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Drug Development: Defivering on Expectations
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Javelin has one marketed product, Dyloject

I clinical development.

Javelin has one marketed product,

Dyloject” in the and three drug

candidates in US Phase 111 clinical

development.

The active pharmaceutical ingredient
in each of our product candidates

diclofenac, ketamine, and morphine
are well-characterized molecules with

documented efficacy and are generally
well-tolerated. Each of Javelin’s novel

formulations relies upon a different

by a

enabling technology protected
broad portfolio of issued and pending
global patents and patent applications.
We have

of these compounds for indications in

focused our initial development
the acute care setting.

Dyloject, our proprictary injectable for-
mulation of diclofenac, currently mar-
the late

keted in UK, is in

li

stage

development by Javelin for the treatment

®

of acute moderate-to-severe pain in the
US. In Europe, it is an improvement over
the standard diclofenac infusion and has
demonstrated to date rapid and superior
pain relief while less expensive to admin-
ister. Diclofenac is a non-steroidal anti-
inflammatory drug (*NSAID™) that is
widely prescribed to treat post-operative
pain due to its combination of effective-
ness and tolerability. In the US, diclofenac
is available orally, as a topical gel or a
trans-dermal patch. If approved in the
US, Dyloject will be the first injectable

formulation of diclofenac.

Ereska, our proprietary nasal formulation
of ketamine, is currently under develop-
ment for the weatment of acute moderate-
to-severe pain in the Emergency room,
trauma, post-operative and military
settings. Ketamine, a non-opiate, is an
N-methyl-D-aspartate ("NMDA”) receptor
antagonist that has been in clinical use

o

in the UK and three drug candidates in US Phase

for over 30 vears as a general anesthetic.
Ketamine has been safely used as an anes-
thetic in tens of thousands of patients
and reported in peer reviewed medical
literature to be an effective analgesic.
Ereska is being developed for use as a
pain medication and potentially offers a
safe, non-opioid alternative for the treat-

ment of moderate-to-severe pain.

Rylomine, 4 proprietary nasal formula-
tion of morphine, is in development in
the US and Europe for the treatment
of acute moderate-to-severe pain and
breakthrough pain. Morphine, the active
pharmaceutical ingredient in Rylomine,
is the analgesic standard to which all
other opioids are uwsually compared.
Rylomine employs the ChiSys™ Delivery
Platform, which enables nasal delivery of
morphine in a predictable fashion that
was previously unattainable,
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We are retaining significant upside in Dyloject’s future EU growth with a high quality

marketing partner while eliminating our European commercialization expenses. .. .

—Martin J. Driscoll, Chief Executive Officer




We are rapidly moving toward the completion of several critical milestones in 2009 including the filing of a Us NDA
D}»’E{);cua adva

wing the clinical development of Ereska, and forming additional strategic commercialization

partnerships.
Dyloject:

i

= Completed Second Pivotal Trial with Robust Primary Endpoint Efficacy Data
e Signed Buropean Commercialization Partnership to Accelerate EU
e US NDA Filing Planned for 2H/2009

= Large Open-label Observational Safery Study on Schedule tor Completion Mid-2009

farket Uptake

s Piled and Recelved a Successful MAA Variation to Include Baxter Healthcare as a Bwopean Manulacturer

FEreska:
@ C(,}i}ip}{‘,it,‘ié Patient Enrollment for First Phase 3 Orthopedic Efficacy Trial Ahead of Schedule
o Issued Furc pcvn Parent Extending [P Protection to 2023
e Data Presente the World Congress of the International Association for the Study of Pain & the 2008 Advanced

Technology Jé\p;ohcaziom for Combat Casualty Care Conference

fesd

Rylomine:

e Data Presenied at World Congress of the International Association for the Study of Pain
@ New |

atents Pending in the United States & European Union
¢ Second Pivotal Phase 3 Study Remaining
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—JAVELIN

Dear Stockholder:

On behalf of the Board of Directors, I invite you to attend our 2009 Annual Meeting of Stockholders. We hope you can
join us. The annual meeting will be held:

At: 150 CambridgePark Drive
Cambridge, MA 02140

On: June 23, 2009

Time: 9:30 a.m., local time

"The Notice of Annual Meeting of Stockholders, the Proxy Statement and our Annual Report for the fiscal year ended
December 31, 2008 accompany this lettet.

At the Annual Meeting, we will report on important activities and accomplishments of our company and review our
financial performance and business operations. You will have an opportunity to ask questions and gain an up-to-date
perspective on our company. You will also have an opportunity to meet our directors and other key executives.

As discussed in the Proxy Statement, the Annual Meeting will also be devoted to: (i) the election of three directors as Class
I Directors; (if) the consideration of the proposal to appoint McGladrey & Pullen, LLP as our independent registered public
accounting firm for the 2009 fiscal year; (iii) the consideration of an amendment to our 2005 Omnibus Stock Incentive Plan to
increase the number of shares available for issuance thereunder from 10,000,000 to 11,000,000; and (iv) the consideration of
any other business matters properly brought before the Annual Meeting.

We know that many of our stockholders will be unable to attend the Annual Meeting. We are soliciting proxies so that
each stockholder has an opportunity to vote on all matters that are scheduled to come before the stockholders at the Annual
Meeting. Whether or not you plan to attend, please take the time now to read the proxy statement and vote and submit your
proxy by signing, dating and returning your proxy card promptly in the enclosed postage-paid envelope. You may revoke your
proxy at any time before it is exercised. Regardless of the number of our shares you own, your presence in person or by proxy
is important for quorum purposes and your vote is important for proper corporate action,

Thank you for your continuing interest in Javelin Pharmaceuticals. We look forward to seeing you at our Annual Meeting,

If you have any questions about the Proxy Statement, please contact Stephen J. Tulipano, Corporate Secretary, at (617)
349-4500.

Sincerely,

Martin J. Driscoll
Chief Executive Officer
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JAVELIN PHARMACEUTICALS,INC.
NOTICE OF ANNUAL MEETING OF STOCKHOLDERS
JUNE 23, 2009

To the Stockholders of JAVELIN PHARMACEUTICALS, INC.:

Notice is hereby given that the Annual Meeting of Stockholders (the “Meeting”) of Javelin Pharmaceuticals, Inc., a Delaware
cotporation, will be held on Tuesday, June 23, 2009 at 9:30 a.m., local time, at 150 CambridgePark Drive, Cambridge, Massachusetts for
the following purposes:

1. electing Douglas G. Watson, Neil W. Flanzraich and Georg Nebgen, Class I Directors, as directors for a three-year term;

2. considering and voting upon a proposal to ratify the appointment of McGladrey & Pullen, LLP as our independent registered
public accounting firm for the 2009 fiscal year;

3. considering and voting upon a proposal to amend our 2005 Omnibus Stock Incentive Plan to increase the number of shares
available for issuance thereunder from 10,000,000 to 11,000,000; and

4. conducting other business if propetly raised at the Meeting or any adjournment thereof.

Only stockholders of record at the close of business on April 27, 2009 are entitled to notice of and to vote at the Meeting and any
adjournment thereof.

You are cordially invited to attend the Meeting.

A Proxy Statement describing the matters to be considered at the Meeting is attached to this Notice. Our Annual Report for the fiscal
year ended December 31, 2008 accompanies this Notice, but it is not deemed to be part of the Proxy Statement.

By Order of the Board of Directors,

Stephen J. Tulipano
Secretary

May 11, 2009

IT IS IMPORTANT THAT YOUR SHARES ARE REPRESENTED AT THE MEETING. STOCKHOLDERS WHO DO
NOT EXPECT TO ATTEND THE MEETING IN PERSON, BUT WISH THEIR STOCK TO BE VOTED ON
MATTERS TO BE PRESENTED TO THE MEETING, ARE URGED TO REVIEW THE ATTACHED PROXY
STATEMENT AND THEN COMPLETE AND RETURN THE ENCLOSED PROXY IN THE ACCOMPANYING
POSTAGE-PAID, ADDRESSED ENVELOPE. IF YOU ATTEND THE MEETING, YOU MAY WITHDRAW YOUR
PROXY AND VOTE YOUR SHARES PERSONALLY.



JAVELIN PHARMACEUTICALS, INC.
125 CambridgePark Drive
Cambridge, MA 02140

PROXY STATEMENT

IMPORTANT NOTICE REGARDING THE AVAILABILITY OF PROXY MATERIALS FOR THE 2009 ANNUAL
MEETING OF
STOCKHOLDERS TO BE HELD ON JUNE 23, 2009.

Our Proxy Statement for the 2009 Annual Meeting of Stockholders, our Annual Report to Stockholders
for the fiscal year ended December 31, 2008 and our Annual Report on Form 10-K for the fiscal year ended December 31, 2008
are available at
https://matetials.proxyvote.com /471894

INTRODUCTION

This Proxy Statement and the accompanying proxy are being furnished with respect to the solicitation of proxies by the Board of
Directors of Javelin Pharmaceuticals, Inc., a Delaware corporation (the “Company,” “Javelin” or “we”), for the 2009 Annual Meeting of
Stockholders (the “Meeting”). The Meeting is to be held at 9:30 a.m., local time, on Tuesday, June 23, 2009, and at any adjournment or
adjournments thereof, at 150 CambridgePark Drive, Cambridge, Massachusetts.

The approximate date on which the Proxy Statement and form of proxy are intended to be sent or given to stockhblders is May 11,
2009.

Purpose of the Meeting

The purposes of the Meeting are to seek stockholder approval of three proposals: (i) electing three directors to the Board of Directors
as Class I Directors; (i) ratifying the appointment of McGladtey & Pullen, LLP as our independent registered public accounting firm for
the 2009 fiscal year; and (ii) amending our 2005 Omnibus Stock Incentive Plan to increase the number of shares available for issuance
thereunder from 10,000,000 to 11,000,000,

Solicitation of Proxies

We will bear the expense of solicitation of proxies for the Meeting, including any costs incurred in connection with the printing and
mailing of this Proxy Statement. We may request persons, and reimburse them for their expenses with respect thereto, who hold shares in
their name or custody or in the names of nominees for others to forward copies of such materials to those persons for whom they hold
common stock and to request authority for the execution of the proxies. We intend to use the services of InvestorCom, a proxy
solicitation firm, to assist us in the forwarding of the proxy material and the retrieval of proxies, for which we expect to incur fees of
approximately $7,500, plus expenses. In addition, some of our officers, directors and employees, without additional compensation, may
solicit proxies on behalf of the Board of Directors personally or by mail, telephone or facsimile.

VOTING SECURITIES, VOTING AND PROXIES

Record Date

Only stockholders of record of our common stock, $.001 par value (the “Common Stock™), as of the close of business on April 27,
2009 (the “Record Date”), are entitled to notice of and to vote at the Meeting and any adjournment or adjournments thereof.

A list of stockholders entitled to vote at the Meeting will be available at the Meeting and for ten days prior to the Meeting, during
office hours at our executive offices at 125 CambridgePark Drive, Cambridge, MA, by contacting the Secretary of the Company.

Voting Stock

As of the Record Date, we had issued and outstanding 60,649,358 shares of Common Stock. Each holder of Common Stock on the
Record Date is entitled to one vote for each share then held on all matters to be voted at the Meeting. No other class of voting securities
was then outstanding. Under Delaware law, stockholders will not have appraisal or similar rights in connection with any proposal set forth
in this Proxy Statement.
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Quorum

The presence at the Meeting of a majority of the outstanding shares of Common Stock as of the Record Date, in person or by proxy,
is required for a quorum. Should you submit a proxy, even though you abstain as to one or more proposals, or you are present in person
at the Meeting, your shares shall be counted for the purpose of determining if 2 quorum is present.

Broker “non-votes” are included for the purposes of determining whether a quorum of shares is present at the Meeting. A broker
“non-vote” occurs when a nominee holder, such as a brokerage firm, bank or trust company, holding shares of record for a beneficial
owner does not vote on a particular proposal because the nominee holder does not have discretionary voting power with respect to that
item and has not received voting instructions from the beneficial owner.

Voting Requirements

For the election of directors, the three nominees receiving the highest number of affirmatve “FOR” votes cast at the Meeting will be
elected as directors. Neither abstentions nor broker “non-votes” will affect the outcome of the election of directors. You do not have the
right to cumulate your votes for the election of directors. Unless otherwise instructed, the proxy holders of the management proxy will
vote the proxies received by them “FOR” each of the three nominees described in this Proxy Statement.

The Proposals for the ratification of our independent registered public accounting firm and the amendment to our 2005 Omnibus
Stock Incentive Plan require the vote of a majority of the shares of Common Stock present and entitled to vote at the Meeting. For
purposes of these Proposals, abstentions will have the same effect on the outcome as votes cast “AGAINST” these Proposals, but broker
“non-votes” will be considered as votes not entitled to be cast and will have no effect on the outcome.

If you are the beneficial owner, but not the registered holder of our shares, you cannot directly vote those shares at the Meeting. You
must provide voting instructions to your nominee holder, such as your brokerage firm or bank. While your nominee holder may vote your
shares without instructions on the election of directors and the ratification of our independent registered public accounting firm, as these
are routine matters, it cannot vote without instructions from you on Proposal No. 3.

If yvou wish to vote in person at the Meeting but you are not the record holder, you must obtain from your record holder a “legal

y p g y > Y Y g
roxy” issued in your name and bring it to the Meeting.

proxy Y g g

At the Meeting, ballots will be distributed with respect to each Proposal to each stockholder (or the stockholder’s proxy if not the
management proxy holders) who is present and did not deliver a proxy to the management proxy holders or another person. The ballots
shall then be tallied, one vote for each share owned of record, the votes being in three categories: “FOR,” “AGAINST” or “ABSTAIN”
(or “FOR,” “WITHHELD” or “FOR EXCEPT THE FOLLOWING NOMINEES” in the case of “Proposal No. 17).

Proxies

The form of proxy solicited by the Board of Directors affords you the ability to specify a choice among approval of, disapproval of,
or abstention with respect to, each matter to be acted upon at the Meeting. Shares represented by the proxy will be voted and, where the
solicited shareholder indicates a choice with respect to any matter to be acted upon, the shares will be voted as specified. If no choice is
given, a propetly executed proxy will be voted in favor of the election of the directors designated by the Board of Directors, the proposal
to ratify the appointment of our independent registered public accounting firm, the proposal to amend the 2005 Omnibus Stock
Incentive Plan, and any other matters that may propetly come before the Meeting, at the discretion of the persons designated as proxies.

Revocability of Proxies

Even if you execute a proxy, you retain the right to revoke it and to change your vote by notifying us at any time before your proxy is
voted. Mere attendance at the Meeting will not revoke a proxy. Such revocation may be effected by (i) execution of a subsequently dated
proxy, (ii) a written notice of tevocation, sent to the attention of the Secretary at the address of our principal office set forth above in the
Notice to this Proxy Statement or (iii) your attendance and voting in person at the Meeting. Unless so revoked, the shares represented by
proxies, if received in time, will be voted in accordance with the directions given therein.

If the Meeting is postponed or adjourned for any reason, at any subsequent reconvening of the Meeting, all proxies will be voted in
the same manner as the proxies would have been voted at the original convening of the Meeting (except for any proxies that have at that
time effectively been revoked or withdrawn), even if the proxies had been effectively voted on the same or any other matter at a previous
Meeting.

You are requested, regardless of the numbet of shares you own ot your intention to attend the Meeting, to sign the proxy and return
it promptly in the enclosed envelope.
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Delivery of Proxy Materials to Households

Only one copy of the Proxy Statement for the Meeting and our 2008 Annual Report will be delivered to an address where two ot
more stockholders reside unless we have received contrary instructions from a stockholder at the address. A separate Proxy Card will be
delivered to each stockholder at the shared address.

1f you are a stockholder who lives at a shared address and you would like additional copies of this Proxy Statement, our 2008 Annual
Report, or any future annual reports or proxy statements, contact Investor Relations, Javelin Pharmaceuticals, Inc., 125 CambridgePark
Drive, Cambridge, MA 02140, telephone number (617) 349-4500, and we will promptly mail you copies.

Interest of Officers and Directors in Matters to Be Acted Upon

None of our officers or directors has any interest in any of the matters to be acted upon, except to the extent that they have been
granted options under the 2005 Omnibus Stock Incentive Plan or may be granted awards thereunder at some future date. See “Proposal
3.’,
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SECURITY OWNERSHIP OF CERTAIN
BENEFICIAL OWNERS AND MANAGEMENT

The following table sets forth information known to us with respect to the beneficial ownership of our common stock as of the close

of business on the Record Date for: (i) each person known by us to beneficially own more than 5% of our voting securities; (i) each
executive officer named in the Summary Compensation Table below; (iii) each of our directors and director nominees; and (iv) all of our
current executive officers and directors as a group.

Name and address Shares beneficially owned(1)
Of beneficial owner(2) Number Percent
Wexford Capital LLC(3) 5,904,758 9.70%

411 West Putnam Avenue, Suite 125

Greenwich, CT 06930

Canyon Capital Advisors LLC(4) 4,289,756 7.07%
2000 Avenue of the Stars, 11 th Floor

Los Angeles, CA 90067

NGN Capital, LLC(5) 3,266,666 5.39%
369 Lexington Avenue, 17th Floor

New York, NY 10017

Martin J. Driscoll(6) 463,931 *
Daniel B. Carr(7) 1,195,316 1.93%
Fred H. Mermelstein(8) 1,505,369 2.44%
David B. Bernstein(9) 202,167 *
Stephen J. Tulipano(10) 200,000 *
Douglas G. Watson(11) 326,565 *
Jackie M. Clegg(12) 205,921 *
Neil W. Flanzraich(13) 751,541 1.24%
Peter D. Kiernan, III (14) 2,461,848 4.06%
Georg Nebgen(15) 3,343,310 5.51%
All officers and directors as a group(16) 10,453,801 16.31%

M

@

&)

*

®)

©

Beneficial ownership of less than 1% is omitted.

The number of shares beneficially owned is determined under SEC rules, and the information is not necessarily indicative of beneficial
ownership for any other purpose. Under those rules, beneficial ownership includes any shares as to which the individual has sole or shared
voting power or investment power, and also any shares which the individual has the right to acquire within 60 days of the Record Date,
through the exercise or conversion of any stock option, convertible security, warrant or other right (a “Presently Exercisable” security).
Including those shares in the tables does not, however, constitute an admission that the named stockholder is a direct or indirect beneficial
owner of those shares.

