Net

The increase in royalties, net in the three months ended March 31, 2009, as compared to same period in 2008, was entirely due to the increase in
royalties we received under our agreement with UCB related to UCB s sales of Xyrem.

Contract Revenues

We recognized contract revenues of $280,000 in each of the three months ended March 31, 2009 and 2008, primarily related to previously
deferred upfront payments which are being recognized as contract revenues ratably through 2019, the expected performance period under our
agreement with UCB.

Cost of Product Sales

The decrease in cost of product sales in the three months ended March 31, 2009, as compared to the same period in 2008, was primarily due to
lower Antizol cost of product sales as a result of the sale of our Antizol product rights in August 2008 and to lower manufacturing overhead
expenses, partially offset by higher Luvox CR cost of product sales.
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Research and Development Expenses

Lower research and development expenses in the three months ended March 31, 2009, as compared to the same period in 2008, resulted from
lower spending on all of our JZP and other projects and Luvox CR for which we incurred research and development expenditures in the two
months prior to approval of the product by the FDA in February 2008. Expenditures on JZP-6 are expected to comprise substantially all of our
research and development expenses in 2009, unless or until we are able to partner programs or obtain other financing to fund our other
programs. As a result, research and development expenses will likely be significantly lower in 2009 than in 2008.

Selling, General and Administrative Expenses

Selling, general and administrative expenses were lower in the three months ended March 31, 2009, as compared to the same period in 2008,
primarily due to a reduction in the number of employees as a result of our three reductions in force in 2008 and to lower marketing expenses. We
expect that selling, general and administrative expenses will be significantly lower in 2009 than in 2008.

Amortization of Intangible Assets

Our intangible assets consist primarily of developed technology related to Xyrem and Luvox CR which are amortized on a straight-line basis

over their estimated useful lives. Amortization costs in the three months ended March 31, 2009 were lower as compared to the same period in
2008, primarily due to the sale of our rights to and interests in Antizol and Antizol-Vet in August 2008. We expect amortization costs will be

lower in 2009 than in 2008 due to a $29.8 million write down of the Luvox CR intangible asset in 2008.

Interest Income

Interest income was lower in the three months ended March 31, 2009, as compared to the same periods in 2008, due to lower average cash
balances and to lower average interest rates.

Interest Expense

Interest expense relates primarily to interest on the Senior Notes, and, to a lesser extent, interest on our liability under a government settlement.
The increase in interest expense in the three months ended March 31, 2009, as compared to the same period in 2008, was primarily due to
interest expense recorded on the additional $40.0 million principal amount of the Senior Notes we issued in March 2008 and to a two percent
increase in the annual interest rate on the principal amount of the Senior Notes as a result of the defaults under our agreement with the holders of
the Senior Notes. Interest on the Senior Notes is comprised of the accretion of the notes which were recorded at a discount related to warrants
that were issued in conjunction with the Senior Notes, amortization of debt issuance costs and quarterly cash payments for interest.

Liquidity and Capital Resources
Since our inception, we have incurred significant net losses and, as of March 31, 2009, we had cash and cash equivalents of $17.0 million.

