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OR
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ACT OF 1934
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Commission File Number 001-37508
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(Exact Name of Registrant as Specified in its Charter)
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Grand Prairie, TX 75050
(972) 408-1300

(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 0

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). YesX No 0

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 O Accelerated filer O Non-accelerated filer X Smaller reporting company O
(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 0 No X

The number of shares outstanding of the registrant s common stock as of November 13, 2015: 15,942,546 shares.
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Special note regarding forward-looking statements

This Quarterly Report on Form 10Q contains forward-looking statements within the meaning of the Private Securities Litigation Reform Act of

1995 and other federal securities laws, and these statements involve substantial risks and uncertainties. Forward-looking statements generally

relate to future events or our future financial or operating performance. In some cases, you can identify forward-looking statements because they

contain words such as  may, will, should, expects, plans, anticipates, could, intends, target, projects
potential or continue or the negative of these words or other similar terms or expressions that concern our expectations, strategy, plans or

intentions. Forward-looking statements contained in this prospectus include, but are not limited to, statements about:

. our ability to receive, and the timing of any receipt of the U.S. Food and Drug Administration, or FDA,
approvals, or other regulatory action in the United States and elsewhere, to develop and commercialize NT-0102,
NT-0202, NT-0201, or any other future product or product candidate;

. our expectations regarding federal, state and foreign regulatory requirements;

. deficiencies the FDA has identified in its Complete Response Letter and may identify with respect to
NT-0102 and whether we will be able to address the issues that may relate to those deficiencies;

. the Prescription Drug User Fee Act goal dates for NT-0102 and NT-0202, and the New Drug Application
submission date for NT-0201;

. the timing, cost or other aspects of the commercial launch and future sales of NT-0102, NT-0202,
NT-0201, or any other future product or product candidate;

. our ability to increase our manufacturing and distribution capabilities for NT-0102, NT-0202, NT-0201, or
any other future product or product candidate;

. our estimates regarding anticipated expenses, capital requirements and our needs for additional financing;

. the attention deficit hyperactivity disorder patient market size and market adoption of NT-0102, NT-0202,
or NT-0201 by physicians and patients;
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. the therapeutic benefits, effectiveness and safety of NT-0102, NT-0202, NT-0201, or any other future
product or product candidate;

. our expectations regarding the commercial supply of our NT-0102, NT-0202 or NT-0201 product
candidates or our generic Tussionex;

. our product research and development activities, including the timing and progress of our clinical trials,
and projected expenditures;

. issuance of patents to us by the U.S. Patent and Trademark Office and other governmental patent agencies;
. our ability to achieve profitability; and
. our staffing needs.

We caution you that the foregoing list may not contain all of the forward-looking statements made in this Quarterly Report on Form 10-Q.
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You should not rely upon forward-looking statements as predictions of future events. We have based the forward-looking statements contained
in this Quarterly Report on Form 10-Q primarily on our current expectations and projections about future events and trends that we believe may
affect our business, financial condition, results of operations and prospects. The outcome of the events described in these forward-looking
statements is subject to risks, uncertainties and other factors described in Risk factors and elsewhere in this Quarterly Report on Form 10-Q.
Moreover, we operate in a very competitive and rapidly changing environment. New risks and uncertainties emerge from time to time, and it is
not possible for us to predict all risks and uncertainties that could have an impact on the forward-looking statements contained in this Quarterly
Report on Form 10-Q. The results, events and circumstances reflected in the forward-looking statements may not be achieved or occur, and
actual results, events or circumstances could differ materially from those described in the forward-looking statements.

The forward-looking statements made in this Quarterly Report on Form 10-Q relate only to events as of the date on which the statements are
made. We undertake no obligation to update any forward-looking statements made in this Quarterly Report on Form 10-Q to reflect events or
circumstances after the date of this Quarterly Report on Form 10-Q or to reflect new information or the occurrence of unanticipated events,
except as required by law. We may not actually achieve the plans, intentions or expectations disclosed in our forward-looking statements and
you should not place undue reliance on our forward-looking statements. Our forward-looking statements do not reflect the potential impact of
any future acquisitions, mergers, dispositions, joint ventures or investments we may make.