Unless otherwise indicated, each person or entity named in the table has sole voting power and investment power (ot shares that power with
that person’s spouse) with respect to all shares of common stock listed as owned by that person or entity. Unless otherwise indicated, the
address of each of the following persons is ¢/o Javelin Pharmaceuticals, Inc., 125 CambridgePark Drive, Cambridge, MA 02140.

Includes (i) 3,045,043 shares owned of record by Wexford Spectrum Investors LLC and 111,111 shares obtainable upon exercise of
Presently Exercisable Warrants and (i) 2,637,493 shates owned of record by Theta Investors LLC and 111,111 shares obtainable upon
exercise of Presently Exercisable Warrants, as reported on Schedule 13G/A filed on February 9, 2009. Wexford Capital LLC is the manager
or investment manager to Theta Investors LL.C and Wexford Spectrum Investors LLC and by reason of its status as such may be deemed to
own beneficially the interest in the shares of common stock of which such entities possess beneficial ownership. Each of Chatles E.
Davidson and Joseph M. Jacobs may, by reason of his status as a controlling person of Wexford Capital LLC, be deemed to own beneficially
the interests in the shares of common stock of which Wexford Spectrum Investors and Theta Investors possess beneficial ownership.

As reported on Schedule 13G filed on February 17, 2009, Canyon Capital Advisors LLC is an investment advisor to various managed
accounts, including Canyon Value Realization Fund, L.P., The Canyon Value Realization Fund (Cayman), Ltd., Canyon Value Realization
Fund MAC 18, Itd., Citi Canyon Ltd. and Canyon Balanced Equity Master Fund, Ltd., with the right to receive, or the power to direct the
receipt, of dividends from, or the proceeds from the sale of the securities held by, such managed accounts. Mitchell R. Julis, Joshua S.
Friedman and K. Robert Turner control entities that own 100% of Canyon Capital Advisors.
Includes (1) 1,895,973 shares owned of record by NGN Biomed Opportunity I, L.P. and 1,370,693 shares owned of record by NGN
Biomed Opportunity I GmbH & Co. Beteiligungs KG. In their Schedule 13D/A filed on February 14, 2008, cach of these persons
expressly disclaimed membership in a “group” or beneficial ownership of any shares of common stock except for shares held of record.

Includes 379,938 shares obtainable upon exercise of Presently Exercisable options.
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)
®)
)

(10)
(1)
(12)
(13)

14

(15)

(16)

Includes 1,164,070 shares obtainable upon exercise of Presently Exercisable options.
Includes 933,053 shares obtainable upon exercise of Presently Exercisable options.

Includes 198,667 shares obtainable upon exercise of Presently Exercisable options, all of which will expire on July 10, 2009. Mr.
Bernstein’s tenure as an officer of our company expired by its terms on April 10, 2009.

Includes 200,000 shares obtainable upon exercise of Presently Fxercisable options.
Includes 306,565 shares obtainable upon exercise of Presently Exercisable options.
Includes 205,921 shares obtainable upon exercise of Presently Exercisable options.
Includes 136,604 shares obtainable upon exercise of Presently Exercisable options,

Includes 2,411,848 shares owned by Kiernan Ventures LLC (“Ventures”), a limited liability company managed solely by Mr. Kiernan and
owned by Mr. Kiernan and his wife, and 50,000 shates obtainable upon exercise of Presently Exercisable options. Excludes
approximately 1,154,128 shares (the “Sonostar Shares”) beneficially owned by Sonostar Capital Partners LLC (“Sonostar”), a private
equity fund managed solely by Mr. Kiernan’s brother, Mr. Gregory F. Kiernan, who has sole voting and dispositive power with respect to
the Sonostar Shares. Ventures owns approximately 14.9% of the membership interests in Sonostar. 171,965 of the Sonostar Shares,
representing the number of shares attributable to Ventures® percentage interest in Sonostar, were placed in a segregated account in the
name of Ventures after Peter Kiernan was appointed to the Board of Directors of Javelin. For the duration of Peter Kiernan’s serving as
a director of Javelin: (i) no Sonostar Shares held in the segregated account shall be sold, pledged, hypothecated or otherwise disposed of
by Sonostar; and (i) no future purchase or sales of our securities shall be allocated to Ventures or taken from the segregated account.
Neither Peter Kiernan nor Ventures has voting or dispositive power with respect to the Sonostar Shares, including, without limitation, the
Sonostar Shares held in the segregated account.

Includes: (i) 1,895,973 shares owned of record by NGN Biomed Opportunity I, ..P. and (ii) 1,370,693 shares owned of record by NGN
Biomed Opportunity [ GmbH & Co. Beteiligungs KG. The aggregate number also includes 76,644 shares obtainable upon exercise of
Presently Exercisable options, as reported on a Schedule 13D/A filed on Febtuary 14, 2008. Dr. Nebgen is a managing membet of NGN
Capital LLC (“NGN Capital”), which is the sole general partner of NGN Biomed I, I.P. (“NGN GP”) and the managing limited partner
of NGN Biomed Opportunity I GmbH & Co. Beteiliguns KG (“NGN Biomed I GMBH”). NGN GP is the sole general partner of
NGN Biomed Opportunity 1, L.P. Under the operating agreement for NGN Capital, Dr. Nebgen is deemed to hold the reported
securities for the benefit of NGN Capital. NGN Capital may, therefore, be deemed the indirect beneficial owner of the securities, and Dr.
Nebgen may be deemed the indirect beneficial owner through his indirect interest in NGN Capital. Dr. Nebgen disclaims beneficial
ownership of the securities except to the extent of his pecuniary interest therein, if any.

Includes all shares of the persons denoted in footnotes (6) through (8) and (10) through (15).
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PROPOSAL 1
ELECTION OF DIRECTORS

General

Our Certificate of Incorporation provides that our Board of Directors shall be comprised of not less than three nor more than fifteen
directors, divided or “classified” into three classes (Classes I, IT and III), each Class consisting as neatly as practicable of one third of the
entire Board of Directors, and with the term of one Class expiring each year. The Board of Directors is currently comprised of eight
directors and will be comprised of eight directors effective immediately following the election if all the nominees are elected.

The eight directors are classified as follows: three each being Class I Directors and Class III Directors, and two being Class 11
Directors. The current term of the Class I Directors will expire at the 2009 Annual Meeting. The current term for the Class II Directors
and the Class IIT Directors will expire at the 2010 and 2011 Annual Meetings, respectively.

The Board of Directors has nominated for election three persons as Class I Directors. Assuming the election of each nominee, the
term of the Class I Directors will expire at the 2012 Annual Meeting. Each nominee currently serves as a Company director. All of the
nominees have consented to serve as directors. If a nominee should not be available for election as contemplated, the proxy holders will
vote for a substitute designated by the current Board of Directors. We are not aware of any nominee who will be unable or who will
decline to serve as a director.

Nominees

The names, the positions with the Company and the ages as of the Record Date of the individuals who ate our nominees for election
as Class I Directors are:

Name Age Position Director Since
Douglas G. Watson 64 Chairman of the Board and Director December 2004
Neil W. Flanzraich 65 Director June 2006
Georg Nebgen 47 Director December 2006

For information as to the shares of Common Stock beneficially owned by each nominee, see the section “Securities Ownership of
y y
Certain Beneficial Owners and Management”, and as to other Board matters, see the section “Board Information.”

The following are biographical summaties for our nominees for election as Class I Directors:
Class I Directors

Douglas G. Watson has served as our Chairman of the Board and as a director since December 2004, and as a director of IDDS
since April 2002. He is the Chief Executive Officer of Pittencrieff Glen Associates, a consulting company that he founded in June 1999.
From January 1997 to June 1999, Mr. Watson served as President, Chief Executive Officer and a director of Novartis Corporation, the
U.S. subsidiary of Novartis A.G. Mr. Watson serves as Chairman of OraSure Technologies, Inc., and as a director of BioMimetic
Therapeutics, Inc., Genta Inc., and Dendreon Corporation. Mt. Watson is also a member of the board of each of Freedom House
Foundation and the American Liver Foundation. Mr. Watson holds an M.A. in Mathematics from Churchill College, Cambridge
University. He is also 2 member of the Chartered Institute of Management Accountants.

Neil W. Flanzraich has served as a director since June 2006. From 1998 through its sale in January 2006 to TEVA Pharmaceuticals
Industries, Ltd., he served as Vice Chairman and President of IVAX Corporation, an international pharmaceutical company. From 1995
to 1998, Mr. Flanzraich served as Chairman of the Life Sciences Legal Practice Group of the law firm Heller Ehrman LLP. From 1981 to
1994, he served in various capacities at Syntex Corporation, a pharmaceutical company, most recently as its Senior Vice President, general
counsel and as a member of the Corporate Executive Committee. Mr. Flanzraich is also a Director of Equity One, Inc., Continucare
Corporation, Bellus Health Inc. (formerly Neurochem Inc.), and Chipotle Mexican Grill. He also serves as Chairman of the Israel
America Foundation. Mr. Flanzraich received an A.B. from Harvard College and a J.D. from Harvard Law School.

Georg Nebgen, Ph.D. has served as a director since December 8, 2006. From 2003 until the present, Dr. Nebgen served as a
managing member and co-founder of NGN Capital, LL.C, which is the indirect general partner of NGN Biomed Opportunity I, L.P. and
the managing limited partner of NGN Biomed Opportunity I GmbH & Co. Beteiligungs KG (collectively, “NGN Capital”), each of
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which is a shareholder of our company. Ptior to his appointment as a director, Dr. Nebgen had acted as the designee of NGN Capital in
attending Board meetings as an observer since November 2005. Before joining NGN Capital, Dr. Nebgen had been a principal at MPM
Capital in Boston and Managing Director of MPM GmbH from 2001 until 2003. He also served from 2002 until 2003 as President of the
German American Business Council, a non-profit business organization in Boston. Prior to that, Dr. Nebgen served with
Schering-Plough Corporation as Managed Care Area Manager in New England. Dr. Nebgen obtained his doctorate in Pharmaceutical
Technology Sciences from the University of Bonn, Germany and his executive MBA from the Univetsity of St. Gallen, Switzerland.

Continuing Directors

Name Age Position Director Since
(Term expires 2010)
Daniel B. Carr, M.D. 61 -~ President, Chief Medical Officer, Vice December 2004
Chairman of the Board and Director
Fred H. Mermelstein, Ph.D. 50 Director December 2004

(Term expires 2011)

Mattin J. Driscoll 50 Chief Executive Officer June 2006
Jackie M. Clegg 47 Director December 2004
Peter D. Kiernan, 111 55 Director February 2008

The following are biographical summaries of our continuing directors:
Class II Directors

Daniel B. Carr, M.D. has served as a director since December 2004, as the Vice Chairman of our Board of Directors since March 3,
2008, as our President since June 2008, and as our Chief Medical Officer since September 2004 when he joined IDDS from his position
as Saltonstall Professor of Pain Research at Tufts-New England Medical Center, and Professor of Anesthesiology and Medicine. He had
held both positions since 1994. Dr. Carr ended his clinical responsibilities effective September 2004. Dr. Carr served as our Chief
Executive Officer from July 2005 until March 3, 2008. From 1995 to 2003, he was the Medical Director of the Pain Management Program
at the New England Medical Center, which merged into the Pain Management program at Caritas St. Elizabeth’s Medical Centet, another
Tufts-affiliated program. Dr. Carr was a founder of the Pain Center at the Massachusetts General Hospital and served as Special
Consultant to the U.S. Department of Health and Human Services and Co-Chair of the Agency for Health Care Policy and Research’s
Clinical Practice Guidelines on Acute and Cancer Pain Management. He is Editor-in-Chief of Pain: Clinical Updates published by the
International Association for the Study of Pain (“IASP”), and has served as a Director of the American Pain Society and the IASP. Dr.
Carr holds a bachelors degree from Columbia College and an M.D. degree from Columbia University College of Physicians and Surgeons.

Fred H. Mermelstein, Ph.D. has served as a director since December 2004 and as Executive director since June 2008, having been
our Chief Executive Officer from December 2004 through June 2005, our President from December 2004 through June 2008, and our
Secretary from December 2004 to April 2006. He also served as a director of IDDS, our predecessor, and as its President from inception
in February 1998 through July 2003 when he also became Chief Exccutive Officer. He is the founder, President and Chairman of the
Board of Directors of Pear Tree Pharmaceuticals, Inc., and he currently serves as a director of Adherex Technologies, Inc. Dr.
Mermelstein also served as Director of Venture Capital at Paramounvt Capital Investments, LLC, a merchant banking and venture capital
firm specializing in biotechnology, from 1998 to 2003. From February 1997 until January 2000, Dr. Mermelstein was founder and served
as a director and the Chief Science Officer of PolaRx BioPharmaceuticals, an oncology-based biopharmaceutical company that was
acquired by Cell Therapeutics, Inc. Dr. Mermelstein holds a dual Ph.D. in Pharmacology and Toxicology from Rutgers University and
University of Medicine and Dentistry of New Jersey (“UMDN]J”) Robert Wood Johnson Medical School. He completed his post-doctoral
training supported by two grant awards, a National Institutes of Health fellowship and a Howard Hughes Medical Institute fellowship in
the Department of Biochemistry at UMDN] Robert Wood Johnson Medical School.
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Class I1I Directors

Martin J. Driscoll has served as our Chief Executive Officer since March 3, 2008 and as a director since June 2006. Prior to his
appointment as the CEO at Javelin Pharmaceuticals, Mr. Driscoll served as the Chief Executive Officer of Pear Tree Pharmaceuticals,
Inc., a private pharmaceutical company focused on developing women’s healthcare prescription products from July 2007 until March
2008. From 2006 to 2007, Mr. Driscoll was a Partner with TGaS Consulting, LL.C, a marketing and management consulting firm for the
pharmaceutical industry. From 2003 to 2005, Mr. Driscoll served as Senior Vice President of Marketing and Sales at Reliant
Pharmaceuticals, a ptivately-held company that marketed a portfolio of branded pharmaceutical products. From 2000 to 2002, Mr.
Driscoll served as Vice President, Commercial Operations and Business Development at ViroPharma, Inc., where he played a large role
in the negotiation and successful management of a multi-million dollar co-promotion/co-development collaboration between
ViroPharma and Aventis. In his role at ViroPharma, Inc., Mr. Driscoll led the effort to establish the company’s initial commercial
capability. From 1983 to 2000, he held various positions at Schering Plough Corporation, including Vice President of Marketing and Sales
for its Primary Care, Diabetes, Acute Coronary Syndromes and Key Pharmaceuticals Units. He also currently serves as a Director of
Genta Incorporated, a biotechnology company developing novel cancer therapies. Mr. Driscoll received a B.S. from the University of
Texas.

Jackie M. Clegg has served as a director since December 2004, and as a director of IDDS since February 2004. In August 2001, she
formed the international strategic consulting firm Clegg International Consultants, LI.C (“CIC”) specializing in emerging markets, and
she has served as the Managing Partner of that entity since that time. From June 1997 to July 2001, Ms, Clegg served as Vice Chair of the
Board of Directors and First Vice President of the Export-Import Bank of the United States (“Ex-Im Bank”), having previously served in
various positions from 1993 to 1997 at Ex-Im Bank, including as Chief Operating Officer from January 1999 through fiscal year 2000.
Prior to joining Ex-Im Bank, Ms. Clegg worked for ten years in the United States Senate on the staff of both the Banking and the
Appropriations Committees. Ms. Clegg is also currently serving as a director of Blockbuster Inc., Brookdale Senior Living, Inc., The
Chicago Mercantile Exchange and Cardiome Pharma Corp.

Peter D. Kiernan, IIT has served as a director since February 2006. He is CEO of Kiernan Ventures, a venture capital firm
committed to growing companies of consequence. He spent nearly 18 years at Goldman Sachs, most of them as a Partner, and was
instrumental in advising companies and wealthy families around the globe in ways to expand their business. His specialty was forging
unique relationships and finding creative and unconventional ways to help growing companies both large and small achieve their promise.
After leaving Goldman, Mr. Kiernan founded and led numerous companies, including Tech Health, a high growth medical services
company where he continues to serve as Chairman of the Board. Mr. Kiernan also served as President and Partner at Cyrus Capital
Partners, a hedge fund based in New York and London, where he continues to serve as Senior Advisor. Mr. Kiernan is also the Chairman
of the Board of Directors of the Christopher and Dana Reeve Foundation, where he has led a dramatic turnaround in the organization’s
fight to cure paralysis, and has served as the Chairman of the prestigious Robin Hood Foundation for neatly five years. He has also served
on the Board of Williams College for many years.

All Directors will hold office for the terms indicated, or until their earlier death, resignation, removal or disqualification, and until
their respective successors are duly elected and qualified. There are no arrangements or understandings between any of the nominees,
directots ot executive officers and any other person pursuant to which any of our nominees, directors or executive officers have been
selected for their respective positions. No nominee, member of the Board of Directors or executive officer is related to any other
nominee, member of the Board of Directors or executive officer.

Mr. Watson and Mt. Driscoll both serve on the Board of Directors of Genta Incorporated.
Executive Officers of the Company

The following is a biographical summary of Stephen J. Tulipano, our Chief Financial Officer. Mr. Tulipano does not serve on our
Board of Directors:

Stephen J. Tulipano, CPA, MBA , has served as our Chief Financial Officer since May 2006. In this capacity, Mr. Tulipano
oversees all of our finance functdons, including treasury, tax, accounting, financial planning, reporting, controls and Sarbanes-Oxley
compliance. He was also elected to serve as our Secretary on April 29, 2009, Prior to joining our company, Mr. Tulipano served as
Director of Corporate Accounting at Biogen Idec. During his tenure at Biogen Idec, which spanned over seven years, Mr. Tulipano was
responsible for accounting, external reporting, establishment of new accounting and internal control initiatives worldwide and developing
innovative business approaches to partnered programs and business development opportunities. Prior to joining Biogen, he served as
External Reporting Manager for Digital Equipment Corporation. Mr. Tulipano is a Certified Public Accountant, a member of the
American Institute of Certified Public Accountants (AICPA) and the Massachusetts Society of Certified Public Accountants and holds a
M.B.A. from Suffolk University. Mr. Tulipano, age 50, is also a veteran of the United States Navy and the United States Army National
Guard.
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Independence of the Board of Directors

Our Board of Directors is currently composed of eight members. Messrs. Watson, Flanzraich, Nebgen and Kiernan, and Ms. Clegg,
qualify as independent directors in accordance with the published listing requirements of the NYSE Amex (formerly the American Stock
Exchange). The NYSE Amex independence definition includes a series of objective tests, such as that the director is not, and has not
been for at least three years, one of our employees and that neither the director nor any of his or her family members has engaged in
vatious types of business dealings with us. In addition, as further required by NYSE Amex rules, our Board of Directors has made an
affirmative determination as to each independent director that no relationships exist which, in the opinion of our Board of Directors,
would interfere with the exercise of independent judgment in carrying out the responsibilities of a director. In making these
determinations, our directors reviewed and discussed information provided by the directors and us with regard to each director’s business
and personal activities as they may relate to us and our management. Our directors hold office until their successors have been elected and
qualified or their earlier death, resignation or removal.