We have reduced the net cash used in our operations by implementing three reductions in force in 2008 and focusing our efforts on our
commercial products and JZP-6, and we are continuing to review our operations in order to identify additional measures to further reduce
spending. In addition, we have negotiated changes in the terms of some of our liabilities. In February 2009, we amended our product license
agreement with Solvay as a result of which the then existing $14.0 million current payment obligation, a $5.0 million obligation related to a
milestone of uninterrupted supply of Luvox CR, which was subsequently met in April 2009, and future royalty and other obligations were
replaced with an obligation to pay a total of $19.0 million, of which $1.0 million was paid in March 2009, $5.0 million is payable in the
remainder of 2009, $4.0 million is payable in 2010, $4.5 million is payable in 2011 and $5.0 million is payable in 2012. If we pay these amounts
when due, the payment due in 2012 will decrease to $4.5 million. In addition, we agreed to pay Solvay $5.0 million in 2015 if net sales of
Luvox CR have reached a cumulative amount of $100.0 million on or before December 31, 2014 and no AB-rated generic version of Luvox CR
has been or is being sold in the U.S. as of December 31, 2014. In the first quarter of 2009, we entered into arrangements with various
government entities to postpone until October 2009 criminal and civil payments (totaling $2.5 million) that otherwise would have been due in
January 2009.
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We did not make quarterly interest payments of $4.5 million and $5.1 million that were due on December 31, 2008 and March 31, 2009,
respectively, to the holders of our $119.5 million principal amount of senior secured notes, or the Senior Notes, which constituted events of
default under our agreement with the holders of the Senior Notes. As a result of the defaults, under the terms of the Senior Notes, we could be
required to prepay some or all of the Senior Notes, including a prepayment premium, and interest is due at an annual default rate of 17%. We are
currently seeking a number of financing and strategic alternatives and are in discussions with the holders of the Senior Notes, including in
particular LB I Group Inc., an affiliate of Lehman Brothers Holdings, Inc., which holds approximately 75% of the principal amount of the Senior
Notes, with respect to our December 31, 2008 and March 31, 2009 payment defaults and the status of the Senior Notes. There can be no
assurance that we can reach such resolution, obtain sufficient financing or enter into other transactions to satisfy our Senior Note obligations in a
timely manner, or at all. At any time, the holders of 50% or more of the principal amount of the Senior Notes can accelerate our obligations
under the Senior Notes and require payment of the full principal amount of the Senior Notes, plus interest and a prepayment premium. We do
not have sufficient cash resources to pay the amount that would become payable in the event of an acceleration of the Senior Notes, and even if
we could obtain additional financing, it is unlikely that we could obtain an amount sufficient to repay the Senior Notes in full. In addition, the
agreement covering the Senior Notes provides that if annualized net product sales (which for this purpose includes royalties), determined on a
quarterly basis, are less than $100.0 million, then we must maintain a restricted cash balance equal to 15% of the then outstanding principal
amount of the notes for as long as our annualized net product sales are less than $100.0 million. We did not meet the net sales test for the three
months ended March 31, 2009 and we do not have sufficient cash to maintain the required restricted cash balance and continue to operate our
business. We are currently unable to borrow under our line of credit due to the events of default on the Senior Notes. In addition, we have not
drawn down funds and have not issued shares of our common stock under our committed equity financing facility, or CEFF, and, for so long as
the average price of our common stock remains lower than $4.50 per share, which our common stock has recently been trading well below, we
will not be able to sell shares under the CEFF.

The holders of the Senior Notes have a first priority security interest in all of our assets other than our inventory and accounts receivable and, in
the event of an acceleration of our obligations and our failure to pay the amount that would then become due, the holders of the Senior Notes
could seek to foreclose on our assets, as a result of which we would likely need to seek protection under the provisions of the U.S. Bankruptcy
Code.

In that event, we could seek to reorganize our business, or we or a trustee appointed by the court could be required to liquidate our assets. In
either of these events, whether the stockholders receive any value for their shares is highly uncertain. If we needed to liquidate our assets, we
might realize significantly less from them than the value that could be obtained in a transaction outside of a bankruptcy proceeding. The funds
resulting from the liquidation of our assets would be used first to pay off the debt owed to secured and unsecured creditors, including the holders
of the Senior Notes, before any funds would be available to pay our stockholders. If we are required to liquidate under the federal bankruptcy
laws, it is unlikely that stockholders would receive any value for their shares.

While we believe that our current cash resources, together with anticipated revenues from product sales, would be sufficient to fund our
operations, they are not sufficient to fund both our operations and any payment of interest or repayment of principal on the Senior Notes. In
addition, we have based this estimate on assumptions that may prove to be wrong, including assumptions with respect to the level of revenues
from sales of Xyrem and Luvox CR, and we could exhaust our available financial resources sooner than we currently expect. The sufficiency of
our current cash resources, and our need for additional capital and the timing thereof, will depend on many factors, including primarily the
amount of revenues that we receive from sales of Xyrem and Luvox CR, as well as other factors set forth in Item 1A of this Quarterly Report on
Form 10-Q under the headings Our operations have resulted in negative cash flows, we are seeking to raise additional funds to fund our
operating expenses and debt obligations as soon as possible, which could cause us to have to accept terms that are harmful to our business,
dilutive to our stockholders or otherwise disadvantageous to our existing stockholders, and if we are unable to secure additional funding, we
may be required to significantly scale back our operations, significantly reduce our headcount, seek protection under the provisions of the U.S.
Bankruptcy Code, and/or discontinue many of our activities which could negatively affect our business and prospects and We have a history
of net losses, which may continue for the next few years and, if we are to grow our business in the future, we will need to commit substantial
resources which could increase the extent of any future losses.