Table of Contents

Edgar Filing: Neos Therapeutics, Inc. - Form 1

PART I FINANCIAL INFORMATION

ITEM1. CONDENSED FINANCIAL STATEMENTS.

ASSETS

Current Assets:

Cash and cash equivalents
Short term investments

Neos Therapeutics, Inc. and Subsidiaries
CONDENSED CONSOLIDATED BALANCE SHEETS
(In thousands, except share and per share data)

(unaudited)

Accounts receivable, net of allowances of $1 and $204, respectively

Inventories
Other current assets
Total current assets

Property and equipment, net
Intangible assets, net

Other assets

Total assets

LIABILITIES, REDEEMABLE PREFERRED STOCK AND STOCKHOLDERS

EQUITY (DEFICIT)

Current Liabilities:

Accounts payable

Accrued expenses

Current portion of long-term debt

Total current liabilities

Long-Term Liabilities:

Long-term debt, net of current portion
Earnout liability

Deferred gain on leaseback

Deferred rent

Warrant liabilities

Total long-term liabilities

0-Q

September 30,

2015

102,896

50
2,661
819
106,426

5,210
17,046
2,427

131,109

2,376
5,086
5,775

13,237
28,579
353

760
1,163

30,855

December 31,
2014

13,343
3,000
367
2,031
264
19,005

5,831
18,167
2,227

45,230

1,257
2,715
1,653

5,625

23,121
756
1,383
1,189
1,789

28,238
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Redeemable Preferred Stock, $0.001 par value

Series A - 1,170,000 authorized; issued and outstanding; liquidation preference of $5,850 at

December 31, 2014; no shares authorized, issued or outstanding as of September 30, 2015 1,068

Series B - 4,000,000 authorized; 3,113,099 issued and outstanding; liquidation preference of

$15,565 at December 31, 2014; no shares authorized, issued or outstanding as of

September 30, 2015 14,559

Series B-1 - 8,830,000 authorized; 5,461,802 issued and outstanding; liquidation preference

of $61,647 at December 31, 2014; no shares authorized, issued or outstanding as of

September 30, 2015 32,391

Series C - 13,500,000 authorized; 8,753,547 issued and outstanding at December 31, 2014 ;

liquidation preference of $43,768 at December 31, 2014; no shares authorized, issued or

outstanding as of September 30, 2015 42,131
90,149

Stockholders Equity (Deficit):

Preferred stock, $0.001 par value, 5,000,000 shares authorized, no shares issued or

outstanding at September 30, 2015; no shares authorized, issued or outstanding as of

December 31, 2014

Common stock, $0.001 par value, 100,000,000 authorized; 15,839,064 issued and outstanding

as of September 30, 2015 and 35,000,000, 938,859 and 882,954 authorized, issued and

outstanding at December 31, 2014, respectively 16 1
Additional paid-in capital 194,682 4,831
Accumulated deficit (107,681) (83,614)
Total stockholders equity ( deficit) 87,017 (78,782)
Total liabilities, redeemable preferred stock and stockholders equity (deficit) $ 131,109 $ 45,230

See notes to condensed consolidated financial statements.
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Neos Therapeutics, Inc. and Subsidiaries

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

Revenues:
Product
Manufacturing
Development
Profit sharing

Cost of goods sold
Gross loss

Research and development
Selling and marketing expenses
General and administrative expenses

Loss from operations

Interest expense, net

Other income, net

Change in fair value of earnout and warrant
liabilities

Net loss

Net loss

Preferred stock accretion to redemption value
Preferred stock dividends

Net loss attributable to common stock

Weighted average common shares outstanding
used to compute net loss per share, basic and
diluted

Net loss per share attributable to common
stock, basic and diluted

See notes to condensed consolidated financial statements.