Certain Relationships and Related Transactions

We have entered into, or intend to enter into, indemnification agreements with each of our current directors. These agreements will
tequite us to indemnify these individuals to the fullest extent permitted under Delaware law against liabilities that may arise by reason of
their service to us, and to advance expenses incurred as a result of any proceeding against them as to which they could be indemnified. We
also intend to enter into indemnification agreements with our future directors.

Approval for Related Party Transactions

Although we have not adopted a formal policy relating to the approval of proposed transactions that we may enter into with any of
our executive officers, directors and principal stockholders, including their immediate family members and affiliates, our Corporate
Governance and Nominating Committee, all of the members of which are independent, reviews the terms of any and all such proposed
material related party transactions. The results of this review are then communicated to the entire Board of Directors, which has the
ultimate authority as to whether or not we enter into such transactions. We will not enter into any material related patty transaction
without the prior consent of cur Nominating and Corporate Governance Committee and our Boatd of Directors. In approving or
tejecting the proposed related party transaction, our Corporate Governance and Nominating Committee and our Board of Directors shall
consider the facts and circumstances available and deemed relevant to them, including, but not limited to the risks, costs and benefits to
us, the terms of the transaction, the availability of other sources for comparable services or products, and, if applicable, the impact on a
director’s independence. We shall approve only those agreements that, in light of known circumstances, ate in, or are not inconsistent
with, our best interests, as our Corporate Governance and Nominating Committee and our Board of Directors determine in the good
faith exercise of their discretion.

Vote Required and Board of Directors’ Recommendation

Assuming a quorum is present, the affirmative vote of a plurality of the votes cast at the Meeting, either in person or by proxy, is
required for the election of a director. For purposes of the election of directors, abstentions and broker non-votes will have no effect on
the result of the vote.

THE BOARD OF DIRECTORS UNANIMOUSLY RECOMMENDS THAT YOU VOTE
FOR THESE NOMINEES.
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EXECUTIVE COMPENSATION
Compensation Discussion and Analysis

The Board of Directors, the Compensation Committee and senior management share responsibility for establishing, implementing
and continually monitoring our executive compensation program, with the Board of Directors making the final determination with
respect to executive compensation. The goal of our executive compensation program is to provide a competitive total compensation
package to our executive management team through a combination of base salary, annual cash incentive bonuses, long-term equity
incentive compensation and broad-based benefits programs. This Compensation Discussion and Analysis explains our compensation
objectives, policies and practices with respect to our Chief Executive Officer, Chief Financial Officer and our other named executive
officers as determined in accordance with applicable Securities and Exchange Commission (“SEC”) rules, which are collectively referred
to herein as the Named Executive Officers.

Objectives of Our Executive Compensation Program

Our executive compensation program is designed to achieve the following objectives:

e attract and retain talented and experienced executives in the highly competitive and dynamic pharmaceutical industry;

® motivate and reward executives whose knowledge, skills and performance are critical to our success;

¢  align the interests of our executives and stockholders by motivating executives to increase stockholder value;

® provide a competitive compensation package in which a significant portion of total compensation is determined by
company and individual results and the creation of stockholder value; and

e foster a shared commitment among executives by coordinating their company and individual goals.

Our Executive Compensation Program

Our typical executive compensation package has historically consisted of base salary, annual cash incentive bonuses, long-term equity
incentive compensation and broad-based benefits programs. Consistent with the emphasis we place on performance-based incentive
compensation, we have structured our executive compensation package so that cash incentive bonuses and long-term equity incentive
compensation in the form of stock options constitute a significant portion of our total executive compensation. Howevet, due in part to
the small size of our executive team and the need to tailor each executive officer’s award to attract and retain that executive officer, we
have not adopted any formal or informal policies or guidelines for allocating compensation between long-term and currently paid out
compensation, between cash and non-cash compensation, or among different forms of compensation.

We have structured our annual cash incentive bonuses and long-term equity incentive compensation for our executive officers to be
primarily tied to the achievement of predetermined company and, in some cases, individual performance goals, which are established at
the beginning of each year (or in the case of Named Executive Officers who have commenced employment during the applicable year, at
the time of their engagement by our company).

Within the context of the overall objectives of our compensation program, we determined the specific amounts of compensation to
be paid to each of our executives in 2008 based on a number of factors including:

* our understanding of the amount of compensation generally paid by companies in our peer group to their executives with
similar roles and responsibilitics;

¢ our executives’ performance during 2008 in general and as measured against predetermined company and individual
performance goals;

o the roles and responsibilities of our executives;

e the individual experience and skills of, and expected conttibutions from, our executives;

e the amounts of compensation being paid to our other executives;

* our executives’ historical compensation and performance at our company; and

¢ any contractual commitments we have made to our executives regarding compensation.

Each of the primary elements of our executive compensation package is discussed in detail below, including a description of how
each particular element fits into our overall executive compensation. In the descriptions below, we highlight particular compensation
objectives that we have designed our executive compensation program to address. However, it should be noted that we have designed the
various elements of our compensation program to complement cach other and thereby collectively serve all of our executive
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compensation objectives. Accordingly, whether or not specifically mentioned below, we believe that each element of our executive
compensation program, to a greater ot lesser extent, serves each of our compensation objectives.

Role of Compensation Consultant

To ensure that the compensation levels of our Named Executive Officers are reasonably competitive with market rates, and that our
compensation program is propetly designed to achieve its stated goals, we have retained AON Radford Consulting (“Radford”), an
independent human resource and compensation consulting firm, to review and analyze the compensation arrangements for our executive
officers and our current equity programs relative to market. In completing its assessment, Radford reviewed our executive compensation
data against that of 17 similarly situated commercial biotechnology / pharmaceutical companies. This peer group, which was approved by
our Board of Directors and our Compensation Committee, is comprised of the following companies:

Adolor MDRNA, Inc. Poniard Pharmaceuticals
Anesiva Inc. Novavax Inc. Pozen Inc.

Anika Therapeutics, Inc. Optimer Pharma Inc. Replidyne Inc.

Biocryst Pharmaceuticals Inc. Osiris Therapeutics, Inc. Sucampo Pharmaceuticals
Cadence Pharmaceuticals Inc. Pain Therapeutics Vanda Pharmaceuticals
Keryx Biopharmaceuticals, Inc. Penwest Pharmaceuticals

Base Salary

Our approach is to pay our executives a base salary that is competitive with those of other executive officers in similar positions and
with similar responsibilities in our peer group of competitive companies. We believe that a competitive base salary is a necessary element
of any compensation program that is designed to attract and retain talented and experienced executives. We also believe that attractive
base salaries can motivate and reward executives for their overall performance. The base salary of each Named Executive Officer is
reviewed annually, and may be increased or decreased in accordance with the terms of such executive officer’s employment agreement,
where applicable, and certain performance critetia, including, without limitation: (i) individual performance; (i) corporate performance;
(iii) the functions performed by the executive officer; and (iv) changes in the compensation peer group in which we compete for executive
talent. We use discretion to determine the weight given to each of the factors listed above and such weight may vary from individual to
individual. Evaluations of base salary are made regardless of whether a Named Executive Officer has entered into an employment
agreement with us, and while the base salary set forth in such employment agreement is taken into consideration, it is not dispositive of
the base salary of such executive officer for a given year. Although evaluations of and recommendations as to base salary are made by the
Compensation Committee and senior management, the ultimate determination is made by the Board of Directors. Determinations as to
the base salary of each Named Executive Officer for the 2008 fiscal year were made following consultation with Radford.

During 2008, Martin J. Driscoll received an aggregate base salary for service as our Chief Executive Officer of $375,000, which
represented a pro-rated amount based upon an aggregate base salary of $450,000 per his Employment Agreement dated as of March 3,
2008, and Daniel B. Carr, M.D. received an aggregate base salary of $450,000, based upon his Employment Agreement dated as of July 7,
2007. Mr. Driscoll became our Chief Executive Officer on March 3, 2008, Dr. Carr served as our Chief Executive Officer until March 3,
2008, as our President beginning on June 1, 2008, and as our Chief Medical Officer for the entire year. Stephen J. Tulipano, our Chief
Financial Officer and Secretary, and David B. Bernstein, who served as our Secretary, General Counsel and Chief Intellectual Property
Counsel until April 10, 2009, received a base salary of $231,968 and $236,407, respectively, for the 2008 fiscal year. Fred H. Mermelstein,
Ph.D., who served as our President until June 1, 2008, received a base salary of $97,850 for the 2008 fiscal year in his capacity as President.
Following his resignation as President, Dr. Mermelstein remained with the Company in the position of Executive Director. As Executive
Director, Dr. Mermelstein worked approximately two to three days a week and earned a base salary of $72,917 for the seven month period
beginning on june 1, 2008,

To the extent that we have entered into employment agreements or term sheets with any of our Named Executive Officers, the base
salaries of such individuals reflect the initial base salaries that we negotiated with them at the time of their initial employment or
promotion and our subsequent adjustments to these amounts to reflect market increases, the growth and stage of development of our
company, the performance and increased experience of our executives, any changes in our executives’ roles and responsibilities and other
factors. The initial base salaries that we negotiated with our executives were based on our understanding of base salaries for comparable
positions at our peer group of companies at the time, the individual experience and skills of, and expected contribution from, each
executive, the roles and responsibilities of the executive, the base salaries of our existing executives and other factors.

Page 11



Annual Cash Incentive Bonuses

Consistent with our emphasis on performance incentive compensation programs, our executives are eligible to receive annual cash
incentive bonuses primarily based upon their performance and the performance of our company as measured against predetermined
goals covering various aspects of our operations. These goals are recommended by senior management to the Compensation Committee,
and then by the Compensation Committee to the Board of Directors, at the beginning of each year. The goals are ultimately set by the
Board of Directors. If 2 Named Executive Officer joined our company during a particular year, these performance goals are established
at the time of employment. For the 2008 fiscal year our performance goals were weighted as follows: clinical/regulatory — 30%; business
development — 25%; finance — 15%; commercial — 15%; CMC — 10%; and legal — 5%. Our clinical/regulatory goals consisted primarily of
initiating, enrolling and completing Phase 3 clinical trials for Dyloject and Ereska, filing an NDA for Dyloject, and obtaining further
European approvals for Dyloject. Our business development goals consisted of completing a major partnership and outlicensing
transaction. Our finance goals consisted of completing financings that would provide aggregate net proceeds to continue our operations
through December 31, 2009. Our commercial goals consisted of specific targets for sales and hospital acceptance of Dyloject on
formulary. Our CMC goals consisted of increasing manufacturing efficiencies for our product and product candidates. Our legal goals
consisted of advancing certain patents and key agreements. The Compensation Committee has determined that we achieved 40% of the
petformance incentive goals that were established for our Named Executive Officers for the 2008 fiscal yeat, including 50% of our
clinical/regulatory goals, 100% of our finance goals, 50% of our CMC goals and 33% of our legal goals.

As part of our cash incentive bonus program, we reserve a portion of each executive’s annual cash incentive bonus to be paid at our
discretion based on the executive’s overall performance. We maintain this discretionary portion of the annual cash incentive bonuses in
order to motivate our executives’ overall performance and their performance relating to matters that are not addressed in the
predetermined performance goals that we set. We believe that every important aspect of executive performance is not capable of being
specifically quantified in a predetermined objective goal. For example, events outside of our control may occur after we have established
the executives’ performance goals for the year that require our executives to focus their attention on different or other strategic objectives.

We establish the target amount of our annual cash incentive bonuses at a level that represents a meaningful portion of our executives’
currently paid out cash compensation, and set additional threshold and maximum performance levels above and below these target levels.
In establishing these levels, in addition to considering the incentives that we want to provide to our executives, we also consider the bonus
levels for comparable positions at our peer group of companies, our historical practices and any contractual commitments that we have
relating to executive bonuses.

Based in part upon the employment agreements that they have entered into with us, for the 2008 fiscal year, Mr. Driscoll and Dr. Carr
was each entitled to an annual bonus of up to 100% of his base salary (with 50% of base salary as the target bonus), Mr. Tulipano was
entitled to an annual bonus of up to 49.5% of his base salary (with 33% of his base salary as the target bonus), and Mr. Bernstein was
entitled to an annual bonus of up to 43.5% of his base salary (with 29% of his base salary as the target bonus). For the 2008 fiscal year,
Messts. Driscoll, Carr, Tulipano and Bernstein received a bonus of $90,000, $90,000, $30,620 and $8,500, respectively. Dr. Mermelstein,
with whom we have not entered into an employment agreement, received a bonus of $25,000. Since we achieved 40% of the milestone
objectives established for 2008, the total cash incentive bonus awarded to each of our Named Executive Officers for whom we have
established a target bonus percentage was less than the target bonus percentage.

As noted above, the aggregate amount of the bonus paid to each Named Executive Officer, regardless of whether or not they have
entered into an employment agreement with us, reflects the extent to which such executive achieved the milestones established at the
beginning of the year, plus the amount of the discretionary bonus that is based on our assessment of their overall performance during the
yea.

We have established a bonus program for our Named Executive Officers in 2009 wheteby payments will be based primarily upon our
achievement of the following two corporate goals in 2009: the filing of an NDA for Dyloject and the completion of a North American
partnership for either Dyloject or Ereska (intranasal ketamine). In general, the bonuses will be paid in 2010 following the determination of
whether we have achieved our corporate goals and an assessment of individual executive performance for the year. However, for Mr.
Driscoll and Dr. Carr, we have determined to grant to such executive officers, on May 1, 2009, and in lieu of such cash payment, deffered
stock units having a value equal to 50% of the target bonus for such executive officers for 2009. This grant is based upon the assumption
that we achieve one of our two corporate goals for 2009. If we do not achieve cither of these goals, the deffered stock units will be
cancelled.

Overall, we seck to set the targets for performance measures at levels that we believe are achievable with strong performance by our
executives and our company. Although we cannot always predict the different events that will impact our business duting an upcoming
year, we set our performance goals for the target amount of annual incentive cash bonuses at levels that we believe will be achieved by our
executives a majority of the time. Our maximum and threshold levels for these performance goals are determined in relation to our target
levels, are intended to provide for greater or lesser incentives in the event that performance is within a specified range above or below the
target level, and are correspondingly easier or more difficult to achieve. At the end of each year, the Compensation Committee evaluates
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the performance of each executive officer and provides its recommendation to the Board for the amount of the cash incentive bonus to
be paid to each such executive for that year, with the Board making the final determination as to the amount of the cash incentive bonus.

Long-term Equity Incentive Compensation

We believe that long-term company performance is best achieved through an ownership culture that encourages long-term
performance by our executive officers through the use of stock-based awards. We grant stock options in order to provide certain
executive officers with a competitive total compensation package and to reward them for their contribution to our long-term growth in
value and the long-term price performance of our common stock. Grants of stock options are designed to align the executive officer’s
interest with that of our stockholders.

Based on the early stage of our company’s development and the incentives we are trying to provide to our executives, we have chosen
to use stock options, which detive value exclusively from increases in stockholder value, as opposed to restricted stock or other forms of
equity awards. Our decisions regarding the amount and type of long-term equity incentive compensation and relative weighting of these
awards among total executive compensation have also been based on the market practices of our peer group of companies and our
negotiations with our executives in connection with their initial employment or promotion by us.

Stock option awards provide our executive officers with the right to purchase shares of our common stock at a fixed exercise price
typically for a period of up to ten years, subject to continued employment with our company. Stock options ate earned on the basis of
continued service to us and generally vest over three years, beginning with one-third vesting one year after the date of grant, then pro-rata
vesting annually thereafter. Such vesting is intended as an incentive to such executive officers to remain with us and to provide a
long-term incentive. Such options are generally exercisable, however, after termination of employment (other than termination for cause)
if vested. We do not require that any portion of the shares acquired be held until retirement, we do not have a policy prohibiting a director
or executive officer from hedging the economic risks of his ot her stock ownership and we do not have any minimum stock ownership
requirements for executive officers and directors. However, each of our executive officers has a significant number of exetcisable options.
Stock option awards are made pursuant to our 2005 Omnibus Stock Incentive Plan (the “2005 Plan”). See “Payments Upon Termination
or Change-in-Control” fot a discussion of the change-in-control provisions related to stock options. The exercise price of each stock
option granted under the 2005 Plan is based on the fair market value of our common stock on the grant date.

We grant annual awards under the 2005 Plan to our Named Executive Officers based on a number of factors, including: (1) the
grantee’s position with us; (ii) his or her performance and responsibilities; (iii) the extent to which he or she already holds an equity stake
with us; (iv) equity participation levels of comparable executives at our peer group of companies; and (v) the extent to which the corporate
and individual performance targets for any particular year have been achieved. Awards to executive officers are first reviewed and
approved by the Compensation Committee, which then makes a recommendation for final approval by our Board of Directors. Other
than grants to newly-hired employees, option grants are generally awarded in January of each year at the regularly scheduled meetings of
the Compensation Committee and the Board of Directors,

During 2008, we granted options to purchase up to 855,000 shares of common stock to Mr. Driscoll, options to purchase up to
140,000 shares of common stock to Dr. Carr, options to purchase up to 70,000 shares of common stock to Dr. Mermelstein, options to
purchase up to 60,000 shares of common stock to Mr. Tulipano and options to purchase up to 60,000 shares of common stock to Mr.
Bernstein. Of the options that we granted to Mr. Driscoll, 850,000 were granted in connection with his appointment as our Chief
Executive Officer on March 3, 2008. We also granted to Dr. Carr on May 28, 2008 performance-based options to purchase up to 100,000
shares of common stock, which will vest only upon the achievement of certain regulatory milestones relating to our product candidates
within certain time frames. If these milestones are not achieved within such time frames, these options will be forfeited.