In light of the circumstances described above, including our default under our Senior Notes and discussions with the noteholders, we are seeking
to raise funds or consummate a strategic transaction as soon as possible. We may seek to do so through collaborations, partnering arrangements,
development financings, public or private debt or equity financings or a corporate transaction with a third party. It is likely that the consent of
the holders of the Senior Notes would be required for some of these transactions. We cannot assure you that the Senior Note holders would
consent to any transactions that we might propose. Because the holders of the Senior Notes currently have a first priority security interest in our
assets, they may be unwilling to consent to any transaction that limits their rights or impacts the protection of their security interest. If we raise
additional funds through the issuance of debt securities, these securities could have rights that are senior to holders of our common stock and
could contain covenants that restrict our operations. Any additional equity financing would likely be substantially dilutive to our stockholders,
particularly given the prices at which our common stock has been recently trading. In addition, if we raise additional funds through the sale of
equity securities, new investors could have rights superior to our existing stockholders. If we raise funds through collaborations, partnering
arrangements, development financings or a strategic partnership, we may be required to relinquish, on terms that are not favorable to
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us, rights to some, or all, of our products or product candidates that we would otherwise seek to develop or commercialize ourselves. The terms
of future financings may restrict our ability to raise additional capital, which could delay or prevent the further development or
commercialization of our products or product candidates. Our need to raise capital soon may require us to accept terms that may harm our
business or be disadvantageous to our current stockholders, particularly in light of the current illiquidity and instability in the global financial
markets.

If we are unable to raise sufficient additional funds when needed, we would be required to further reduce operating expenses by, among other
things, curtailing significantly or delaying or eliminating part or all of our development programs, including JZP-6, and/or scaling back our
commercial operations, or we may need to seek protection under the provisions of the U.S. Bankruptcy Code.

The following table shows a summary of our cash flows for the periods indicated:

Three Months Ended March 31,

2009 2008
(In thousands)
Net cash used in operating activities $ (5,150) $ (38,170)
Net cash provided by (used in) investing activities 1,137 (2,927)
Net cash (used in) provided by financing activities (3,875) 38,923
Net decrease in cash and cash equivalents $ (7,888) $ 2,174)

Net cash used in operating activities during the three months ended March 31, 2009 and 2008, primarily reflected the net loss, adjusted for
non-cash items including depreciation and amortization and stock-based compensation expense in addition to the change in working capital. Net
cash provided by investing activities during the three months ended March 31, 2009 primarily related to the release of restricted cash and the
maturity of an investment in a marketable security partially offset by a payment for the purchase of rights to Luvox CR. Net cash used in
investing activities during the three months ended March 31, 2008 primarily related to a milestone payment for the purchase of rights to Luvox
CR, offset in part by the release of cash restricted under our previous senior secured note agreement. Net cash used in financing activities during
the three months ended March 31, 2009 was attributable to the repayment of our line of credit. Net cash provided by financing activities during
the three months ended March 31, 2008 was primarily attributable to net proceeds from the issuance of senior secured notes in March 2008.

Contractual Obligations

In addition to our contractual obligations set forth in our Annual Report on Form 10-K for the year ended December 31, 2008, the following
table reflects a summary of material contractual obligations that have been modified or have been incurred during the first three months of 2009
and remain outstanding as of March 31, 2009:

Payments due by period
Less than More than
Contractual Obligations Total 1 Year 1-3 Years  3-5 Years 5 years
(In thousands)
Amounts due to Solvay (1) $18000 $ 6,000 $ 8,750 $ 3250 $
Total $18,000 $ 6,000 $ 8750 $ 3250 $

(1) In February 2009, we amended our product license agreement with Solvay as a result of which the then existing $14.0 million current
payment obligation, a $5.0 million obligation related to a milestone of uninterrupted supply of Luvox CR, which was subsequently met in
April 2009 as well as the future royalty and other obligations were replaced with an obligation to pay a total of $19.0 million, of which
$1.0 million was paid in March 2009, $5.0 million is payable in the remainder of 2009 ($1.0 million is due in June 2009 and $2.0 million
is due in each of September and December 2009), $4.0 million is payable in 2010, $4.5 million is payable in 2011 and $5.0 million is
payable in 2012. If we pay these amounts when due, the payment due in 2012 will decrease to $4.5 million. In addition, we agreed to pay
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Solvay $5.0 million in 2015 if net sales of Luvox CR have reached a cumulative amount of $100.0 million on or before December 31,
2014 and no AB-rated generic version of Luvox CR has been or is being sold in the U.S. as of December 31, 2014. Since we cannot
determine when or if this milestone will be achieved it is not included in the table above.
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As of March 31, 2009, LB I Group Inc., an entity affiliated with Lehman Brothers Holdings Inc., holds $89.5 million of the principal amount of
the Senior Notes and warrants to purchase 479,853 shares of common stock at an exercise price of $20.36 per share and warrants to purchase
470,836 shares of common stock at an exercise price of $14.23 per share. As of March 31, 2009, an affiliate of Kohlberg Kravis Roberts & Co.
L.P., holds approximately $6.8 million of the principal amount of the Senior Notes and warrants to purchase 70,156 shares of common stock at
an exercise price of $20.36 per share. No payments of interest under our Senior Notes were made during the three months ended March 31,
2009. As of March 31, 2009, we had accrued but unpaid interest of $9.6 million of which $7.2 million is owed to LB I Group Inc. and $545,000
is owed to the affiliate of Kohlberg Kravis Roberts & Co. L.P.