(In thousands, except share and per share data)

(unaudited)

Three Months Ended September 30,

2015

$ 221 $

221
1,079

(858)
2,701
1,343
2,073

(6,975)

(1,044)
518

(1,867)

$ (9,368) $
(9,368)
99)

(138)
$ (9,605) $

12,403,182

$ (0.77) $

2014

(120) $

67
28

(25)
782

(807)
2,727
106
1,245

(4,885)

(562)
208

(5,239) $
(5,239)
(268)

(551)
(6,058) $

878,929

(6.89) $

Nine Months Ended September 30,

2015

2,133

2,133
3,833

(1,700)
9,123
2,271
5,069

(18,163)

(2,685)
623

(1,452)
(21,677)
(21,677)

(1,169)

(1,221)
(24,067)

4,767,479

(5.05)

2014

(120)
113
160
169

322
2,225

(1,903)
8,195
117
4,196

(14,411)

(2,199)
618

(15,992)
(15,992)
(850)

(1,634)
(18,476)

874,480

(21.13)
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Neos Therapeutics, Inc. and Subsidiaries
CONDENSED CONSOLIDATED STATEMENTS OF STOCKHOLDERS EQUITY (DEFICIT)
Nine months Ended September 30, 2015

(In thousands, except shares)

(unaudited)
Total
Additional Stockholders
Preferred Stock Common Stock Treasury Stock Paid-in Accumulated Equity
Shares Amount Shares Amount Shares Amount Capital Deficit (Deficit)
Balance, December 31,
2014 $ 938,859 $ 1 (55905) $ $ 4831 $ (83,614) $ (78,782)
Proceeds from exercise of
options and warrants 139,201 72 72
Share-based compensation
expense 552 552
Cancellation of treasury
stock (55,905) 55,905

Series B Preferred Stock

accretion to redemption

value (192) (192)
Series B-1 Preferred Stock

accretion to redemption

value (370) (370)
Series B-1 accrued dividend (1,221) (1,221)
Series C Preferred Stock

accretion to redemption

value (607) (607)
Conversion of Redeemable
Preferred Stock 9,217,983 9 110,767 110,776

Cashless exercise of

Series C warrants issued

with Series C financing 78,926 2,842 2,842
Reclassification of Series C

warrants issued with senior

debt 611 611
Net proceeds from issuance

of common stock in IPO 5,520,000 6 75,007 75,013
Net loss (21,677) (21,677)

Balance, September 30,
2015 $ 15,839,064 $ 16 $ $ 194,682 $ (107,681) $ 87,017

See notes to condensed consolidated financial statements.
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Neos Therapeutics, Inc. and Subsidiaries

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(In thousands)

(unaudited)

Cash Flows From Operating Activities:

Net loss

Adjustments to reconcile net loss to net cash used in operating activities:
Depreciation and amortization of property and equipment
Amortization of intangible assets

Changes in fair value of warrant and earnout liabilities
Amortization of patents

Amortization and write-off of senior debt fees

Gain on sale of equipment

Provision for bad debts

Share-based compensation expense

Interest accrued on note payable

Change in deferred rent

Changes in operating assets and liabilities:

Accounts receivable

Inventories

Other current assets

Other assets

Accounts payable

Accrued expenses

Net cash used in operating activities

Cash Flows From Investing Activities:

Net proceeds from sale (purchase) of short-term investments
Capital expenditures

Intangible asset acquisition

Net cash provided by (used in) investing activities

Cash Flows From Financing Activities:

Proceeds from senior debt note

Proceeds from sale of equipment

Net proceeds from issuance of common and preferred stock

Net proceeds from initial public offering, net of underwriting discounts and commissions
Payments of initial public offering costs

Payments made on borrowings

Deferred financing costs

Net cash provided by financing activities

Increase (decrease) in cash and cash equivalents

Nine Months Ended Sept 30,

2015

(21,677)

1,277
1,121
1,452
17
426
(623)

552
372
(26)

317
(630)
(555)
(217)

919

2,356

(14,919)

3,000
(656)

2,344

10,000
18,119
77,004
(1,778)
(1,217)

102,128

89,553

$

(15,992)

1,228
664

487
(616)
(204)
136
414
49

558
(1,174)
(D
(136)

35

1,087

(13,465)
4,499
(105)
(6,283)
(1,889)
15,000

795
9,906

(11,293)
(563)
13,845

(1,509)

12
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Cash and Cash Equivalents:
Beginning 13,343 11,947

Ending $ 102,896 $ 10,438

Supplemental Noncash Investing and Financing Activities:

Earnout liability incurred in connection with intangible asset acquistion $ $ 589
Initial public offering costs included in accounts payable and accrued expenses $ 213 $

Issuance of stock warrants $ 2,131 $ 372
Exercise of Series C warrants for Series C Preferred Stock $ 2,322

Cashless exercise of Series C warrants from Series C financing in IPO closing $ 2,842 $

Conversion of redeemable preferred stocks into common stock $ 110,776 $

Reclassification of Series C warrants issued with senior debt upon IPO closing $ 611 $

Preferred stock accretion $ 1,169 $ 850
Preferred stock dividend $ 1,221 $ 1,634
Supplemental Cash Flow Information:

Interest paid $ 1,820 $ 1,314

See notes to condensed consolidated financial statements.