On January 23, 2009, we granted options to purchase up to 255,500 shares of common stock to Mr. Driscoll, options to purchase up
to 95,900 shares of common stock to Dr. Carr, options to purchase up to 89,400 shares of common stock to Mr. Tulipano and options to
purchase up to 89,400 shates of common stock to Mr. Bernstein, which will vest in three equal annual installments beginning on January
23,2010. These option grants represent long-term equity incentive compensation based upon performance during 2008. Additionally, on
March 16, 2009 we granted options to purchase up to 127,750 shares of common stock to Mr. Driscoll, options to purchase up to 47,950
shares of common stock to Dr. Carr, options to purchase up to 44,700 shares of common stock to Mr. Tulipano and options to purchase
up to 44,700 shares of common stock to Mr. Bernstein. These performance-based options will vest in three equal annual installments
beginning on March 16, 2010; provided, however, these options will be forfeited if we do not achieve our corporate goals for 2009.
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Other Compensation

We maintain broad-based benefits that are provided to all employees, including health insarance, life and disability insurance, dental
insurance, an employee stock purchase plan and a 401 (k) plan. In certain circumstances, on a case-by-case basis, we have used cash signing
bonuses, which may have time-based forfeiture terms, when certain executives and senior non-executives have joined us. We do not
provide any special reimbursement for perquisites, such as country clubs, automobiles, corporate aircraft, living expenses or security
expenses, for our employees or for any executive officers.

Pension Benefits. We do not offer qualified or non-qualified defined benefit plans to our executive officers or employees. In the future,
we may adopt qualified or non-qualified defined benefit plans if we determine that doing so is in our best interests.

Nongualified Deferred Compensation. None of our Named Executive Officers participates in or has account balances in non-qualified
defined contribution plans or other deferred compensation plans maintained by us. To date, we have not had a significant reason to offer
such non-qualified defined contribution plans or other deferred compensation plans. In the future, we may elect to provide our executive
officers or other employees with non-qualified defined contribution or deferred compensation benefits if we determine that doing so is in
our best interests.

Severance and Change of Control Arrangements. As discussed more fully in the section below entitled “Employment Agreements,” certain
of our Named Executive Officers are entitled to certain benefits upon the termination of their tespective employment agreements. The
severance agreements are intended to mitigate some of the risk that our executive officers may bear in working for a developing company
such as ours.

Policies Regarding Tax Deductibility of Compensation. Within our performance-based compensation program, we aim to compensate our
Named Executive Officers in a manner that is tax-effective for us. Section 162(m) of the Internal Revenue Code of 1986, as amended (the
“Internal Revenue Code”), restricts the ability of publicly-held companies to take a federal income tax deduction for compensation paid
to certain of their executive officers to the extent that compensation exceeds $1.0 million per covered officer in any fiscal year. However,
this limitation does not apply to compensation that is performance-based. The non-performance-based compensation paid in cash to our
executive officers in the 2008 fiscal year did not exceed the $1.0 million limit per officer, and we do not anticipate that the
non-performance-based compensation to be paid in cash to our executive officers in 2009 will exceed that limit.

COMPENSATION COMMITTEE REPORT

The Compensation Committee has reviewed and discussed the Compensation Discussion and Analysis with management and based
on the review and discussions, the Compensation Committee recommended to the Board of Directors that the Compensation Discussion
and Analysis be included in this Proxy Statement and incorporated by reference into our Annual Report on Form 10-K.

THE COMPENSATION COMMITTERE
Douglas G. Watson, Chairman
Jackie M. Clegg
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Summary of Executive Compensation

The following table sets forth certain information concerning all cash and non-cash compensation awarded to, earned by or paid to
our Chief Executive Officer, our Chief Financial Officer, and our three other most highly compensated executive officers (the “Named
Executive Officers”), during each of the three fiscal years ended December 31, 2008:

Change in
Pension
Value and
Nonqualified
Non-Equity Deferred
Stock Option Incentive Plan Compensation All Other
Name and Principal Bonus Awards Awards Compensation Earnings Compensation Total
Position Year Salary (5) ® ® O10) ®6) ® ®) ®

Martin J.

Driscoll,

Chief Executive

Officer (1) 2008 $ 375,000 — — $ 422,827 $ 90,000 — $ 11,750 $ 899,577

Daniel B. Carr,

M.D,, President,

Chief Medical

Officerand Vice 2008 $ 450,000 — — $ 311,988  $ 90,000 — — $ 851,988

Chairman of the 2007 403,728 — — 725,186 275,000 — — 1,403,914

Board (2) 2006 350,000 — — 688,602 180,000 — — 1,218,602

Stephen J.

Tulipano, Chief 2008  § 231,968 — — $ 157140 % 30,620 — — $ 419,728

Financial Officer 2007 204,000 — — 156,615 76,588 — — 437,203

and Secretary (7) 2006 133,333 — — 74,751 64,125 — — 272,209

David B.

Bernstein,

Secretary, General 2008 § 236,407 — — $ 189652 % 8,500 — — $ 434,559

Counsel and Chief 2007 214,725 — — 148,334 75,157 — — 438,216

IP Counsel (6) 2006 153,125 — — 76,343 45,300 — - 274,768

Fred H. 2008 $ 170,767 — — $ 215,428 $ 25,000 — — $ 411,195

Mermelstein, 2007 234,840 — — 198,398 120,883 — — 554,121

President (3) 2006 228,000 — — 206,041 90,706 — — 524,747

(1) Mr. Driscoll became our Chief Executive Officer on March 3, 2008. He is entitled to an annual base salary of $450,000 according to his
Employment Agreement, and received a pro-rated portion of $375,000 in that capacity for the period March 3 through December 31,
2008. Mt. Driscoll also received $11,750 in fees for serving as a member of our Board of Directors from January 1, 2008 until his
appointment as our Chief Executive Officer, which amount is reflected in the “All Other Compensation” column in the table above. He
was also granted options to purchase up to 5,000 shares of common stock on January 9, 2008 in connection with his service as a member
of our Board of Directors. The dollar amount recognized for financial statement reporting purposes for the fiscal year ended December 31,
2008 computed in accordance with SFAS 123R ($53,900) 1s included in the “Option Awards” column in the table above.

) Dr. Catr served as our Chief Executive Officer until March 3, 2008, as Vice Chairman of the Board of Directors beginning on March 3,
2008, as President beginning on June 1, 2008, and as Chief Medical Officer for the entire year.

3 Dr. Mermelstein served as our President until his resignation effective June 1, 2008, during which time he earned a base salary of $97,850.
Following his resignation, Dr. Mermelstein remained with us in the position of Executive Director, in which capacity he worked
approximately two to three days a week and earned a base salary of $72,917 (representing a pro-rata portion of his annual base salary of
$125,000 as Executive Director).

“4) Reflects the dollar amount recognized for financial statement reporting purposes for the fiscal years ended December 31, 2008, December
31, 2007 and December 31, 2006 computed in accordance with SFAS 123R, and thus may include amounts from awards granted in current
and prior fiscal years. A discussion of the methods used to calculate these values may be found in footnote 12, which is in Part 11, Item 8
of our Annual Report on Form 10-K for the fiscal year ended December 31, 2008.

(5) The amounts listed in the Non-Equity Incentive Plan Compensation column for 2008, 2007 and 2006 include cash incentive bonuses
accrued duting such fiscal years and paid during the first quarter of each of the following fiscal years following approval of our Board of
Directors.

(6) Mr. Bernstein’s tenure as an officer of our company expired by its terms on April 10, 2009.

(7) Mr. Tulipano became our Secretary on Aprit 29, 2009.
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Grants of Plan-based Awards

The following table sets forth certain information with respect to grants of plan-based awards during the year ended December 31,
2008 to the Named Executive Officers.

All
Other All
Stock Other Grant
Awards: Option Date
Number Awards: Exercise Fair
Estimated Future Payouts of Number or Value
Under Shares of Base of Stock
Non-Equity Incentive Plan Estimated Future Payouts Under of Securities Price of and
Awards Equity Incentive Plan Awards Stock or Underlying Option Option
Grant Threshold  Target Maximum Threshold Target Maximum Units Options Awards Awards
Name Date ® ® ®) @ @& 3) ) (&) (3 /Sh)(2) ®G)
Martin J. Driscoll 3/3/08 — — — 850,000 — — — $ 286 % 1,487,500
1/9/08 — — — 5,000 — — — $ 353 % 11,600
Daniel B. Carr,
M.D. 5/28/08 — — —_— 100,000 — — — $ 3118 192,000
1/9/08 — — — 140,000 — — — $ 353 9 324,800
Stephen J. .
Tulipano 1/9/08 — —_ — 60,000 — — — 3 353 % 139,200
David B.
Bernstein 1/9/08 — — — 60,000 — — — ) 353 % 139,200
Fred H.
Mermelstein 1/9/08 — — — 70,000 — — — 3 353 % 162,400
(1) The options vest in three equal annual installments, beginning on the first anniversary of the grant date, except for (i) the options granted
on January 9, 2008 to Mr. Driscoll in connection with his setvice as a member of our Board of Directors, all of which vest on the first
anniversary of the grant date, and (i) the performance-based options granted on May 28, 2008 to Dr. Carr, which will vest only if certain
performance conditions are met. All of the options granted to Mr. Bernstein will expire on July 10, 2009 as a result of his separation from
our company.
2 The exercise price for all options is equal to the closing market price of our common stock on the date of grant.
3) Amounts listed in this column represent the aggregate grant date fair value computed in accordance with SFAS No. 123R. Assumptions

made for purposes of computing the aggregate grant date fair value are discussed in footnote 12, which is in Part II, Item 8 of our Annual
Report on Form 10-K for the fiscal year ended December 31, 2008. We caution that the amount ultimately realized from the option awards
will likely vary based on a number of factors, including our actual operating performance, stock price fluctuations, and the timing of
exercises and sales.

Discussion of Summary Compensation and Grants of Plan-based Awards Tables

Our executive compensation policies and practices, pursuant to which the compensation set forth in the Summary Compensation
Table and the Grants of Plan Based Awards Table was paid or awarded, are described above under “Compensation Discussion and
Analysis.” A summary of certain material terms of our compensation plans and arrangements is set forth below.

Employment Agreements
Martin J. Driscoll

On June 4, 2008, we entered into an employment agreement, effective as of March 3, 2008, with Martin ]. Driscoll, pursuant to which
Mr. Driscoll serves as our Chief Executive Officer. The employment agreement is for a term of three years, and automatically renews for
successive one-year periods after March 3, 2011, unless it is earlier terminated or either party elects not to renew the agreement by giving
six months’ prior notice. Pursuant to the agreement, Mr. Driscoll shall receive an annual base salary of $450,000, plus a tatget cash bonus
equal to 50% of base salary, with the potential to be awarded up to 100% of base salary, if certain performance targets are met. Mr.
Driscoll will also be entitled to receive an annual option to purchase shares of Common Stock, based on the attainment of certain
performance targets that are established annually by mutual agreement of the Board of Directors and Mr. Driscoll, which options shall
vest in three equal annual installments commencing upon the first anniversary of the date of any such grant. In addition, upon the
commencement of his employment with our company, Mr. Driscoll was granted options to purchase up to 850,000 shares of Common
Stock at an exercise price of $2.86 per share, vesting in three equal installments commencing upon the first anniversary of the agreement.

Page 16



See “Payments Upon Termination or Change-in-Control” below for a discussion of payments due to Mr. Driscoll upon the termination
of his employment or a change-in-control of our company.

Dr. Daniel B. Carr

We entered into an Employment Agreement with Dr. Daniel B. Carr dated as of July 7, 2007, as amended by that certain letter
agreement dated June 5, 2008, pursuant to which he currently serves as our President and Chief Medical Officer. The employment
agreement is for a term of three years, unless eatlier terminated. Dr. Carr is receiving an initial annual base salary of 450,000, plus a target
cash bonus equal to 50% of base salary, with the potential to be awarded up to 100% of base salary, if certain performance targets are met.
Dr. Carr will also be entitled to receive an annual option to purchase shares of Common Stock, based on the attainment of certain
performance targets that are established annually by mutual agreement of the Board of Directors and Dr. Carr. See “Payments Upon
Termination or Change-in-Control” below for a discussion of payments due to Dr. Carr upon the termination of his employment or a
change-in-control of our company.

Stephen J. Tulipano

Effective as of May 1, 2006, Stephen J. Tulipano became our Chief Financial Officer pursuant to an Employment Agreement, dated
as of April 8, 2006. Under the agreement, Mr. Tulipano was initially entitled to an annual base salary of $200,000 and a discretionary
performance-based bonus in the range of up to 49% of his base salary with a target bonus of 30% as determined in our sole discretion. As
a hiring bonus, we granted to Mr. Tulipano options to purchase 150,000 shares of common stock at an exercise price of $3.70 per share,
vesting in three equal annual installments commencing upon the first anniversary of the grant. The two-year term of Mr. Tulipano’s
Employment Agreement expired in April 2008; however, he continues to serve as our Chief Financial Officer.

David B. Bernstein

Effective as of April 10, 2006, David Bernstein became our Secretary, General Counsel and Chief IP Counsel pursuant to a Term
Sheet. The Term Sheet provides for a three year term of employment, at an initial annual base salary of $210,000, with an annual
performance bonus of up to 30% of base salary in cash. Upon hiring, Mr. Bernstein was granted options to purchase up to 150,000 shares
of Common Stock at an exercise price of $3.50 per share, vesting in three equal installments commencing on the first anniversary of the
grant. Mr. Bernstein’s tenure as an officer of our company expired by its terms on April 10, 2009, as a result of which Mr. Bernstein is
entitled to receive three months of base salary in the aggregate amount of approximately $59,100 payable in accordance with our normal
pay practices, and three months of insurance benefits having an aggregate value of approximately §$3,800.

Additional discussion of the amounts listed in the Summary Compensation Table and an explanation of the amount of salary and
incentive bonus paid to our Named Executive Officers in 2008 in proportion to total compensation can be found in the Compensation
Discussion and Analysis in this proxy statement.
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Outstanding Equity Awards

The following table sets forth certain information with respect to outstanding equity awards held by our Named Executive Officers at December
31, 2008.

Option Awards (1) Stock Awards
Equity
Equity Incentive
Incentive Plan
Plan Awards;
Awards: Market or
Equity Market Number Payout
Incentive Number Value of Value of
Plan of of Unearned Unearned
Awards: Shares Shares Shares, Shares,
Number of Number of Number of ot Units or Units Units or Units or
Securities Securities Securities of Stock of Stock Other Other
Underlying Underlying Underlying That That Rights Rights
Unexercised Unexetcised Unexercised Option Have Have That That
Options Options Unearned Exercise Option Not Not Have Not Have Not
# #) Options Price Expiration Vested Vested Vested Vested
Name Exercisable Unexercisable # %) Date (#) (9) (€3] %)
Martin J. Driscoll 50,000 — — $ 345 6/13/16 — —_ — —
16,604 25,000 — $ 4.98 1/3/17 — — — —
— 5,000 — $ 3.53 1/9/18 — — — —
—_ 850,000 — $ 2.86 3/3/18 — — — —
Daniel B. Carr,
M.D. 916,570 — — $ 1.96 9/7/14 — — — —
12,500 — — $ 2.70 4/12/15 — — — —
83,333 41,667 — $ 4.05 3/8/16 — —_— — —
31,667 63,333 — $ 4.98 1/3/17 — — — —
— 140,000 — $ 3.53 1/9/18 — — — —
— — 100,000 $ 3.11 5/28/18 — — — —
Stephen J. Tulipano 100,000 50,000 — $ 3.70 5/1/16 —_— — —_ —
15,000 30,000 — $ 4.98 1/3/17 — — — —
— 60,000 — $ 3.53 1/9/18 — — — —
Fred H.
Mermelstein,
Ph.D. 103,485 — — $ 3.87 11/14/10 — — — —
51,742 — — $ 5.36 2/24/12 — — — —
50,921 — — $ 3.87 9/18/12 — — — —
254,603 B — $ 1.50 8/22/13 — — — —
127,301 — — $ 1.96 12/15/13 — — — —
125,000 — — $ 2.70 4/12/15 — — — —
75,000 — — $ 2.70 4/12/15 — — — —
50,000 25,000 — $ 4.05 3/8/16 — — — —
23,334 46,666 — $ 4.98 1/3/17 — — — —
— 70,000 — $ 353 1/9/18 — — — —
David B.
Bernstein(2) 100,000 50,000 — $ 3.50 7/10/09 — — — —
14,434 28,866 — $ 4.98 7/10/09 — — — e
— 60,000 — $ 3.53 7/10/09 — — — —
ey All outstanding option awards that were not fully vested as of December 31, 2008 vest in three equal annual installments, beginning on the
first anniversary of the date of grant, except for: (i) the unvested options to purchase up to 25,000 shares of common stock at an exercise
price of $4.98 per share and the unvested options to purchase up to 5,000 shares of common stock at an exercise price of $3.53 per share
that were granted to Mr. Driscoll priot to becoming the Chief Executive Officer on March 3, 2008, which options vested on January 3,
2009 and January 9, 2009, respectively; and (ii) the unvested performance-based options to purchase up to 100,000 shares of common
stock at an exercise price of $3.11 per share that were granted to Dr. Carr, which will only vest upon the achievement of certain
performance milestones. If these performance milestones are not achieved, Dr. Carr’s options will be forfeited.
2 All of the unvested stock options granted to Mr. Bernstein expired on April 10, 2009 in connection with his separation from our company.

All of the options that were exercisable as of such date shall remain exercisable until July 10, 2009.
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Options Exercised and Stock Vested
None of our Named Executive Officers exercised any stock options during the 2008 fiscal year.
Option Repricings

We have not engaged in any option repricings or other modifications to any of our outstanding equity awards to our Named
Executive Officers during the 2008 fiscal year.

Pension Benefits

None of our Named Executive Officers or former executive officers are covered by a pension plan or other similar benefit plan that
provides for payments or other benefits at, following, or in connection with retirement.

Nongqualified Deferred Compensation

None of our Named Executive Officers or former executive officers are covered by a defined contribution or other plan that
provides for the deferral of compensation on a basis that is not tax-qualified.

Payments upon Termination or Change-in-control
Martin J. Driscoll

Death or Disability. Pursuant to his employment agreement, if Mr. Driscoll’s employment is terminated as a result of his death or
disability, Mr. Driscoll or his estate, as applicable, would receive his base salary and any accrued but unpaid bonus (calculated at the target
rate) and expense reimbursement amounts through the date on which his death or disability occurs. All stock options that are scheduled
to vest by the end of the calendar year in which such termination occurs would be accelerated and become vested as of the date of his
disability or death, and all stock options that have not vested (or been deemed to have vested) as of the date of his disability or death shall
be deemed to have expired as of such date.