Off-Balance Sheet Arrangements

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

Cautionary Note Regarding Forward-Looking Statements

This Quarterly Report on Form 10-Q (including documents incorporated by reference) and other written and oral statements we make from time
to time contain certain forward-looking statements within the meaning of Section 27A of the Securities Act of 1933 and Section 21E of the
Securities Exchange Act of 1934. You can identify these forward-looking statements by the fact they use words such as should , expect ,

anticipate , estimate , target , may , project , guidance , intend , plan , believe and other words and terms of similar meaning and expr
connection with any discussion of future operating or financial performance. You can also identify forward-looking statements by the fact that
they do not relate strictly to historical or current facts. Such forward-looking statements are based on current expectations and involve inherent
risks and uncertainties, including factors that could delay, divert or change any of them, and could cause actual outcomes to differ materially
from current expectations. These statements are likely to relate to, among other things, our goals, plans and projections regarding our financial
position, results of operations, cash flows, market position, product development, clinical trials, product approvals, sales efforts, expenses,
performance or results of current and anticipated products, the outcome of contingencies such as legal proceedings, and financial results, all of
which are based on current expectations that involve inherent risks and uncertainties, including internal or external factors that could delay,
divert or change any of them from time to time. We have included important factors in the cautionary statements included in this report,
particularly under Part Il Item 1A Risk Factors , that we believe could cause actual results to differ materially from any forward-looking
statement.

Although we believe we have been prudent in our plans and assumptions, no assurance can be given that any goal or plan set forth in
forward-looking statements can be achieved, and you are cautioned not to place undue reliance on such statements, which speak only as of the
date made. We undertake no obligation to release publicly any revisions to forward-looking statements as a result of new information, future
events or otherwise.

Item 3. Quantitative and Qualitative Disclosures About Market Risk.
During the three months ended March 31, 2009, there were no material changes to our market risk disclosures as set forth in Item 7A.
Quantitative and Qualitative Disclosures About Market Risk in our Annual Report on Form 10-K for the year ended December 31, 2008.

Item 4. Controls and Procedures.

Evaluation of Disclosure Controls and Procedures. We have carried out an evaluation, under the supervision, and with the participation of,
management, including our principal executive officer and principal financial officer, of our disclosure controls and procedures (as defined in
Exchange Act Rule 13a 15(e)) as of the end of the period covered by this Quarterly Report on Form 10-Q. Based on their evaluation, our
principal executive officer and principal financial officer concluded that, subject to the limitations described below, our disclosure controls and
procedures were effective as of March 31, 2009.

Limitations on the Effectiveness of Controls. A control system, no matter how well conceived and operated, can provide only reasonable, not
absolute, assurance that the objectives of the control system are met. Because of inherent limitations in all control systems, no evaluation of
controls can provide absolute assurance that all control issues, if any, within an organization have been detected. Accordingly, our disclosure
controls and procedures are designed to provide reasonable, not absolute, assurance that the objectives of our disclosure control system are met
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and, as set forth above, our principal executive officer and principal financial officer have concluded, based on their evaluation as of the end of
the period covered by this report, that our disclosure controls and procedures were sufficiently effective to provide reasonable assurance that the
objectives of our disclosure control system were met. We continue to implement and refine our disclosure controls and procedures and our
internal control over financial reporting.
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Changes in Internal Control over Financial Reporting. There were no changes in our internal control over financial reporting that occurred

during our fiscal quarter ended March 31, 2009 that have materially affected, or are reasonably likely to materially affect, our internal control
over financial reporting.
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PARTII OTHER INFORMATION

Item 1A.  Risk Factors.

We have identified the following risks and uncertainties that may have a material adverse effect on our business, financial condition or results of
operations. The risks described below are not the only ones we face. Additional risks not presently known to us or that we currently believe are
immaterial may also significantly impair our business operations. Our business could be harmed by any of these risks. The trading price of our
common stock could decline due to any of these risks, and you may lose all or part of your investment. We have marked with an asterisk

(*) those risks described below that reflect substantive changes from, or additions to, the risks described in our Annual Report on Form 10-K for
the year ended December 31, 2008, filed with the SEC. In assessing these risks, you should also refer to the other information contained in this
Quarterly Report on Form 10-Q, including our condensed consolidated financial statements and related notes.