13



Edgar Filing: Neos Therapeutics, Inc. - Form 10-Q

Table of Contents

Neos Therapeutics, Inc. and Subsidiaries

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

Note 1. Basis of presentation

The accompanying unaudited interim condensed consolidated financial statements have been prepared in accordance with accounting principles
generally accepted in the United States ( U.S. GAAP ) for interim information and pursuant to the rules and regulations of the Securities and
Exchange Commission (the SEC ) for reporting on Form 10-Q and Article 10 of Regulation S-X. Accordingly, these condensed consolidated
financial statements do not include all of the information and footnotes necessary for a complete presentation of financial position, results of
operations, and cash flows. In the opinion of management, all adjustments (consisting of normal, recurring adjustments) necessary for a fair
presentation of results of operations for and financial condition as of the end of the interim period have been included. Results of operations for
the three and nine months ended September 30, 2015 are not necessarily indicative of the results for the year ending December 31, 2015 or any
period thereafter. The audited consolidated financial statements as of and for the year ended December 31, 2014 included information and
footnotes necessary for such presentation and were included in the Neos Therapeutics, Inc. final prospectus dated as of July 22, 2015 and filed
with the SEC, on July 24, 2015 ( Final Prospectus ). These unaudited condensed consolidated financial statements should be read in conjunction
with the audited consolidated financial statements and notes thereto for the year ended December 31, 2014.

Note 2. Organization and nature of operations

Neos Therapeutics, Inc., a Delaware corporation, and its subsidiaries (the Company ) is a fully integrated pharmaceutical company. The
Company has developed a broad, proprietary modified-release drug delivery technology that enables the manufacture of single and multiple
ingredient extended-release pharmaceuticals in patient- and caregiver-friendly orally disintegrating tablet and liquid suspension dosage forms.
The Company has a pipeline of extended-release pharmaceuticals including three proprietary product candidates for the treatment of attention
deficit hyperactivity disorder ( ADHD ) which are in late-stage development and/or regulatory review. In addition, the Company manufactures
and markets a generic Tussionex (hydrocodone and chlorpheniramine) ( generic Tussionex ) extended-release liquid suspension for the treatment
of cough and upper respiratory symptoms of a cold. These products are developed and manufactured using the Company s proprietary and
patented modified-release drug delivery technology. The Company s predecessor company was incorporated in Texas on November 30, 1994 as
PharmaFab, Inc. and subsequently changed its name to Neostx, Inc. On June 15, 2009, the Company completed a reorganization pursuant to
which substantially all of the capital stock of Neostx, Inc. was acquired by a newly formed Delaware corporation, named Neos

Therapeutics, Inc. The remaining capital stock of Neostx, Inc. was acquired by the Company on June 29, 2015. Historically, the Company was
primarily engaged in the development and contract manufacturing of unapproved or Drug Efficacy Study Indication ( DESI ), pharmaceuticals
and, to a lesser extent, nutraceuticals for third parties. The unapproved or DESI pharmaceuticals contract business was discontinued in 2007 and
the manufacturing of nutraceuticals for third parties was discontinued in March 2013.

On August 28, 2014, the Company completed an acquisition of all of the rights to the Tussionex Abbreviated New Drug Application ( Tussionex
ANDA ), which included the rights to produce, develop, market and sell, as well as all the profits from such selling activities, the Company s
generic Tussionex, which the Company previously owned the rights to manufacture, but which was marketed and sold by the generic drug
division of Cornerstone Biopharma, Inc. ( Cornerstone ). These rights were acquired from the collaboration of the Company, Cornerstone and
Coating Place, Inc. ( CPI ), a supplier of the resins for the product (see Note 8). Prior to the acquisition, the Company, Cornerstone and CPI
shared profits generated by the sale and manufacture of the product under a development and manufacturing agreement with those companies.