Canse. 1f Mr. Driscoll’s employment is terminated for cause, he would be entitled to his base salary and expense reimbursement
through the date of termination, and he shall have no further entitlement to any other compensation or benefits. All stock options that
have not vested as of the date of termination shall be deemed to have expired as of such date and any stock options that have vested as of
the date of Mr. Driscoll’s termination for cause would remain exercisable for a period of 90 days following the date of such termination.

Change of Control. If Mr. Driscoll’s employment is terminated upon the occurrence of a change of control or within six (6) months
theteafter, we would be obligated to: (i) continue to pay his base salary for a period of the greater of twelve (12) months following such
termination ot the remainder of the then-current employment term; (i) pay 100% of his annual performance cash bonus for the year in
which the termination occurs; (iii) pay expense reimbursement amounts through the date of termination; and (iv) continue to provide or
make available to Mr. Driscoll certain employee benefits for a period of twelve (12) months from the date of termination. Also, all stock
options that have not vested as of the date of such termination would be accelerated and deemed to have vested as of such termination
date. Assuming that the change of control occurred on December 31, 2008, we would have paid to Mr. Driscoll $450,000 of base salary
and $225,000 of accrued and unpaid bonus. The value of his accelerated options pursuant to SFAS 123R would have been $1,078,075,
and he would have been entitled to an aggregate amount of approximately $24,000 in continuing employee benefits.

Without Canse or for Good Reason. 1f Mr. Driscoll’s employment is terminated without cause, or by Mr. Driscoll for good reason, then we
would be obligated to: (i) continue to pay his base salary for a period of the greater of twelve (12) months following such termination or
until March 2, 2010; (ii) pay 100% of his target performance cash bonus or other bonus he would have earned had he been employed for
twelve (12) months from the date upon which such termination occurs; (iii) pay any expense reimbursement amounts owed through the
date of termination; and (iv) continue to provide or make available to Mr. Driscoll certain employee benefits for a petiod of twelve (12)
months from the date of termination. All stock options that have not vested as of the date of such termination would be accelerated and
deemed to have vested as of such termination date and shall remain exercisable for a period as outlined in our omnibus stock option
program. Assuming that the termination occurred on December 31, 2008, we would have paid to Mr. Driscoll $525,000 of base salary and
$225,000 of accrued and unpaid bonus. The value of his accelerated options pursuant to SFAS 123R would have been $1,075,075, and he
would have been entitled to an aggregate amount of approximately $24,000 in continuing employee benefits.

Employee Covenants. In his employment agreement, Mr. Driscoll agreed to keep confidential and not disclose any confidential or
proprietary information owned by, or received by or on behalf of, us ot any of our affiliates, during the term of the agreement or at any
time thereafter. He also agreed to return such confidential and proprietary information to us immediately in the event of any termination
of employment.
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M. Driscoll also agreed, during the term of the agreement and for a period of nine (9) months thereafter, to not in any manner enter
into or engage in any business that is directly competitive with our business anywhere in the world, with limited exceptions. This
non-competition covenant is not applicable if Mr. Driscoll is terminated by us without cause, if he terminates the agreement for good
reason, or if he is terminated at the time of or within six (6) months after a change of control.

Moreover, Mr. Driscoll agreed, during the term of the agreement and for a period of twelve (12) months thereafter, to not, directly or
indirectly, without our prior written consent: (i) solicit or induce any employee of us or any of our affiliates to leave such employ; or hire
for any purpose any employee of us or any affiliate or any employee who has voluntarily left such employment within one year of the
termination of such employee’s employment with us or any such affiliate or at any time in violation of such employee’s non-competition
agreement with us or any such affiliate; (if) solicit or accept employment or be retained by any person who, at any time during the term of
the agreement, was an agent, client or customer of us or any of our affiliates where his position will be related to our business or the
business of any such affiliate; or (iii) solicit or accept the business of any agent, client or customer of us or any of our affiliates with respect
to products or services that compete directly with the products or services provided or supplied by us or any of our affiliates. This
non-competition covenant is not applicable if Mr. Driscoll is terminated by us without cause, if he terminates the agreement for good
reason, or if he is terminated at the time of or within six (6) months after a change of control.

Daniel B. Carr, M.D.

Death or Disability. Pursuant to his employment agreement, if Dr. Cart’s employment is terminated as a result of his death or disability,
Dr. Carr or Dr. Carr’s estate, as applicable, would receive his base salary and any accrued but unpaid bonus and expense reimbursement
amounts through the date on which his death or disability occurs. All stock options that are scheduled to vest by the end of the calendar
year in which such termination occurs would be accelerated and become vested as of the date of his disability or death, and all stock
options that have not vested (or been deemed to have vested) as of the date of his disability or death shall be deemed to have expired as
of such date.

Canse. 1f Dr. Carr’s employment is terminated for cause, he would be entitled to his base salary and expense reimbursement through
the date of termination, and he shall have no further entitlement to any other compensation or benefits. All stock options that have not
vested as of the date of termination shall be deemed to have expired as of such date and any stock options that have vested as of the date
of Dr. Cart’s termination for cause would remain exercisable for a period of 90 days following the date of such termination.

Change of Control. 1f Dr. Carr’s employment is terminated upon the occurrence of a change of control or within six (6) months
thereafter, we would be obligated to: (i) continue to pay his salary for a period of six (6) months following such termination; (if) pay any
accrued and unpaid bonus; and (iii) pay expense reimbursement amounts through the date of termination. Also, all stock options that
have not vested as of the date of such termination would be accelerated and deemed to have vested as of such termination date. Assuming
that the change of control occurred on December 31, 2008, we would have paid to Dr. Carr $225,000 of base salary and $90,000 of
accrued and unpaid bonus. The value of his accelerated options pursuant to SFAS 123R would have been $347,170.

Without Canse or for Good Reason. 1f Dr. Carr’s employment is terminated without cause, or by Dr. Carr for good reason, then we would
be obligated to: (i) continue to pay his base salary for a period of twelve (12) months from the date of such termination; (i) pay the bonus
he would have earned had he been employed for six (6) months from the date on which such termination occurs; and (iif) pay any expense
reimbursement amounts owed through the date of termination. All stock options that are scheduled to vest in the contract year of the date
of such termination shall be accelerated and deemed to have vested as of the termination date. All stock options that have not vested (or
deemed to have vested) shall be deemed expired, null and void. Any stock options that have vested as of the date of Dr. Carr’s termination
shall remain exercisable for a period as outlined in our omnibus stock option program. Assuming that the termination occurred on
December 31, 2008, we would have paid to Dr. Carr $450,000 of base salary and $112,500 of accrued and unpaid bonus. The value of his
accelerated options pursuant to SFAS 123R would have been $24.870.

Employee Covenants. In his employment agreement, Dr. Carr agreed to keep confidential and not disclose any confidential or
proprietary information owned by, or received by or on behalf of, us or any of our affiliates, during the term of the agreement or at any
time thereafter. He also agreed to return such confidential and proprietary information to us immediately in the event of any termination
of employment.

Dr. Carr also agreed, during the term of the agreement and for a period of nine (9) months thereafter, to not in any manner enter into
or engage in any business that is directly competitive with our business anywhere in the world, with limited exceptions. This
non-competition covenant is not applicable if Dr. Carr is terminated by us without cause, if he terminates the agreement for good reason,
or if he is terminated at the time of or within six (6) months after a change of control.

Moteover, Dr. Carr agreed, during the term of the agreement and for a period of twelve (12) months thereafter, to not, directly or
indirectly, without our prior written consent: (i) solicit or induce any employee of us or any of our affiliates to leave such employ; or hire
for any purpose any employee of us or any affiliate or any employee who has left such employment within one year of the termination of
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such employee’s employment with us or any such affiliate or at any time in violation of such employee’s non-competition agreement with
us or any such affiliate; (ii) solicit or accept employment ot be retained by any person who, at any time during the term of the agreement,
was an agent, client or customer of us or any of our affiliates where his position will be related to our business ot the business of any such
affiliate; or (iii) solicit or accept the business of any agent, client or customer of us or any of our affiliates with respect to products or
services that compete directly with the products or services provided or supplied by us or any of our affiliates. This non-competition
covenant is not applicable if Dr. Carr is terminated by us without cause, if he terminates the agreement for good reason, or if he is
terminated at the time of or within six (6) months after a change of control.

2005 Omnibus Stock Incentive Plan

Corporate Transactions. Pursuant to the 2005 Plan, in the event that we approve a plan of complete liquidation or dissolution of our
company, all options will terminate immediately prior to the consummation of such liquidation or dissolution. In the event that we
approve an agreement for the sale of all or substantially all of our assets or a merger, consolidation of similar transaction in which we will
not be the surviving entity or will survive as a wholly-owned subsidiary of another entity (each, a “Cotporate Transaction”), the option
shall be assumed or an equivalent option shall be substituted by such successor entity or a parent ot subsidiary of such successor entity,
unless the Board of Directors determines, in its sole discretion and in lieu of such assumption or substitution, to take one of the following
two options: (i) fifteen (15) days prior to the scheduled consummation of such Cotporate Transaction, all options shall become
immediately vested and exercisable and shall remain exercisable for a period of fifteen (15) days, or (ii) cancel any outstanding options and
pay or deliver, or cause to be paid or delivered, to the holder thereof an amount in cash or securities having a value (as determined by the
Board in its sole, good faith discretion) equal to the product of the number of shares subject to the option multiplied by the amount, if
any, by which (A) the formula or fixed price per share paid to holders of shares pursuant to such Corporate Transaction exceeds (B) the
option price applicable to such shares. With respect to establishment of an exercise window, (i) any exercise of an option during such
fifteen-day period shall be conditioned upon the consummation of the contemplated Cotporate Transaction and shall be effective only
immediately before the consummation of such Corporate Transaction and (i) upon consummation of such Corporate Transaction, the
2005 Plan and all outstanding but unexercised options shall terminate.

Termination of Employment. If a grantee’s employment or service is terminated for cause, any unexercised option shall terminate
effective immediately upon such termination of employment or service. Except as otherwise provided by the Committee in the award
agreement, if a grantee’s employment or service terminates on account of death, then any unexercised option, to the extent exercisable on
the date of such termination of employment or service, may be exercised, in whole or in part, within the first twelve (12) months after
such termination of employment or service (but only during the option term) by (A) his or her personal representative or by the person to
whom the option is transfetred by will or the applicable laws of descent and distribution, (B) the grantee’s designated beneficiary, or (C)
a permitted transferec; and, to the extent that any such option was not exercisable on the date of such termination of employment or
service, it will immediately terminate.

Except as otherwise provided by the Committee in the award agreement, if a grantee’s employment or service terminates on account
of disability, then any unexercised option, to the extent exercisable on the date of such termination of employment, may be exercised in
whole or in part, within the first twelve (12) months after such termination of employment or service (but only during the option term) by
the grantee, or by (A) his or her personal representative ot by the person to whom the option is transferred by will or the applicable laws
of descent and distribution, (B) the grantee’s designated beneficiary or (C) a permitted transferee; and, to the extent that any such option
was not exercisable on the date of such termination of employment, it will immediately terminate.

The degree, if any, to which any awards shall vest upon a change of control or a termination of employment or service in connection
with a change of control shall be specified by the Committee in the applicable award agreement.

Except as otherwise provided by the Committee in the award agreement, if a grantee’s employment or service terminates for any
reason other than for cause, death, disability or pursuant to a change of control, then any unexercised option, to the extent exercisable
immediately before the grantee’s termination of employment or service, may be exercised in whole or in part, not later than three (3)
months after such termination of employment or service (but only during the option term); and, to the extent that any such option was
not exercisable on the date of such termination of employment or setvice, it will immediately terminate.
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Director Compensation

The following table provides summary compensation information for each non-employee director for the fiscal year ending
December 31, 2008:

Change
in pension
value and
Fees nonqualified
carned or Non-equity deferred
paid in Stock incentive plan compensation All other
cash Awards Option Awards compensation carnings Compensation Total
Name ©) ® ) ® ©) &) )
Douglas G. Watson(1) $ 33,000 — $ 170,023 — — — $ 203,023
Jackie M. Clegg $ 32,000 — $ 109,587 — — — § 141,587
Georg Nebgen $ 21,000 — $ 38,182 — — — § 59,182
Neil W. Flanzraich $ 19,500 — $ 92,706 — e — $ 112,206
Peter D. Kiernan, TI1 § 22,000 - g 77,160 — — — $ 99,610
(1) As of December 31, 2008, each director had the following number of options outstanding: Mr. Watson — 306,565; Ms. Clegg — 205,921;
Mr. Nebgen — 76,644; Mr. Flanzraich — 136,604; and Mr. Kiernan — 50,000.
2) Reflects the dollar amount recognized for financial statermnent reporting purposes for the fiscal year ended December 31, 2008 computed in

accordance with SFAS 123R, and thus may include amounts from awards granted in and prior to 2008. A discussion of the methods used
to calculate these values may be found in footnote 12, Part II, Item 8 of our Annual Report on Form 10-K for the fiscal year ended
December 31, 2008.

(3) The grant date fair value of the option awards computed in accordance with SFAS 123R for each outside director is: (i) $2.32 for the
options granted to Mr. Watson and Ms. Clegg; (ii) $2.00 for the options granted to Mr. Kiernan,; (iii) $2.32 for the 5,000 options granted to
M. Flanzraich on January 9, 2008; and (iv) $1.86 for the 40,000 options granted to Mr. Flanzraich on June 2, 2008.

Dr. Daniel B. Carr, who served as our Chief Executive Officer until March 3, 2008, as our President starting on June 1, 2008 and our
Chiet Medical Officer for the entire 2008 fiscal year, and Fred H. Mermelstein, Ph.D., who served as our President until June 1, 2008,
have not been included in the Director Compensation Table because each is a Named Executive Officer and does not receive any
additional compensation for services provided as a director. Martin J. Driscoll, who served as a member of our Board of Directors prior
to becoming our Chief Executive Officer on March 3, 2008, is also not included in the Director Compensaton Table. As noted in
footnote (1) to the Summary Compensation Table, we paid Mr. Driscoll $11,750 in fees for serving as a director during the period ending
on March 3, 2008, and we granted to him options to purchase up to 5,000 shares of common stock. Mr. Driscoll did not receive any
additional compensation for services provided as a director following his election as Chief Executive Officer.

Compensation Policy through April 30, 2009

Effective through April 30, 2009, our policy was to compensate the non-employee members of our Board of Directors for serving as
a Board member up to $2,500 per meeting for each meeting attended in person ($1,000 for each meeting attended telephonically) and
through the grant of stock options on an annual basis. We also compensated non-employee directors for serving as committee members
up to $1,250 for each committee meeting attended in person and $500 for each committee meeting attended telephonically.

Effective from March 2006 until April 30, 2009, our option policy was an Initial Option Award of options to purchase up to 50,000
shares of Common Stock to each non-employee director upon becoming a director vesting after one year. We also granted to our
non-employee directors in the first quarter of the 2006 fiscal year a Basic Option Award of options to purchase up to 75,000 shares of
Common Stock, which options vest one-third a year beginning one year after the grant date, and which cover service during the
2005-2007 fiscal years. Any non-employee director who was appointed following the grant of the Basic Option Award was eligible for a
pro-rated option award in the first quarter of the fiscal year following such non-employee director’s appointment.

We also granted to our Chairman of the Board of Directors on an annual basis options to purchase up to 20,000 shares of Common
Stock, to each committee member on an annual basis options to purchase up to 5,000 shares of Common Stock, to the chair of the Audit
Committee on an annual basis options to purchase up to an additional 10,000 shares of Common Stock, and to the chair of the
Compensation Committee and the Corporate Governance and Nominating Committee on an annual basis options to purchase up to an
additional 5,000 shares of Common Stock. These options would vest one year following the grant date, and have a term of ten years. The
exercise price for all options granted to our directors is the fair market value on the grant date. .
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Compensation Policy beginning May 1, 2009

Effective May 1, 2009, we will compensate the non-employee membets of our Board of Directors for serving as a Board member up
to $2,000 per meeting for each Board meeting attended in person ($800 for each meeting attended telephonically) and up to $1,000 per
mecting for each committee meeting attended in person ($400 for each meeting attended telephonically). We will also grant to each
non-employee director optons to purchase up to 24,000 shares of Common Stock for all Board services rendered during 2009. These
options would have a term of ten years, would have an exercise price equal to the fair market value on the grant date, and would vest on
December 31, 2009.

General

If a non-employee director shall depart from the Board of directors as a result of death or disability, all unvested options shall be
accelerated to vest fully on the departure date, and be exercisable for a period of eighteen (18) months from the date of departure from the
Board of Directors.

If 2 non-employee director shall depart from the Boatd of Directors voluntarily, options granted in the Initial Option Award shall be
accelerated to be fully vested (if they are not already fully vested), all options granted for committee service shall be accelerated to be fully
vested on a prorated basis for years actually setved, and the vested options shall be exercisable for a period of eighteen (18) months from
the date of resignation from the Board.

If a non-employee Director shall depart from the Board of Directors for cause, there shall be no acceleration of unvested options,
and all unvested options shall terminate immediately upon the departure date. Vested options shall be exercisable for twelve (12) months.

Compensation Committee Interlocks and Insider Participation
The members of the Compensation Committee during fiscal 2008 were Mr. Watson and Ms. Clegg. During fiscal 2008:

e none of the members of the Compensation Committee was an officer (or former officer) or employee of our company or
any of its subsidiaries;

¢ none of the members of the Compensation Committee had a direct or indirect material interest in any transaction in
which we were a participant and the amount involved exceeded $120,000;

» none of our executive officers served on the compensation committee (or another board committee with similar
functions of, if none, the entire board of directors) of another entity where one of that entity’s executive officers served on
our Compensation Committee;

e none of our executive officers was a director of another entity where one of that entity’s executive officers served on our
Compensation Committee; and

e none of our executive officers served on the compensation committee (or another board committee with similar
functions or, if none, the entire board of directors) of another entity where one of that entity’s executive officers served as
a director on our Board of Directors, other than Fred H. Mermelstein, who served as the Chairman of the Boatd of Pear
Tree Pharmaceuticals, Inc., a private company for which Martin J. Driscoll, a member of our Board of Directors since
June 2006 and our Chief Executive Officer since March 3, 2008, served as Chief Executive Officer until March 2008.
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PROPOSAL 2
RATIFICATION OF APPOINTMENT OF
INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

McGladrey & Pullen, LLP (“McGladrey”) served as our independent registered public accounting firm for the year ended December
31, 2008, and has been appointed by the Audit Committee of the Board of Directors to continue as our independent registered public
accounting firm for the fiscal year ending December 31, 2009. In the event that ratification of this appointment of independent registered
public accounting firm is not approved by the affirmative vote of a majority of votes cast on the matter, then the appointment of our
independent registered public accounting firm will be reconsidered by the Audit Committee. Representatives of McGladrey are expected
to be present at the Meeting to respond to appropriate questions and will be given the opportunity to make a statement if they desire to
do so.