Risks Relating to Our Financial Condition

We have defaulted on our senior debt and our lenders have the right to accelerate our obligations at any time, which raises substantial doubt
about our ability to continue as a going concern.*

We did not make the quarterly interest payments of $4.5 million and $5.1 million that were due on December 31, 2008 and March 31, 2009,
respectively, to the holders of our $119.5 million principal amount of senior secured notes, or the Senior Notes. In early January and early April
2009, we received notices of default on behalf of the holders of the Senior Notes regarding the two payments that we did not make. In addition,
the agreement covering the Senior Notes provides that if annualized net product sales (which for this purpose includes royalties), determined on
a quarterly basis, are less than $100.0 million, then we must maintain a restricted cash balance equal to 15% of the then outstanding principal
amount of the Senior Notes for as long as our annualized net product sales are less than $100.0 million. We did not meet the net sales test for the
three months ended March 31, 2009 and we do not have sufficient cash to maintain the required restricted cash balance and continue to operate
our business. We are seeking a number of financing and strategic alternatives and are in discussions with our holders of the Senior Notes,
including in particular LB I Group Inc., an affiliate of Lehman Brothers Holdings, Inc., which holds approximately 75% of the principal amount
of the Senior Notes, with respect to our December 31, 2008 and March 31, 2009 payment defaults and the status of the Senior Notes. There can
be no assurance that we can reach such resolution, obtain sufficient financing or enter into other transactions to satisfy our Senior Note
obligations in a timely manner, or at all.

At any time, the holders of 50% or more of the principal amount of the Senior Notes can accelerate our obligations under the Senior Notes and
require payment of the full principal amount of the Senior Notes, plus interest and a prepayment premium. We do not have sufficient cash
resources to pay the amount that would become payable in the event of an acceleration of the Senior Notes, and even if we could obtain
additional financing, it is unlikely that we could obtain an amount sufficient to repay the Senior Notes in full. Our independent registered public
accounting firm issued an opinion on our audited consolidated financial statements included in our Annual Report on Form 10-K for the year
ended December 31, 2008 that states that our recurring losses from operations and net capital deficiency raise substantial doubt about our ability
to continue as a going concern.

The holders of the Senior Notes could seek to foreclose on our assets, as a result of which we would likely need to seek protection under the
provisions of the U.S. Bankruptcy Code, and in that event, it is unlikely that stockholders would receive any value for their shares.

The holders of the Senior Notes have a first priority security interest in all of our assets other than our inventory and accounts receivable and, in
the event of an acceleration of our obligations and our failure to pay the amount that would then become due, the noteholders could seek to
foreclose on our assets, as a result of which we would likely need to seek protection under the provisions of the U.S. Bankruptcy Code.

In that event, we could seek to reorganize our business, or we or a trustee appointed by the court could be required to liquidate our assets. In
either of these events, whether the stockholders receive any value for their shares is highly uncertain. If we needed to liquidate our assets, we
might realize significantly less from them than the value that could be obtained in a transaction outside of a bankruptcy proceeding. The funds
resulting from the liquidation of our assets would be used first to pay off the debt owed to secured and unsecured creditors, including the holders
of the Senior Notes, before any funds would be available to pay our stockholders. If we were required to liquidate under the federal bankruptcy
laws, it is unlikely that stockholders would receive any value for their shares.
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Our operations have resulted in negative cash flows, we are seeking to raise additional funds to fund our operating expenses and debt
obligations as soon as possible, which could cause us to have to accept terms that are harmful to our business, dilutive to our stockholders or
otherwise disadvantageous to our existing stockholders, and if we are unable to secure additional funding, we may be required to
significantly scale back our operations, significantly reduce our headcount, seek protection under the provisions of the U.S. Bankruptcy
Code, and/or discontinue many of our activities which could negatively affect our business and prospects.*

As of March 31, 2009, we had cash and cash equivalents of $17.0 million. While we believe that our current cash resources, together with
anticipated revenues from product sales, would be sufficient to fund our operations, they are not sufficient to fund both our operations and any
payment of interest or repayment of principal on the Senior Notes. In addition, we have based the estimate related to funding our operations on
assumptions that may prove to be wrong, including assumptions with respect to the level of revenues from sales of Xyrem and Luvox CR, and
we could exhaust our available financial resources sooner than we currently expect.