14
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On July 28, 2015, the Company closed its initial public offering ( IPO ) whereby the Company sold 5,520,000 shares of common stock, at a
public offering price of $15.00 per share, which includes 720,000 shares of common stock resulting from the underwriters exercise of their
over-allotment option at the IPO price on July 23, 2015. Proceeds from the Company s IPO, net of underwriting discounts and commissions and
other offering costs, were $75.0 million.

In connection with the IPO, the Company s Board of Directors approved a 1-for-2.4 reverse stock split of the Company s common stock which
also resulted in a proportional adjustment to the conversion ratios of the preferred stock and the preferred stock warrants. All references to
common stock and per share amounts in these condensed financial statements and accompanying footnotes have been retroactively adjusted for
all periods presented to give effect to this reverse stock split.

Between June 30, 2015 and July 27, 2015, the Company issued a total of 1,000,000 shares of its Series C redeemable

15
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Neos Therapeutics, Inc. and Subsidiaries

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

convertible preferred stock ( Series C preferred stock ) to several existing investors upon the exercise of warrants to purchase Series C preferred
stock ( Series C warrants ) held by those investors at an exercise price of $5.00 per share, for an aggregate exercise price of $5.0 million. On the
IPO closing date, all outstanding shares of redeemable preferred stock converted into 9,217,983 shares of common stock and all remaining
outstanding Series C warrants issued in conjunction with purchases of Series C preferred stock were net exercised at the IPO price for 78,926
shares of common stock. Upon the closing of the Company s IPO, all of the shares of the Company s redeemable convertible preferred stock

( Preferred Shares ) were retired and cancelled and shall not be reissued as shares of such series, and all rights and preferences of those Preferred
Shares were cancelled including the right to receive undeclared accumulated dividends. These transactions produced a significant increase in the
number of shares outstanding which will impact the year-over-year comparability of the Company s loss per share calculations. Additionally, in
connection with the closing of the IPO, the Company amended and restated its certificate of incorporation to increase the number of authorized
shares of common stock to 100,000,000 and to authorize 5,000,000 shares of undesignated preferred stock.

Note 3. Summary of significant accounting policies

With the closing of the Company s IPO, the Company is no longer accruing preferred stock dividends or accreting the redeemable preferred stock
to its redemption value as these Preferred Shares were retired and cancelled as stated above. There have been no other material changes to the
significant accounting policies previously disclosed in the Company s Final Prospectus for the year ended December 31, 2014.

Principles of consolidation: At September 30, 2015, the consolidated financial statements include the accounts of the
Company and its four wholly-owned subsidiaries. At December 31, 2014, Neos Therapeutics, Inc. owned, directly or
indirectly, 100% of two of its subsidiaries and 99.9% of the third subsidiary, Neostx, Inc. ( NTX ). The remaining
0.1% ownership of NTX was held by a third party and all such remaining capital stock was acquired by the Company
on June 29, 2015, and NTX was merged with and into the Company. The amounts attributable to the noncontrolling
interest were not material to the consolidated financial statements. On September 16, 2015, the Company established
two new wholly-owned subsidiaries, Neos Therapeutics Brands, LLC and Neos Therapeutics Commercial, LLC. All
significant intercompany transactions have been eliminated.

Cash equivalents: The Company invests its available cash balances in bank deposits and money market funds. The
Company considers highly liquid investments with original maturities of three months or less at the date of purchase

to be cash equivalents. The Company maintains deposits in federally insured financial institutions in excess of

federally insured limits. Management believes that the Company is not exposed to significant credit risk due to the
financial position of the depository institutions in which those deposits are held. The Company s primary objectives for
investment of available cash are the preservation of capital and the maintenance of liquidity.

16
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Short-term investments: Short-term investments consist of U.S. Treasury Bills that have original maturities greater than
three months but less than or equal to one year and are classified as available-for-sale securities. These investments
are recorded at fair value. Realized gains and losses are reported in the consolidated statements of operations.
Unrealized gains and losses are immaterial.

Fair value of financial instruments: The carrying value of the Company s financial instruments, including cash and cash
equivalents, short-term investments, accounts receivable, other current assets, accounts payable, accrued expenses,
and debt, approximates fair value due to the short-term nature of the instruments and/or the current interest rates
payable in relation to current market conditions. The fair value of the Company s warrants and earnout liabilities is
disclosed in Note 5.