Your ratification of the appointment of McGladrey as our independent registered public accounting firm for the fiscal year ending
December 31, 2009 does not preclude the Audit Committee from terminating its engagement of McGladrey and retaining a new
independent registered public accounting firm, if it determines that such an action would be in our best interest.

For each of the two fiscal years ended December 31, 2008, the total fees billed to us by McGladrey and PricewaterhouseCoopers LLP
(PwC”), our independent registered public accounting firm until October 6, 2006, for services they rendered to us were as set forth below.
A portion of the audit fees for 2008 and 2007 were paid in 2009 and 2008, respectively.

Abwndit Fees. The aggregate fees billed for professional services rendered in connection with: (i) the audit of our annual financial
statements; (ii) the review of the financial statements included in our Quarterly Reports on Form 10-Q for the quarters ended March 31,
June 30 and September 30; (iii) consents and comfort letters issued in connection with equity offerings; and (iv) services provided in
connection with statutory and regulatory filings or engagements were $343,843 for the fiscal year ended December 31, 2008 (of which
$315,843 was billed by McGladrey and $28,000 was billed by PwC), and $354,487 for the fiscal year ended December 31, 2007 (of which
$271,987 was billed by McGladrey and $82,500 was billed by PwC).

Andis-Related Fees. We did not incur any audit-related fees for the fiscal years ended December 31, 2008 and December 31, 2007.

Tax Fees. Tax fees in the aggregate amount of $5,682 were billed to us by McGladrey for setvices rendered to us related to our UK tax
compliance, of which $2,782 related to the fiscal year during ended December 31, 2007 and $2,900 related to the fiscal yeat ended
December 31, 2008. Tax fees of $10,000 were billed to us by McGladrey for setvices rendered to us related to technical analysis of
research and development tax ctedits during the fiscal year ended December 31, 2007.

Al Other Fees. We did not incur any other fees for the fiscal years ended December 31, 2008 and December 31, 2007.
Pre-Approval Policies and Procedures

Rules adopted by the SEC in order to implement the requitements of the Sarbanes-Oxley Act of 2002 require public company audit
committees to pre-approve audit and non-audit services. The Audit Committee has pre-approved the provision of audit and non-audit
services by each independent registered public accounting firm for 2008 in accordance with its pre-approval policy. The pre-approval
policy requires management to submit annually for approval to the Audit Committee a plan describing the scope of work and anticipated
cost associated with each category of service. At each regular Audit Committee meeting, management reports on services performed by
our independent registered public accounting firm and the fees paid or accrued through the end of the quarter preceding the meeting are
discussed with management and representatives of our independent registered public accounting firm.

We have considered and determined that the provision of the non-audit services provided by our independent registered public
accounting firms is compatible with maintaining each such firm’s independence.

Vote Required and Boatd of Directors’ Recommendation

Assuming a quorum is present, the affirmative vote of a majority of the shares present at the Meeting and entitled to vote, either in
person or by proxy, is required for approval of Proposal No. 2. For purposes of the ratification of our independent registered public
accounting firm, abstentions will have the same effect as a vote against this proposal and broker non-votes will have no effect on the
result of the vote.

THE BOARD OF DIRECTORS UNANIMOUSLY RECOMMENDS THAT YOU VOTE
FOR PROPOSAL NO. 2.
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PROPOSAL 3
AMENDMENT OF 2005 OMNIBUS STOCK INCENTIVE PLAN

Overview

The Board of Directors has unanimously adopted, subject to stockholder approval at the Meeting, an amendment to the 2005
Omnibus Stock Incentive Plan (the “2005 Incentive Plan”) to increase the number of shares of Common Stock authorized for issuance
thereunder from 10,000,000 to 11,000,000 shares. The amendment is considered necessary and in the best interests of our company and
its long-term strategic growth to permit us to continue to attract, retain and motivate officers, employees, non-employee directors and
consultants.

Purposes of the Plan

The 2005 Incentive Plan is intended to provide qualifying employees, directors and consultants with equity ownership in our
company and our subsidiaries, thereby strengthening their commitment to our success, promoting the identity of interests between our
stockholders and such employees, directors and consultants and stimulating their efforts on behalf of our company, and to assist us in
attracting and retaining talented personnel. We believe that, assuming approval of this amendment, the ratio of the number of shares
available for options under the 2005 Incentive Plan in relation to the number of outstanding shares of Common Stock would be within
the range of such ratios for comparable companies.

As of April 15,2009, there were approximately three current executive officers, 28 current employees and five current non-employee
directors of our company who are participants in the 2005 Incentive Plan. Because participation in, and the types of awards that may be
made under, the 2005 Incentive Plan are subject to the discretion of the Compensation Committee, the future benefits or amounts that
will be received by any participant or groups of participants, including our directors, executive officers and other employees, are not
currently determinable. For information regarding option grants to current management, see “Executive Compensation” above.

Grants

The 2005 Incentive Plan provides for the grant of stock options, stock appreciation rights (SARs) and direct stock grants (“Awards”).
These Awards may be granted for up to 10,000,000 shares of Common Stock, which upon stockholder approval of this Proposal would
be increased to 11,000,000 shares. Stock options are the right to purchase shares of our Common Stock at a specified price, which may
not be less than fair market value at time of grant, over a fixed period, subject to earlier termination, SARs may be granted alone or in
connection with another Award, such as a stock option or grant of restricted stock, and provide for an appreciation distribution from us
equal to the increase in the fair market value per share of Common Stock from the price specified on the grant date. If granted in
connection with another Award, exercise of the SAR will generally require the surrender of the related reward. This appreciation
difference may be made in cash or in shares of Common Stock. Direct stock grants include the grant of performance shares which may be
distributable to the holder based on the achievement of specified performance targets, and the grant of bonus stock would not require
purchase by the award recipient. Any of the direct stock grants may be restricted stock, which is subject to forfeiture by the holder (or
repurchase by us) upon the occurrence of specified events, such as the holder’s cessation of service prior to a specified date.

To the extent any of the options or other stock awards granted under the 2005 Incentive Plan expire or are terminated without being
exercised, the shares unexercised thereunder may be subject to future grant under the 2005 Incentive Plan.

To date, all Awards under the 2005 Incentive Plan have been stock options. Our present intention is to grant only stock options
thereunder; however, other types of awards may be granted dependent on future tax and accounting considerations of the grants.

As of the Record Date, we had granted options under the 2005 Incentive Plan to purchase an aggregate of 8,783,916 shares of
Common Stock at exercise prices ranging from $1.07 to $6.65 per shate, expiring between April 30, 2009 and March 16, 2019. This
includes options that had been granted by IDDS ptior to its December 2004 merger with Intrac, Inc., our company’s predecessor, that
were assumed by Intrac upon the closing of that merger, adjusted as to the number of undetlying shares and the exercise price for the
merger ratio. The closing price of our common stock on the NYSE Amex on April 27, 2009 was $1.26.

The Board of Directors believes that the 2005 Incentive Plan has been very advantageous in attracting and retaining capable persons
to serve as employees and directors of our company. Due to our dependency upon equity financings for our capital needs, we seek to
conserve our cash resources for use in connection with our research and development activities. This cash conservation policy places
limitations on cash compensation arrangements we can have with employees, including executive officers and directors. To compete with
other companies for qualified persons, many of which companies are better financed than us, we have relied upon our option program to
help us attract and incentivize our employees and directors. Without having additional shares of Common Stock under our 2005
Incentive Plan to use for option grants to these persons, our ability to attract such new employees and directors could be adversely
impacted, thereby adversely affecting our future.
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Administration

The Compensation Committee of the Board of Directors administers the 2005 Incentive Plan. This Committee consists of two
members of the Board of Directors, each of whom qualifies as an “outside director” as defined for purposes of the regulations under
Section 162(m) of the Internal Revenue Code and as a “non-employee director” under Section (b)(3)(i) of Rule 16b-3 under the Securities
Exchange Act of 1934, as amended (the “Exchange Act”). Each member of the Compensation Committee also qualifies as an
independent director under the rules of the NYSE Amex. The number of members of the Compensation Committee shall from time to
time be increased or decreased, and shall be subject to such conditions, in each case as the Board of Directors deems approptiate to
permit transactions in shares pursuant to the 2005 Incentive Plan to satisfy such conditions of Rule 16b-3 under the Exchange Act and
Section 162(m) of the Internal Revenue Code as then in effect. Notwithstanding anything to the contrary in the 2005 Incentive Plan, the
Committee may be comprised of the entire Board of Directors.

Eligibility

The Compensation Committee may, in its discretion, grant Awards to any eligible person, whether or not he or she has previously
received an option, except in the case of (a) an incentive stock option (“ISO”), which can only be granted to an employee of our company
or any subsidiary and (b) the non-employee directors Automatic Option Grant Program, which is self-executing. Participation in the
Automatic Option Grant Program is limited to persons who become and continue as non-employee directors, whether through
appointment by the Board of Directors or election by our stockholders.

Option Price and Terms

Options granted under the 2005 Incentive Plan may be either ISOs or non-qualified stock options (“NQSO”). The option price of
each share of Common Stock subject to an option will be fixed by the Committee but shall not be less than the fair market value of the
Common Stock on the date of grant of the option, defined as the average bid and ask price on the date of grant. An option designated as
an ISO is intended to qualify as such under Section 422 of the Internal Revenue Code. Thus, the aggregate fair market value, determined
at the time of grant, of the shares with respect to which ISOs are exercisable for the first time by an individual during any calendar year
may not exceed $100,000. NQSOs are not subject to this requirement. Certain adjustments in the option price may be made for
extraordinary dividend distributions. The Committee determines the option period, provided it is not longer than five years, in the case of
ISOs granted to employees who hold 10% of the outstanding stock, 10 years in the case of ISOs generally, or 10 years in the case of
NQSOs, subject to earlier termination, the vesting period and the payment terms. In the event of termination of employment, the
optionee may exercise his or her options at any time within three months of the termination (which may be extended for up to 18
months), which period was changed from one year from termination, but in no event later than the expiration date of the option;
however, if the employee is terminated “for cause,” the option expires immediately, and options to non-employee directors may continue
after termination of their service. All options vest immediately upon a “Change of Control” of the Company. The Automatic Option
Grant is currently for 50,000 shares upon becoming a non-employee director and for 75,000 shares granted on a triennial basis thereafter,
vesting one-third a year after one year, plus an annual grant of 20,000 shares to the Chairman of the Board, 5,000 shares for setving on one
or more committees, plus 5,000 shates for a committee chair and an additional 5,000 shares for chair of the Audit Committee.

Upon exercise of an option, payment for shares may be made in cash or, if the option agreement so provides or the Compensation
Committee then permits, in shares of Common Stock calculated based upon their fair market value as of the date of their delivery or a
combination of stock and cash.

Modification and Termination of the Plan

The Compensation Committee may from time to time, in its discretion, amend the 2005 Incentive Plan without the approval of
shareholders, except (a) as such stockholder approval may be required under the listing requirements of any securities exchange or
national market system on which our equity securities are listed and (b) that the Committee may not without the approval of our
stockholders amend the 2005 Incentive Plan to increase the total number of shares reserved for the purposes of the 2005 Incentive Plan.

The 2005 Incentive Plan shall continue in effect until the earlier of July 2015, its termination by the Committee or the date on which
all of the shares of Common Stock available for issuance thereunder have been issued and all restrictions on such shares under the terms
of the Plan and the agreements evidencing options granted thereunder have lapsed.

Adjustments
In the event any change is made to the Common Stock issuable under the 2005 Incentive Plan by reason of any stock split, stock

dividend, combination of shares or recapitalization, appropriate adjustment will be made to the share reserve thereunder and to the
number of shares and the exercise price of the Common Stock subject to outstanding options. In the event of a Change of Control (as
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defined in the 2005 Incentive Plan), the option agreements may provide that all unvested options may vest upon the Change of Control.
In addition, in the event of a Corporate Transaction ot Hostile Takeover (as defined in the 2005 Incentive Plan), all unvested options may
vest and, if applicable, such outstanding options may be assumed by any successor entity.

Federal Income Tax Consequences

The following discussion outlines generally the current federal income tax consequences of the 2005 Incentive Plan. Applicable tax
laws and their interpretations are subject to change at any time and application of such laws may vary in individual circumstances.

Incentive Stock Options

A recipient who is granted an incentive stock option does not recognize taxable income upon the grant or exercise of the option.
However, the difference between the fair market value of our Common Stock on the date of exetcise and the option exercise price is a tax
preference item that may subject the recipient to alternative minimum tax. A recipient generally will receive long-term capital gain or loss
treatment on the disposition of shares acquired upon exetcise of the option, provided that the disposition occurs more than two years
from the date the option is granted, and the recipient holds the stock acquired for more than one year. A recipient who disposes of shares
acquired by exercise prior to the expiration of the forgoing holding periods realizes ordinary income upon the disposition equal to the
difference between the option price and the lesser of the fair market value of the shares on the date of exercise and the disposition price.
Any appreciation between the fair market value of the shares on the date of exercise and the disposition price is taxed to the recipient as
long or short-term capital gain, depending on the length of the holding period. To the extent the recipient recognizes ordinary income,
our company receives a corresponding tax compensation deduction.

Nonqualified Stock Options

A recipient will not recognize income upon the grant of a nonqualified option. Upon exercise, the recipient will recognize ordinary
income equal to the excess of the fair market value of the stock on the date of exercise over the price paid for the stock. Our company is
entitled to a tax compensation deduction equal to the ordinary income recognized by the recipient. Any taxable income recognized by a
recipient in connection with an option exercise is subject to income and employment tax withholding. When the recipient disposes of
shares acquired by the exercise of a nonqualified option, any amount received in excess of the fair market value of the shares on the date
of exercise will be treated as capital gain. Dispositions made after one year from the exercise date will be treated as long-term capital gain.
Dispositions made less than one year from the exercise date will be treated as short-term capital gain.

Code Section 162(m)

Code Section 162(m) denies a federal income tax deduction for certain compensation in excess of $1 million per year paid to the chief
executive officer and the four other most highly paid executive officers of a publicly traded corporation. Certain types of compensation,
including compensation based on performance criteria that ate approved in advance by stockholders, are excluded from the computation
of the deduction limit. Options and SARs granted under the 2005 Incentive Plan are excluded from the computation of the deduction
limit and the Compensation Committee can cause other awards under the 2005 Incentive Plan to be similarly excluded from the
computation of the deduction limit by conditioning the grant or vesting upon specified performance goals.

Other Options

In addition to options granted under the 2005 Incentive Plan, as of the Record Date, we had outstanding non-Plan options for the
purchase of an aggregate of 1,106,444 shares at an exercise price of $3.87 per share, terminating through January 2011. These options had
been granted by IDDS prior to its merger into Intrac in December 2004. Intrac assumed these options upon the closing of that merger,
and we assumed them upon the closing of the merger of Intrac into Javelin in September 2005.
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Securities Authorized for Issuance Under Equity Compensation Plans

The following table provides aggregate information as of December 31, 2008 about Common Stock that may be issued upon the
exercise of options under our equity compensation plans, including the 2005 Incentive Plan.

Number of securities

to be Weighted average exercise
issued upon exercise of price of
outstanding options, outstanding Numbert of securities
warrants options, warrants remaining available for
Plan Category and rights and rights future issuance
Equity compensation plans approved by secutity holders 7,110,950 $ 325 2,142,389 (1)
Equity compensation plans not approved by security holders 1,106,444 $ 387 0
Total: 8,217,394 $ 333 2,142,389(1)
1) Includes 71,115 shares of Common Stock available for future issuance under the 2007 Employee Stock Purchase Plan.

Vote Required and Board of Directors’ Recommendation

Assuming a quorum is present, the affirmative vote of a majotity of the shares present at the Meeting and entitled to vote, either in
person or by proxy, is required for approval of Proposal No. 3. For purposes of the amendment to our 2005 Omnibus Equity Incentive
Plan, abstentions will have the same effect as a vote against this proposal and broker non-votes will have no effect on the result of the
vote,

THE BOARD OF DIRECTORS UNANIMOUSLY RECOMMENDS THAT YOU VOTE
FOR PROPOSAL NO. 3
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BOARD INFORMATION
Board Meetings

The Board of Directors held 15 meetings, either in person ot by telephone, in 2008. In addition, the Board of Directors unanimously
approved four written consents on matters between meetings. During 2008, each incumbent director attended at least 75% of the
aggregate number of meetings of the Board of Directors and applicable committee meetings (held during the petiod for which he or she
was a director) on which he or she served. We do not have a formal policy regarding attendance by members of the Board of Directors at
the annual meeting of stockholders, but we strongly encourage all members of the Board of Directors to attend the Meeting and expect
such attendance except in the event of extraordinary circumstances. All members of the Board of Directors at the time of our annual
meeting of stockholders held on June 24, 2008 attended such annual meeting.

Board Committees

Our Board of Directors has established the following three standing committees which, pursuant to delegated authority, perform
various duties on behalf of and report to the Board of Directors: (i) Audit Committee, (ii) Compensation Committee and (iii) Corporate
Governance and Nominating Committee. From time to time, the Board of Directors may establish other committees.

Audit Committee

The Audit Committee is responsible for: (i) overseeing the corporate accounting and financial reporting practices; (i) recommending
the selection of our registered public accounting firm; (iii) reviewing the extent of non-audit services to be performed by the auditors; and
(iv) reviewing the disclosures made in our periodic financial reports. The members of the Audit Committee are Jackie M. Clegg, Douglas
G. Watson and Neil W. Flanzraich, each of whom is an independent director within the meaning of the rules of the NYSE - AMEX and
Rule 10A-3 promulgated by the SEC under the Securities Exchange Act of 1934, as amended (the “Exchange Act”). In addition, the
Board of Directors has determined that each member of the Audit Committee qualifies as an Audit Committee Financial Expert under
applicable SEC Rules. The Chairman of the Audit Committee is Ms. Clegg. The Audit Committee held five meetings during 2008. The
Audit Committee carries out its responsibilities in accordance with the terms of its Audit Committee Charter, a copy of which was
attached as Appendix A to the Proxy Statement, dated April 30, 2008, for the 2008 Annual Meeting.