In light of the circumstances described above, including our default under our Senior Notes and discussions with the noteholders, we are seeking
to raise funds or consummate a strategic transaction as soon as possible. We may seek to do so through collaborations, partnering arrangements,
development financings, public or private debt or equity financings or a corporate transaction with a third party. It is likely that the consent of
the holders of the Senior Notes would be required for some of these transactions. We cannot assure you that the Senior Note holders would
consent to any transactions that we might propose. Because the holders of the Senior Notes currently have a first priority security interest in our
assets, they may be unwilling to consent to any transaction that limits their rights or impacts the protection of their security interest. If we raise
additional funds through the issuance of debt securities, these securities could have rights that are senior to holders of our common stock and
could contain covenants that restrict our operations. Any additional equity financing would likely be substantially dilutive to our stockholders,
particularly given the prices at which our common stock has been recently trading. In addition, if we raise additional funds through the sale of
equity securities, new investors could have rights superior to our existing stockholders. If we raise funds through collaborations, partnering
arrangements, development financings or a strategic transaction we may be required to relinquish, on terms that are not favorable to us, rights to
some, or all, of our products or product candidates that we would otherwise seek to develop or commercialize ourselves. The terms of future
financings may restrict our ability to raise additional capital, which could delay or prevent the further development or commercialization of our
products or product candidates. Our need to raise capital soon may require us to accept terms that may harm our business or be disadvantageous
to our current stockholders, particularly in light of the current illiquidity and instability in the global financial markets.

If we are unable to raise sufficient additional funds when needed, we would be required to further reduce operating expenses by, among other
things, curtailing significantly or delaying or eliminating part or all of our development programs, including JZP-6, and/or scaling back our
commercial operations, or we may need to seek protection under the provisions of the U.S. Bankruptcy Code.

We have reduced the net cash used in our operations by implementing three reductions in force in 2008 and focusing our efforts on our
commercial products and JZP-6, and we are continuing to review our operations in order to identify additional measures to further reduce
spending. We cannot predict with certainty the level of our product sales. If product sales do not meet our expectations and/or we do not raise
additional funds, we will need to further reduce our expenditures, perhaps significantly, to preserve our cash. The cost-cutting measures we have
taken and may take in the future may not be sufficient to enable us to meet our cash requirements or for us to reach profitability, and they may
negatively affect our business and prospects.

We have a substantial amount of debt, on which we are in default, which may adversely affect our ability to operate our business.
There is currently outstanding $119.5 million principal amount of the Senior Notes on which we are in default.

Even if the holders of the Senior Notes do not accelerate our obligations under the Senior Notes, that debt, combined with our other financial
obligations and contractual commitments, could have other important negative consequences. For example, it could:

make us more vulnerable to adverse changes in general U.S. and worldwide economic, industry and competitive conditions and
adverse changes in government regulation;

require us to dedicate a substantial portion of our cash flow from operations to payments on our indebtedness, thereby
reducing the availability of our cash flows to fund working capital, and important corporate activities;
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limit our flexibility in planning for, or reacting to, changes in our business and our industry;

place us at a competitive disadvantage compared to our competitors who have less debt; and

limit our ability to borrow additional amounts for working capital and execution of our business strategy.

Any of these factors could materially adversely affect our business, financial condition, results of operations and growth prospects.
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The terms of our debt could restrict our operations, particularly our ability to respond to changes in our business or to take specified
actions.*

Even if we are able to resolve the defaults under our Senior Notes, our business may be subject to a number of limitations. The terms of our
Senior Notes currently contain, and any future indebtedness would likely contain, a number of restrictive covenants that impose significant
operating and financial restrictions on us, including restrictions on our ability to take actions that may be in our best interests. Our existing debt
includes covenants, including requirements that we:

generally not borrow additional amounts without the approval of our lenders;

dispose of certain assets only in accordance with the terms of our existing senior secured debt;

not impair our lenders security interests in our assets; and

repay a portion of the debt early under certain circumstances.
In addition, the agreement covering the Senior Notes provides that if annualized net product sales (which for this purpose includes royalties),
determined on a quarterly basis, are less than $100.0 million for the three months ended March 31, 2009, then we must maintain a restricted cash
balance equal to 15% of the then outstanding principal amount of the Senior Notes for as long as our annualized net product sales are less than
$100.0 million. We did not meet the net sales test for the three months ended March 31, 2009 and we do not have sufficient cash to maintain the
required restricted cash and continue to operate our business. If we are not able to maintain any required restricted cash balance under the terms
of the Senior Notes or to change the terms of the Senior Notes, the holders of the Senior Notes may exercise their rights and remedies under the
Senior Notes, which may include the acceleration of the indebtedness.

We have a history of net losses, which may continue for the next few years and, if we are to grow our business in the future, we will need to
commit substantial resources, which could increase the extent of any future losses.*

We have a limited operating history and have incurred significant net losses since our inception in 2003, and we may continue to incur net losses
for the next few years. Our net loss for the three months ended March 31, 2009 was $13.0 million and we had an accumulated deficit of
$513.8 million at March 31, 2009.