Inventories: Inventories, comprised of raw materials, labor, and manufacturing overhead, as well as finished goods
inventory, are stated at the lower of cost (actual, which approximates first-in, first-out) or market, net of an allowance
for obsolete inventory.

Intangible assets: Intangible assets subject to amortization, which principally include proprietary modified-release drug
delivery technology and the costs to acquire the rights to Tussionex ANDA, are recorded at cost and amortized over
the estimated lives of the assets ranging from 10 to 20 years.

Deferred Offering Costs: The Company capitalizes certain legal, accounting and other third-party fees that are directly

10

17
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Neos Therapeutics, Inc. and Subsidiaries

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

associated with in-process equity financings as deferred offering costs (non-current) until such financings are consummated. After
consummation of the equity financing, these costs are recorded in stockholders equity (deficit) as a reduction of additional paid-in capital
generated as a result of the financing.

Revenue recognition: Revenue is generated from product sales, recorded on a net sales basis, and historically,
manufacturing, development and profit sharing from a development and manufacturing agreement. Product revenue is
recognized when all of the following criteria are met: (1) persuasive evidence of an arrangement exists; (2) delivery
has occurred or services have been rendered; (3) price to the buyer is fixed and determinable; and (4) collectability is
reasonably assured. Revenue from sales transactions where the buyer has the right to return the product is recognized
at the time of sale only if (1) the price to the buyer is substantially fixed or determinable at the date of sale, (2) the
buyer has paid for the product, or the buyer is obligated to pay for the product and the obligation is not contingent on
resale of the product, (3) the buyer s obligation to pay would not be changed in the event of theft or physical
destruction or damage of the product, (4) the buyer acquiring the product for resale has economic substance apart from
that provided by the Company, (5) the Company does not have significant obligations for future performance to
directly bring about resale of the product by the buyer, and (6) the amount of future returns can be reasonably
estimated. The Company sells its generic Tussionex to a limited number of pharmaceutical wholesalers.
Pharmaceutical wholesalers buy drug products directly from manufacturers. Title to the product passes upon delivery
to the wholesalers, when the risks and rewards of ownership are assumed by the wholesaler (freight on board
destination). These wholesalers then resell the product to retail customers such as food, drug and mass merchandisers.

The Company expects that manufacturing, profit sharing and development revenue will end as the Company has terminated the Company s
development and manufacturing agreement. As a result of the Company s acquisition of the rights to commercialize and derive future profits
from the Tussionex ANDA, the Company will utilize its manufacturing capability to derive revenue directly from sales made by the Company,
rather than through the Company s former commercial partner.

Net product sales

Net product sales for the Company s generic Tussionex product represent total gross product sales less gross to net sales adjustments. Gross to

net sales adjustments include wholesaler fees and estimated allowances for product returns, government rebates, chargebacks and

prompt-payment discounts to be incurred on the selling price of the respective product sales. Wholesale distribution fees are incurred on the
management of these products by wholesalers and are recorded within net product sales based on definitive contractual agreements. The

Company estimates gross to net sales adjustments for allowances for product returns, government rebates and chargebacks based upon analysis

of third-party information, including information obtained from the Company s third party logistics provider ( 3PL ), with respect to its inventory
levels and sell-through to the wholesalers customers, data available from third parties regarding prescriptions written for the Company s products,
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as well as actual experience as reported by the Company s customers and previous commercialization partners. Due to estimates and assumptions
inherent in determining the amount of returns, rebates and chargebacks, the actual amount of returns and claims for rebates and chargebacks may
be different from the estimates, at which time reserves would be adjusted accordingly. Allowances and accruals are recorded in the same period
that the related revenue is recognized.

Product returns

Wholesalers contractual return rights are limited to defective product, product that was shipped in error, product ordered by customer in error,
product returned due to overstock, product returned due to dating or product returned due to recall or other changes in regulatory guidelines. The
return policy for expired product allows the wholesaler to return such product starting six months prior to expiry date to twelve months post
expiry date. Generic Tussionex product returns are estimated based upon data available from sales of the Company s product by its former
commercialization partner and from actual experience as reported by retailers. Historical trend of returns will be continually monitored and m