Compensation Committee

The Compensation Committee determines matters pertaining to the compensation of executive officers and other significant
employees, and administers our stock and incentive plans. The members of the Compensation Committee are Douglas G. Watson and
Jackic M. Clegg. The Chairman of the Compensation Committee is Mr. Watson. The Compensation Committee held nine meetings
during 2008. Each of the members of the Compensation Committee is a “non-employee director” within the meaning of Rule 16b-3
under the Exchange Act, and an “outside director” within the meaning of Section 162(m) under the Internal Revenue Code. The
Compensation Committee catties out its responsibilities pursuant to a written charter, a copy of which was attached as Appendix B to the
Proxy Statement, dated June 1, 2007, for the 2007 Annual Meeting,

Corporate Governance and Nominating Committee

The Corporate Governance and Nominating Committee establishes internal corporate policies and nominates persons to serve on
our Board of Directors. The members of the Corporate Governance and Nominating Committee are Douglas G. Watson, Jackie M.
Clegg and Peter D. Kiernan, 111. The Chairman of the Corporate Governance and Nominating Committee is Mr. Watson. A copy of this
Committee’s Charter is attached as Appendix A to this Proxy Statement. This Committee held four meetings during 2008. Sec “Director
Nominations” below for the procedures for the nomination of directors.

Director Nominations

The Corporate Governance and Nominating Committee recommends director candidates and will consider for such
recommendation director candidates proposed by management, other directors and stockholders. All director candidates will be
evaluated based on the criteria identified below, regardless of the identity of the individual or the entity or person who proposed the
director candidate.

In accordance with our By-Laws, to nominate a director for election to the Board of Directors at an annual meeting of stockholders,
a stockholder must deliver timely wtitten notice of such nomination to the Secretary of the Company. To be timely, the notice must be
delivered not fewer than 90 days nor more than 120 days prior to the first anniversary of the preceding year’s annual meeting; provided
that if the date of the annual meeting is more than 30 days before or more than 70 days after the anniversary date, the notice must be
delivered not catlier than 120 days nor later than 90 days prior to such annual meeting or the 10th day following the date on which we
make public announcement of the meeting date.
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The notice must set forth:

¢ the name, age and address of the stockholder;

¢ the principal occupation or employment of such person;

e the class and number of shares of our securities beneficially owned by such person;

¢ all other information related to such person as is required to be disclosed under SEC proxy disclosure rule 14A; and
e aconsent by such person to be named in the proxy statement.

The selection of director nominees includes consideration of factors deemed appropriate by the Corporate Governance and
Nominating Committee and the Board of Directors. We may engage a firm to assist in identifying, evaluating, and conducting due
diligence on potential board nominees. Factors will include integrity, achievements, judgment, intelligence, personal character, any prior
contact or relationship between a candidate and a current or former director or officer of our company, the interplay of the candidate’s
relevant experience with the experience of other Board members, the willingness of the candidate to devote adequate time to Board duties
and the likelihood that he or she will be willing and able to serve on the Board of Directors for a sustained petiod. The Corporate
Governance and Nominating Committee will consider the candidate’s independence, as defined by the rules of the SEC and the NYSE
Amex. In connection with the selection, due consideration will be given to the Board’s overall balance of diversity of perspectives,
backgrounds, and experiences. Experience, knowledge, and skills to be represented on the Board of Directors include, among other
considerations, financial expertise (including an “audit committee financial expert” within the meaning of the SEC’s rules),
pharmaceutical expertise and/or medical knowledge and contacts, financing experience, strategic planning, business development, and
community leadership.

Code of Ethics

We have adopted a Code of Conduct and Ethics that applies to all of our employees and officers, and the members of our Board of
Directors. The Code of Conduct and Ethics is available on our website at www.javelinpharmaceuticals.com. Printed copies are available
upon request without charge. Any amendment to or waiver of the Code of Conduct and Ethics will be disclosed on our website promptly
following the date of such amendment or waiver.

Section 16(a) Beneficial Ownership Reporting Compliance

Section 16(a) of the Exchange Act requires our executive officers and directors, and persons who own more than 10% of a registered
class of our equity securities (“Reporting Persons”), to file reports of ownership and changes in ownership with the SEC and with the
NYSE - AMEX. The Reporting Persons are also required to furnish us with copies of all such reports. Based solely on our review of the
reports received by us, and written representations from certain Reporting Persons that no other reports were required for those persons,
we believe that, during the year ended December 31, 2008, the Reporting Persons met all applicable Section 16(a) filing requirements,
other than (i) David B. Bernstein, Daniel B. Carr, Jackie M. Clegg, Martin J. Driscoll, Neil W. Flanzraich, Fred H. Mermelstein, Stephen
J. Tulipano and Douglas G. Watson, each of whom filed on February 21, 2008 the Form 4 relating options to purchase common stock
granted to them on January 9, 2008, and (ii) Peter D. Kiernan, III, who on February 27, 2008 filed the Form 4 relating to the purchase of
shares of common stock on February 19, 2008 and February 20, 2008, and the grant of options to purchase common stock on February
19, 2008.

Stockholder Communications with the Board

Stockholders wishing to communicate with the Board of Directors may send correspondence directed to the Board, care of Douglas
G. Watson, Chairman, Javelin Pharmaceuticals, Inc., 125 CambridgePark Drive, Cambridge, MA 02140. Mr. Watson will review all
correspondence addressed to the Board of Directors, or any individual Board member, for any inappropriate correspondence and
correspondence more suitably directed to management. He will summarize all correspondence not forwarded to the Board and make the
correspondence available to the Board of Directors for its review at the Board’s request. Mr. Watson will forward stockholder
communications to the Board of Directors prior to the next regularly scheduled meeting of the Board following the receipt of the
communication as appropriate. Correspondence intended for our independent directors as a group should be addressed to us at the
address above, Attention: Independent Directors.

REPORT OF THE AUDIT COMMITTEE

The Audit Committee of the Board is comprised of three non-employee Directors, each of whom has been determined by the Board
to be “independent” under the meaning of Rule 10A-3(b)(1) under the Exchange Act. Each member of this Committee is an audit
committee financial expert within the meaning of Item 401 (h) of SEC Regulation S-K. The Audit Committee assists the Board’s oversight
of the integrity of our financial reports, compliance with legal and regulatory requirements, the qualifications and independence of our
independent registered public accounting firm, the audit process, and internal controls. The Audit Committee operates pursuant to a
written charter adopted by the Board. The current Audit Committee charter was attached as Appendix A to the Proxy Statement, dated
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April 30, 2008, for the 2008 Annual Meeting. The Audit Committee is responsible for overseeing our corporate accounting and financial
reporting practices, recommending the selection of our registered public accounting firm, reviewing the extent of non-audit services to be
petformed by the auditors, and reviewing the disclosures made in our periodic financial reports. The Audit Committee also reviews and
recommends to the Board that the audited financial statements be included in our Annual Report on Form 10-K.

The Audit Committee: (1) reviewed and discussed the audited financial statements for the year ended December 31, 2008 with
management; (2) discussed with the independent auditors the matters required to be discussed by SAS 61 (Codification of Statements on
Auditing Standards), as may be modified or supplemented; and (3) received the written disclosures and the letter from the independent
accountants required by applicable requirements of the Public Company Accounting Oversight Board regarding the independent
accountant’s communications with the Audit Committee concerning independence, and has discussed with the independent accountant
its independence.

Based on the review and discussions referred to above, the Audit Committee had recommended to the Board of Directors that the
audited financial statements be included in our Annual Report on Form 10-K for the fiscal year ended December 31, 2008 for filing with
the SEC.

The foregoing report has been furnished in April 2009 by the members of the Audit Committee, being:

Jackie M. Clegg, Chair
Douglas G. Watson
Neil W. Flanzraich

The foregoing Audit Committee Report does not constitute soliciting material and shall not be deemed filed or incorporated by
reference into any other Company filing under the Securities Act or the Exchange Act, except to the extent that we specifically
incorporate this Audit Committee Report by reference therein.

STOCKHOLDER PROPOSALS

If you wish to have a proposal included in our proxy statement and form of proxy for next year’s annual meeting in accordance with
Rule 14a-8 under the Exchange Act, your proposal must be received by us at our principal executive offices on or before January 11, 2010.
A proposal which is received after that date or which otherwise fails to meet the requirements for stockholder proposals established by
the SEC will not be included. The submission of a stockholder proposal does not guarantee that it will be included in the proxy statement.

Our Bylaws require advance notice of any proposal by a stockholder intended to be presented at an annual meeting that is not
included in our notice of annual meeting and proxy statement because it was not timely submitted under the preceding paragraph, or
made by ot at the direction of any membert of the Board of Directors, including any proposal for the nomination for election as a director.
To be considered for such presentation at next year’s annual meeting, any such stockholder proposal must be received by the Corporate
Secretary, Javelin Pharmaceuticals, Inc., no eatlier than February 23, 2010 and no later than March 25, 2010, and discretionary authority
may be used if untimely submitted.

ANNUAL REPORT ON FORM 10-K

We will furnish without charge to each person whose proxy is being solicited, upon the request of such person, a copy of our Annual
Report on Form 10-K for the fiscal year ended December 31, 2008, including the financial statements and schedules thereto. Requests for

copies of such report should be directed to Investor Relations, Javelin Pharmaceuticals, Inc., 125 CambridgePark Drive, Cambridge, MA
02140, (617) 349-4500.

OTHER MATTERS

As of the date of this Proxy Statement, the Board of Directors has no knowledge of any business which will be presented for
consideration at the Meeting other than the election of directors, the ratification of the appointment of the independent registered public
accounting firm and the amendment of the 2005 Omnibus Stock Incentive Plan. Should any other matters be propetly presented, it is
intended that the enclosed proxy will be voted in accordance with the best judgment of the persons voting the proxies.

It is important that the proxies be returned promptly and that your shares be represented at the Meeting. Stockholders are urged to
mark, date, execute and promptly return the accompanying proxy card in the enclosed envelope.

May 11, 2009 By Order of the Board of Directors,
Stephen J. Tulipano
Secretary
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Appendix A

JAVELIN PHARMACEUTICALS, INC .

CHARTER FOR THE CORPORATE GOVERNANCE
AND NOMINATING COMMITTEE
OF THE BOARD OF DIRECTORS

1. PURPOSE

The purpose of the Corporate Governance and Nominating Committee (the “Committee”) of the Board of Directors of Javelin
Pharmaceuticals, Inc. (the “Company”) shall be to:

] Review and make recommendations to the Board regarding matters concerning corporate governance;

o Review the composition and evaluate the performance of the Board, recommend persons for election to the Board and
evaluate director compensation;

L Recommend and review the composition of committees of the Board and recommend persons to be members of such
committees, and review and maintain compliance of committee membership with applicable regulatory requitements; and

° Review conflicts of interest of members of the Board and cotporate officers.

In addition, the Committee will undertake those specific duties and responsibilities listed below and such other duties as the Board may
from time to time prescribe.

2. MEMBERSHIPS AND ORGANIZATION

Composition. The Committee shall consist of at least three members of the Board, unless the Board determines otherwise. All members
of the Committee shall be appointed by the Board. The members shall have no relationship to the Company or its affiliates that may
interfere with the exercise of their independence. The Board may designate one member of the Committee as its Chair. The Committee
may form and delegate authority to subcommittees when approptiate, provided that a subcommittee should consist of at least two
members of the Committee.

Meetings. The Committee will meet at least once each year. However, the Committee may establish its own meeting schedule, which it
will provide to the Board. Special meetings may be convened as required. The Committee, or its Chait, shall report to the Board on the
results of these meetings. The Committee may invite to its meetings other directors, Company management and such other persons, as
the Committee deems appropriate in order to carry out its responsibilities.

The Committee will maintain written minutes of its meetings. The minutes will be filed in the minute book of the Company.
3. RESPONSIBILITIES AND DUTIES

The responsibilities and duties of the Committee shall include:

Corporate Governance Generally

L Develop principles of corporate governance and recommend them to the Board for its consideration and approval;

J Review annually the principles of corporate governance approved by the Board to ensure that they remain relevant and are
being complied with; and

° Oversee compliance by the Board and its committees with applicable laws and regulations, including, when applicable, the
American Stock Exchange or the NASDAQ Rules, and regulations promulgated by the Securities and Exchange
Commission.

A-1
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Composition of the Board, Evaluation and Nominating Activities

Review the composition and size of the Board and determine the criteria for membership on the Board, including issues of
character, judgment, independence, diversity, age, expertise, corporate expetience, length of service, other directorships, and
other commitments outside the Company;

Conduct an annual evaluation of the Board as a whole; and

Identify, consider and recommend candidates to fill new positions ot vacancies on the Board, and review any candidates
recommended by stockholders. In performing these duties, the Committee shall have the authority to retain any search firm
to be used to identify candidates for the Board and shall have sole authority to approve the search firm’s fees and other
retention terms.

Committees of the Board

Periodically review the composition of each committee of the Board and make recommendations to the Board for the
creation of additional committees or the change in mandate or dissolution of committees; and

Recommend to the Board persons to be members of the various committees.

Conflicts of Interest

Review and monitor compliance with the Company’s Code of Business Conduct and Ethics, its Policy Statement Regarding
Insider Trading and other policy statements from time to time in effect;

Recommend changes to the Company’s policies statements and also recommend new policy statements covering subjects
that the Committee believes are necessary or appropriate;

Consider questions of possible conflicts of interest of members of the Board and of corporate officers; and

Review actual and potential conflicts of interest of members of the Board and corporate officers, and clear any involvement
of such persons in matters that may involve a conflict of interest.

A-2
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Selected Excerpts from the Annual Report on Form 10-K of

JAVELIN PHARMACEUTICALS, INC.

for the fiscal year ended December 31, 2008, as

filed with the Securities and Exchange Commission
on March 12, 2009

The following pages contain only selected excerpts from our Annnal Report on Form 10-K for the fiscal year
ended December 31, 2008 (the “Form 10-K”) as Siled with the Securities and Fixchange Commission (the “SEC y,
on March 12, 2009.

THIS EXCERPT DOES NOT INCLUDE PART 1 OF THE 10-K, INCLUDING ITEM 1 -
“BUSINESS” AND ITEM 1A — “RISK FACTORS”.

You are urged to review the Form 10-K in its entirety, including Item 1 — “Business” and Item 1A —
“Risk Factors.” The section entitled “Risk Factors” discusses certain important factors, in addition to
other factors and matters that are discussed clsewhere in the Form 10-K| that, in our view, could
cause our actual results to differ materially from those discussed in the forward-looking statements
contained in the Form 10-K and in this Annual Report. These factors include, among other things:
the carrying-out of our research and development program for our product candidates, including
demonstrating their safety and efficacy at each stage of testing; the timely obtaining of regulatory
approvals and patents; the commercialization of our product candidates, at reasonable costs; the
ability of our suppliers to continue to provide sufficient supply of products; our ability to compete
against products intended for similar use by recognized and well capitalized pharmaceutical
companies; our ability to raise capital when needed, and without adverse and highly dilutive
consequences to stockholders; and our ability to retain management and obtain additional employees
as required.

The Form 10-K, along with the other annual, quarterly and current reports that we file with the SEC,
is available free of charge on our website at www.javelinpharmaceuticals.com, and on the website
maintained by the SEC at www.sec.gov. We will also furnish without charge to you, upon
written request, a complete copy of the Form 10-K, including the financial statements.
Requests for copies of the Form 10-K should be directed to Javelin Pharmaceuticals, Inc. ¢/o
Investor Relations — 125 CambridgePark Drive, Cambridge, MA 02140.
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PARTII.

ITEMS. MARKET FOR REGISTRANT’S COMMON EQUITY, RELATED STOCKHOLDER MATTERS AND
ISSUER PURCHASES OF EQUITY SECURITIES.

Principal Market and Market Prices

Our common stock is traded on the NYSE Amex under the symbol “JAV” after having prev1ously traded on The American Stock *
Exchange. The following table sets forth for the indicated periods the high and low sales price of our common stock for the two ﬁscal‘
years ended December 31, 2008, as reported on the American Stock Exchange.

Fiscal Year Ended " Fiscal Year Ended
Fiscal Period 12/31/07 12/31/08

Second Quarter 7.48 5.65 3.55

Fourth Quarter 5.74 3.31 2.65 0.40

Approximate Number of Holders of Our Common Stock

On February 18, 2009, there were approximately 119 stockholders of record of our common stock, excluding record holders of IDDS'
common stock who have not yet exchanged the certificates for their IDDS shares for our common stock. In addition, a number of shares
of common stock are held in street or nominee name, so it is believed that there are a substantial number of additional beneficial owners
of our common stock.

Dividends

We have not declared or paid any cash dividends on our common stock in the past, and we do not anticipate doing so in the
foreseeable future. We currently intend to retain any future earnings for funding growth and, therefore, do not anticipate paying any
cash dividends in the foreseeable future.

Transfer Agent

American Stock Trust & Transfer Company, New York, New York, is the transfer agent for our common stock.

Securities Authorized For Issuance Under Equity Compensation Plans

Equity Compensation Plan Information

Weighted
average
Number of securities to be exercise price of
issued upon exercise of outstanding Number of securities

outstanding options, options, warrants remaining available for

Plan Category warrants and rights

0,
et = S ) Mot Cotenhata il el L = e
Equity compensation plans not approved by security holders 1,106,444 $ 387 —

(1) Includes 71,115 shares of common stock available for future issuance under the 2007 Employee Stock Purchase Plan.



Performance Graph

The following Performance Graph and related information shall not be deemed “soliciting material” or “filed” with the SEC, nor
shall such information be incorporated by reference into any future Jiling under the Securities Act of 1933 (the “Securities Act "), or the
Securities Exchange Act of 1934 (the “Exchange Act”), each as amended, except to the extent that we specifically incorporate it by
reference into such filing.