To grow our business in the future, we will need to commit substantial resources to costly and time-consuming product development and clinical
trials of our product candidates and significant funds to our commercial operations. Our future capital requirements will depend on many factors,
including:

the amount of sales and other revenues from our commercial products, including selling prices for products that we may begin
selling and price increases for our current products;

market acceptance of and the number of prescriptions written for our products;

selling and marketing costs associated with Xyrem and Luvox CR in the U.S.;

revenues from current and potential future development and/or commercial collaboration partners;
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the results from our second Phase III pivotal clinical trial for JZP-6;

the scope, rate of progress, results and costs of our preclinical studies, clinical trials, including our Phase IV clinical trial
commitment to the FDA for Luvox CR, and other research and development activities;

the number and characteristics of product candidates that we pursue;

the cost and timing of establishing clinical and commercial supplies of our product candidates;

the cost and timing of obtaining regulatory approval;

payments of milestones to third parties;

increased expenses associated with our current employees and new employees hired to support our continued growth;

the cost of investigations, litigation and/or settlements related to regulatory activities;

the cost of preparing, filing, prosecuting, defending and enforcing patent claims and other intellectual property rights; and

the extent to which we acquire, in-license or invest in new businesses, products or product candidates.
Even if we do achieve profitability, we may not be able to sustain or increase profitability on a quarterly or annual basis. If we are unable to
achieve and sustain profitability, the market value of our common stock will likely decline.
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Risks Related to Our Business

We may not be able to successfully increase sales of Xyrem or Luvox CR in the U.S., which could have a material adverse effect on our
business, financial condition, results of operations and growth prospects.*

An increase in revenue from sales of our commercial products in 2009 is a critical part of our budget for 2009 and affects our negotiations with
the holders of our Senior Notes and potential future sources of financing. We cannot assure you that Xyrem or Luvox CR prescriptions will
increase at the level estimated in our budget, or at all. Sales and prescriptions of Xyrem increased in 2008 and during the first quarter of 2009;
however, cataplexy and excessive daytime sleepiness associated with narcolepsy are orphan conditions, which means that a relatively limited
number of people suffer from those conditions. In December, we significantly increased the price of Xyrem. While the increase does not appear
to have negatively affected sales of the product, we cannot assure you that this or future price increases will not negatively affect sales of Xyrem.
Sales of and prescriptions for Luvox CR have been lower than anticipated since its launch. On February 5, 2009, we amended our Luvox CR
license agreement with Solvay. Under the terms of the amendment, we paid Solvay $1.0 million in March 2009, and are required to pay them
$5.0 million in 2009, $4.0 million in 2010, $4.5 million in 2011 and other payments thereafter. If sales of Luvox CR do not increase, they may
not cover these payments plus the cost to manufacture, market and sell the product and our Phase IV clinical trial commitment to the FDA. If
sales of Xyrem and Luvox CR do not increase as expected, we may be required to further reduce our operating expenses, and our ability to raise
additional funds would likely be adversely affected, all of which could have a material adverse effect on our business, financial condition, results
of operations and growth prospects.

Our only product candidate currently in Phase 111 clinical trials is JZP-6 for the treatment of fibromyalgia. The Phase III clinical trials may
not show JZP-6 to be safe and effective for the treatment of fibromyalgia or the FDA or foreign regulatory authorities may not approve
JZP-6 for marketing, which could have a material adverse effect on our business, financial condition, results of operations and growth
prospects.*

We are currently developing JZP-6 for the treatment of fibromyalgia. Our Phase III clinical program for JZP-6 includes two Phase III pivotal
clinical trials, both of which must have statistically significant positive results before we can submit an NDA to the FDA seeking approval of
JZP-6 for the treatment of fibromyalgia. Although we received favorable results from the first Phase III pivotal clinical trial in November 2008,
these results may not be indicative of the clinical results from the second Phase III pivotal clinical trial. Our Phase III clinical program for JZP-6
is costly, and we do not expect to have preliminary results from our second Phase III pivotal clinical trial until mid-2009. We do not know if the
second Phase III pivotal clinical trial will show JZP-6 to be safe and effective for the treatment of fibromyalgia, or if the FDA or other regulatory
authorities will approve JZP-6 for the treatment of fibromyalgia. Further, although JZP-6 has the same active pharmaceutical ingredient as
Xyrem, which has been approved by the FDA for the treatment of excessive daytime sleepiness and cataplexy in patients with narcolepsy, this
does not assure approval by the FDA, or any other regulatory authorities, of this active pharmaceutical ingredient for the treatment of
fibromyalgia. An unsuccessful second Phase III pivotal clinical trial or a failure to obtain FDA or other regulatory approval of JZP-6 for
fibromyalgia could have a material adverse effect on our business, financial condition, results of operations and growth prospects.

Lyrica (pregabalin), marketed by Pfizer, Cymbalta (duloxetine), marketed by Eli Lilly, and Savella (milnacipran), marketed by Forest
Laboratories, were approved by the FDA in June 2007, June 2008, and January 2009, respectively, for the treatment of fibromyalgia. With
treatments for fibromyalgia already approved, the FDA may be less willing to approve JZP-6 for the treatment of fibromyalgia.

There are currently no approved fibromyalgia treatments in the European Union. We cannot be sure that the European Agency for the Evaluation
of Medicinal Products, or EMEA, will approve any treatment, or JZP-6 in particular, for fibromyalgia. For example, in October 2008 and April
2009 panels of European regulators recommended against approving Cymbalta and Lyrica, respectively, as treatments for fibromyalgia.

Even if the FDA approves JZP-6 for the treatment of fibromyalgia, the FDA may require us to have a Risk Evaluation and Mitigation Strategy
program, or REMS, similar to the one we use for Xyrem. Under the Xyrem REMS, Xyrem must be distributed through a single central
pharmacy. The central pharmacy must maintain physician and patient registries, and the product may not be stocked in retail pharmacies. Each
physician and patient must be educated about the risks and benefits of the product before the physician can prescribe, or a patient can receive,
Xyrem. Whenever a prescription is received by the central pharmacy, the central pharmacy must verify the prescription and obtain additional
information by contacting the patient s insurance company. The central pharmacy must also speak with the patient before it can ship any Xyrem
to the patient. The central pharmacy must ship the product directly to the patient by a courier service, and the patient or his/her designee must
sign for the package. The initial shipment may only be for a one month supply, and physicians may only prescribe up to six months of supply of
Xyrem.
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The Xyrem REMS is labor intensive, complex and expensive to operate. Since Xyrem is currently prescribed for a relatively small number of
patients, the Xyrem REMS does not prevent us from effectively supplying Xyrem to narcolepsy patients. However, significantly more patients
are diagnosed with fibromyalgia, and if the same or a similar REMS is required for JZP-6, scale-up of the REMS could make it difficult for us to
timely supply all of the patients who may be prescribed JZP-6 for the treatment of fibromyalgia. This could make JZP-6 less attractive to
physicians and patients than other products that may be approved for the treatment of fibromyalgia, which could limit potential sales of JZP-6.
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We rely on third parties to conduct clinical trials for our product candidates, and if they do not properly and successfully perform their legal
and regulatory obligations, as well as their contractual obligations to us, we may not be able to obtain regulatory approvals for our product
candidates.

We design the clinical trials for our product candidates, but rely on contract research organizations and other third parties to assist us in
managing, monitoring and otherwise carrying out these trials, including with respect to site selection, contract negotiation and data management.
We do not control these third parties and, as a result, they may not treat our clinical studies as their highest priority, or in the manner in which
we would prefer, which could result in delays.

Although we rely on third parties to conduct our clinical trials, we are responsible for confirming that each of our clinical trials is conducted in
accordance with its general investigational plan and protocol. Moreover, the FDA and foreign regulatory agencies require us to comply with
regulations and standards, commonly referred to as good clinical practices, for conducting, recording and reporting the results of clinical trials to
ensure that the data and results are credible and accurate and that the trial participants are adequately protected. Our reliance on third parties does
not relieve us of these responsibilities and requirements. The FDA enforces good clinical practices through periodic inspections of trial sponsors,
principal investigators and trial sites. If we, our contract research organizations or our study sites fail to comply with applicable good clinical
practices, the clinical data generated in our clinical trials may be deemed unreliable and the FDA may require us to perform additional clinical
trials before approving our marketing applications. We cannot assure you that, upon inspection, the FDA will determine that any of our clinical
trials comply with good clinical practices. In addition, our clinical trials must be conducted with product produced under the FDA s cGMP
regulations. Our failure, or the failure of our contract manufacturers, to comply with these regulations may require us to repeat clinical trials,
which would delay the regulatory approval process.

If third parties do not successfully carry out their duties under their agreements with us, if the quality or accuracy of the data they obtain is
compromised due to failure to adhere to our clinical protocols or regulatory requirements, or if they otherwise fail to comply with clinical trial
protocols or meet expected deadlines, our clinical trials may not meet regulatory requirements. If our clinical trials do not meet regulatory
requirements or if these third parties need to be replaced, our clinical trials may be extended, delayed, suspended or terminated. If any of these
events occur, we may not be able to obtain regulatory approval of our product 