The graph below shows a comparison of cumulative total return on our common stock to the cumulative return on The Russell 2000
Index, the RDG Small Cap Pharmaceutical Index and the AMEX Biotechnology Index since December 7, 2004. The performance graph
is being shown only from December 7, 2004 because Intrac, Inc., our predecessor, had been a “shell” corporation without operations
and very limited trading of its common stock until the December 7, 2004 closing of the merger between Intrac and IDDS, which had
been a private company. The Performance Graph assumes reinvestment of dividends, where applicable. The stock performance shown
on the graph below is based on historical data and is not indicative of, or intended to forecast, the possible future performance of our
common stock.

COMPARISON OF 4 YEAR CUMULATIVE TOTAL RETURN*
Among Javelin Pharmaceuticals, Inc., The Russell 2000 Index,
The RDG Smallcap Pharmaceutical Index And The AMEX Biotechnology Index

$300
$250
$200
$150 X x
wi g - " 2 - = ;“.f:'f“-‘ " :\ ."" - ....v 3 & ANA
o N R A B0 . 0 ,000906000650000,3888 __Bun
€32 MOOOO OG"QO'GG GGGO % e,’
$50 Y
$0 ‘
S ELLLLE LS, @&W.ﬁ*@‘&@w&%ﬁ#@&@@"@“@«@“&ﬁ&é‘@‘@@"’@‘ﬁﬁ‘&%&“’@t Ll
e fm Javelinn Pharmacaeuticals, Inc. — A - Russell 2000
- = Q - ~RDG SmallCap Pharmaceutical -~ AMEX Biotechnology

* 8100 invested on 12/7/04 in stock or on 11/30/04 in index-including reinvestment of dividends. Fiscal year ending
December 31.



ITEM 6. SELECTED FINANCIAL DATA

The selected financial data presented below, which has been derived from our audited consolidated financial statements for the fiscal
years 2004-2008, should be read in conjunction with Item 7. “Management’s Discussion and Analysis of Financial Condition and
Results of Operation” and the accompanying consolidated financial statements and related notes included in this Annual Report. The
following table sets forth selected consolidated financial data as of and for the years in the five year period ended December 31, 2008.
All share and per share amounts have been adjusted to reflect the 1.018 per share exchange ratio in the December 2004 reverse merger
between Intrac and IDDS, and the 1.016-for-1 stock split on March 12, 2002. Historical results are not necessarily indicative of the
results to be expected in the future.

Cumulative
from

February 23,
1998
(Inception) to
Year Ended December 31, December 31,

2008 2007 2006 2005 2004 2008

Revenues ] ]
_ Product revm e

Government grants and contracts — — 842 1,548 837 5,805

103,067

_ Total operating expenses , 5047

operating loss (44,092) (32,927) (19,682) (10,931) (6,704) (158,341)

B Interest expense
. Interest income

Other income {expense)

Loss before income tax provisior 447) 3
Income tax provision 16 — — i

Net 1035

Deemed dividend related to beneﬁc1a1
conversion feature of Series B
convertible preferred stock — — — — — (3,559)

Net loss attributable to co

R L 5 . §
i —
—————

Net loss per share attributable to
common stockholders:

- Basic and diluted (01 4 8y
Welghted average shares . 56,184 45,463 40,180 27,831 10,937




As of December 31,
2008 2007 2006 2005 2004

] (In thbusands)

Balance Sheet Data; B T i R
Cash and cash equivalents $ 20,058 $ 15931 $ 9,273 $ 33,307 $ _14,783
Short term marketable securities = 21319 o tt4e2 o
Noncurrent marketable securities 1,587 — — = —

Total assets 29305 43152 21441 34439 15156

el sl R e

ITEM 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATION

This discussion and analysis should be read in conjunction with our financial statements and accompanying notes included elsewhere
in this document. This discussion includes forward-looking statements that involve risks and uncertainties. Operating results are not
necessarily indicative of results that may occur in future periods..

Forward Looking Statements

We are including the following cautionary statement in this document to make applicable and take advantage of the safe harbor
provisions of the Private Securities Litigation Reform Act of 1995 for any forward-looking statements made by or on our behalf,
Forward looking statements include statements concerning plans, objectives, goals, strategies, future events or performance and
underlying assumptions and other statements which are other than statements of historical facts. Certain statements contained herein are
forward-looking statements and accordingly involve risks and uncertainties which could cause actual results or outcomes to differ
materially from those expressed in good faith forward-looking statements. Our expectations, beliefs and projections are expressed in
good faith and are believed by us to have a reasonable basis, including, without limitation, management’s examination of historical
operating trends, data contained in our records and other data available from third parties, but there can be no assurance that
management’s expectations, beliefs or projections will result or be achieved or accomplished. Any forward-looking statement contained
in this document speaks only as of the date on which the statement is made. We undertake no obligation to update any forward-looking
statement or statements to reflect events or circumstances that occur after the date on which the statement is made or to reflect the
occurrence of unanticipated events.

In addition to other factors and matters discussed elsewhere herein, the following are important factors that, in our view, could cause
actual results to differ materially from those discussed in the forward-looking statements: the carrying-out of our research and
development program for our product candidates, including demonstrating their safety and efficacy at each stage of testing; the timely
obtaining of regulatory approvals and patents; the commercialization of our product candidates, at reasonable costs; the ability of our
suppliers to continue to provide sufficient supply of products; the ability to compete against products intended for similar use by
recognized and well capitalized pharmaceutical companies; our ability to raise capital when needed, and without adverse and highly
dilutive consequences to stockholders; and our ability to retain management and obtain additional employees as required. We are also
subject to numerous risks relating to our product candidates, manufacturing, regulatory, financial resources, competition and personnel
as set forth in the section “Risk Factors” in this report. Except to thé extent required by applicable laws or rules, we disclaim any
obligations to update any forward-looking statements to reflect events or circumstances after the date hereof,

Overview

We are a specialty pharmaceutical company that applies proprietary technologies to research, develop and in the case of our Dyloject
TM product (injectable diclofenac), commercialize new products and improved formulations of existing drugs that target current unmet
and underserved medical needs primarily in the acute care pain management market. Our product and product candidates are designed
to offer enhanced pain relief, fewer adverse side effects and faster relief of acute pain compared to other currently available treatments.
We have three late stage product candidates in clinical development in the United States (“U.S.”): Dyloject™ (diclofenac sodium
injectable), Ereska™ (intranasal ketamine, formerly referred to as PMI-150) and Rylomine™ (intranasal morphine). On October 31,
2007, we received marketing authorization approval in the United Kingdom (“UXK.”) for Dyloject®, our proprietary injectable
formulation of diclofenac sodium (75 mg/2 ml). Commercial launch of the product occurred in December of 2007 upon first inclusion in
local hospital formularies. We began recording product revenues related to sales of Dyloject in the U.K. in the first quarter of 2008.

We have devoted substantially all of our resources since we began our operations in February 1998 to the development, and during
2008 with respect to Dyloject the commercialization, of proprietary pharmaceutical products for the treatment of pain. Since our
inception, we have incurred an accumulated net loss attributable to our common stockholders of approximately $153.9 million through
December 31, 2008, excluding approximately $3.6 million of a deemed dividend; although $18.6 million of this amount was related to a

non-cash charge we incurred for the issuance of common stock in connection with the acquisition of a license. These losses have
6



resulted principally from costs incurred in research and development activities, including acquisition of technology rights, general and
administrative expenses, and most recently, sales and marketing expenses related to the commercialization of Dyloject in the U.K.
Research and development activities include salaries, benefits and stock-based compensation for our research, development and
manufacturing employees, costs associated with nonclinical and clinical trials, process development and improvement, regulatory and
filing fees, and clinical and commercial scale manufacturing. Selling, general and administrative costs include salaries, benefits and
stock-based compensation for employees, temporary and consulting expenses, and costs associated with our pre- and post-launch selling
and marketing activities in the U.K.

On January 15, 2009, we entered into a License and Commercialization Agreement with Therabel Pharma N.V. (“Therabel”) under
which Therabel was granted an exclusive license under certain of our technology to commercialize Dyloject and will assume all
Dyloject commercialization, regulatory, and manufacturing responsibilities and expenses in the U K. along with those for future market
approvals in the European Union (“E.U.”) and certain other countries outside of the U.S. In February 2009, we received an upfront
payment of $7.0 million from Therabel, and will receive up to approximately an additional $5.0 million in payments for the sale of our
existing inventory of Dyloject to Therabel. Additionally, the agreement also provides for the potential of up to $59.5 million in sales and
regulatory milestone payments. The agreement shall continue in full force and effect on a country-by-country basis as long as any
product licensed under the agreement is being developed or commercialized for use in any disease, disorder, or condition in humans.
Either party may terminate the agreement upon written notice upon the occurrence of certain events, including material breach or
bankruptcy, subject to certain cure provisions and restrictions. In addition, Therabel may terminate the agreement following a specified
period of prior written notice to us.

On September 7, 2005, we completed a merger with Intrac, Inc. (“Intrac™), a Nevada corporation, for the purpose of migrating the
Intrac corporate entity to Delaware, at which time Javelin Pharmaceuticals, Inc. (“Javelin”) continued the business conducted by Intrac.
Javelin was incorporated in July 2005 in the State of Delaware by Intrac. '

On December 6, 2004, we completed a reverse merger transaction with Innovative Drug Delivery Systems, Inc. (“IDDS”), whereby
Intrac Merger Sub, Inc., a newly-formed wholly-owned subsidiary of Intrac merged with and into IDDS, with IDDS as the surviving
corporation and a wholly-owned subsidiary of Intrac. In consideration for their shares of IDDS, the former stockholders of IDDS
received approximately 95.5% of the outstanding common stock of Intrac. Following the merger, the executive officers and directors of
IDDS became the executive officers and directors of Intrac. For accounting purposes, the merger was treated as a reverse acquisition
with IDDS as the acquiror and Intrac as the acquired party. Therefore, when we refer to our business and financial information relating
to periods prior to the merger, we are referring to the business and financial information of IDDS. The merger did not have any
significant effects on our assets or liabilities or on our results of operations subsequent to the date of the merger.

Since our inception, we have incurred approximately $103.1 million of research and development costs. The major research projects
undertaken by us include the development of Dyloject, Ereska and Rylomine. Total research and development costs incurred through
December 31, 2008 for each of these products was approximately $35.4 million, $28.5 million and $19.0 million, respectively. In
addition, we have incurred approximately $1.6 million of research and development costs since inception that do not relate to our major
research projects, and we incurred a charge of approximately $18.6 million related to the merger of IDDS with Pain Management, Inc.
and the related acquisition of a licensing agreement in 1998.

For various reasons, many of which are outside our control, including timing and results of our clinical trials, requirements imposed
by regulatory agencies, obtaining regulatory approval and our dependence on third parties, we cannot estimate the total remaining costs
to be incurred to commercialize our product candidates, nor is it possible to estimate when, if ever, any of our product candidates will be
approved by regulatory agencies for commercial sale. In addition, we may experience adverse results in the development of our product
candidates, which could result in significant delays in obtaining approval to sell our product candidates, additional costs to be incurred
to obtain regulatory approval or failure to obtain regulatory approval. If any of our product candidates were to experience setbacks, it
would have a material adverse effect on our financial position and operating results. Even if we successfully complete development and
obtain regulatory approval of one or more of our product candidates, failure of physicians and patients to accept our products as a safe,
cost-effective alternative compared to existing products would have a material adverse effect on our business.

Our financial statements have been prepared on a going-concern basis, which assumes realization of assets and settlement of
liabilities in the ordinary course of business. We have limited capital resources, significant net operating losses and negative cash flows
from operations since inception and expect these conditions to continue for the foreseeable future. Although we believe that our existing
cash resources, in addition to those cash resources that we may receive pursuant to the Therabel agreement discussed above, will be
sufficient to support the current operating plan at least through December 31, 2009 we will need additional financing to support our
operating plan thereafter or we will need to modify our operating plan accordingly. We may raise additional funds through the private
and/or public sale of our equity and/or debt securities. We may also seek to raise capital through collaborative arrangements with
corporate sources or other sources of financing. There can be no assurance that such additional financing, if at all available, can be
obtained on terms reasonable to us. If sufficient funds are not available, we will need to postpone or discontinue future planned
opetations and projects.



Results of Operations
Revenues

Product Revenue In 2008, we recorded product revenue of approximately $1.1 million, which consists entirely of sales of Dyloject
in its first year of launch in the U.K. Product revenues from Dyloject in 2009 will not be significant for us, as we outlicensed our rights
to the product in the UK. and E.U. to Therabel on January 15, 2009. However, we expect to record royalty revenues from Therabel’s
sales of Dyloject in the U.K., the amounts of which will be dependent on Therabel’s ability to successfully market the product, obtain
market acceptance, and file additional marketing applications for Dyloject in the E.U. There can be no assurance that this will happen.

Government Grants and Contracts Prior to 2008, all of our revenues since our inception were derived from government grants
and contracts. In October 2000, we received a grant of $1.2 million from the U.S. Department of Defense (“DOD”) for the development
of Ereska. In May 2003, the DOD extended the award by $4.3 million funding for the development of Ereska. We did not record any
contract revenue for the years ended December 31, 2008 and 2007, compared to approximately $0.8 million for the year ended
December 31, 2006 related to the DOD contract. The DOD contract was billed monthly as costs were incurred.

Costs and Expenses

Costs of Product Revenues In 2008, our cost of product revenues was approximately $0.8 million, resulting in gross margins of
23% for the year. The high cost of product revenues was due to the low yields and high per unit costs for production, shipping, labeling,
packaging and sampling costs related to our current contract manufacturer and early supply chain deployment for a new product taunch.
Additionally, we incurred significant costs for new product sampling and testing prior to labeling and packaging related to Dyloject.
These costs were immediately expensed to cost of goods sold in the period they occurred.

Research and Development Expenses Research and development expenses consist primarily of salaries, stock-based compensation
and related expenses for personnel, materials and supplies used to develop and manufacture our product candidates. Other research and
development expenses include compensation paid to consultants and outside service providers to run the clinical trials. We expense
research and development costs as incurred. We expect that we will continue to incur significant research and development expenses in
the future as our three product candidates proceed with pivotal clinical trials and progress through the later stages of product
development towards commercialization. Research and development expenses may fluctuate from period to period due to the timing and
nature of clinical trial expenditures and regulatory filings.

Research and development expenses increased from approximately $19.0 million for the year ended December 31, 2007 to
$26.8 million for the year ended December 31, 2008. The increase in research and development expenses resulted from the
advancement of our Dyloject and Ereska product candidate development programs. Research and development salaries, temporary
labor, and benefits increased by approximately $0.6 million as compared to the same period of the prior year. Expenses associated with
clinical trials, including lab fees, increased by approximately $5.9 million. Other consulting expenses related to our clinical and
manufacturing activities increased by $0.9 million compared to the same period of the prior year.

Dyloject product development costs increased from approximately $9.3 million for the year ended December 31, 2007 to
$16.1 million for the year ended December 31, 2008. In December 2008, Dyloject successfuily met primary efficacy endpoints with
robust statistical significance in the second of two large pivotal U.S. Phase 3 efficacy studies in postsurgical patients with moderate-to-
severe pain. In September 2008, we completed enrollment in this study, which had begun in July 2007. This U.S. study enrolled patients
with moderate-to-severe postoperative pain following elective orthopedic surgery. This was a 4-arm design that employed Dyloject and
ketorolac doses, or placebo, in postoperative orthopedic surgical patients. In September 2008, we enrolled the first patient in a planned
Phase 3, single-arm, open label observational safety study for Dyloject. The study is intended to supplement our summary of an
integrated patient safety data base, as part of our New Drug Application (NDA) for a planned submission to the FDA in 2009. The
single-arm, open-label design of this safety study allows more rapid enrollment and data monitoring than our two double-blinded,
pivotal Phase 3 efficacy studies.

Ereska product development costs increased from $6.3 million for the year ended December 31, 2007 to $10.3 million for the year
ended December 31, 2008. In June 2008, we announced dosing of the first patient in our first pivotal Phase 3 clinical study of Ereska for
acute moderate-to-severe pain. The trial enrolled approximately 250 patients and is designed to confirm the analgesic efficacy of Ereska
in treating postoperative pain following orthopedic surgery. The Phase 3 trial was completely enrolled as of November 2008. Prior
randomized, double-blind, placebo-controlled, Phase 2 clinical studies of Ereska have demonstrated rapid, statistically significant relief
of moderate-to-severe postoperative and breakthrough pain. In February 2008, we completed accrual of subjects in the last of four
planned Phase 1 human pharmacokinetic (PK) studies needed to support our intended filing of an NDA for Ereska. This group of four
PK studies enrolled a total of 151 subjects, of whom 139 received Ereska intranasally, 32 received intravenous ketamine, and 12
received oral ketamine. Some subjects received ketamine by more than one route of administration. No serious adverse events occurred
in any of the four trials.

Rylomine product development costs decreased from $3.4 million for the year ended December 31, 2007 to $0.5 million for the year
ended December 31, 2008.



Research and development expenses increased from approximately $10.9 million for the year ended December 31, 2006 to
$19.0 million for the year ended December 31, 2007. The increase in research and development expenses resulted from the
advancement of each of our three product candidate development programs. Research and development salaries, temporary labor, and
benefits increased by approximately $1.5 million as compared to the same period of the prior year. The increase was due primarily to
the addition of full time personnel and recording stock-based compensation in accordance with SFAS 123(R). Expenses associated with
clinical trials, including lab fees, increased by approximately $4.7 million. Expenses associated with manufacturing and process
development increased by $2.2 million compared to the same period of the prior year. Milestone expenses were $300,000 for the year
ended December 31, 2006. There were no milestone expenses for the year ended December 31, 2007.

Dyloject product development costs increased from approximately $3.5 million for the year ended December 31, 2006 to
$9.3 million for the year ended December 31, 2007. In July 2007, we began the second of two pivotal U.S. Phase 3 clinical studies for
Dyloject. In December 2007, Dyloject successfully met primary and secondary analgesic efficacy endpoints in the first of two pivotal
U.S. Phase 3 studies. In this U.S. multi-center study, 331 postoperative lower abdominal surgery patients with moderate-to-severe pain
were randomized to receive certain dosage levels of Dyloject, ketorolac or placebo IV every six hours. Additionally, in January 2008,
we announced results of a new Phase 1 study of Dyloject demonstrating minimal effects in vitro upon platelet function at a clinically
effective dose. In contrast, aspirin and ketorolac each impaired platelet aggregation significantly in this in vitro model.

Ereska product development costs increased from $2.6 million for the year ended December 31, 2006 to $6.3 million for the year
ended December 31, 2007 as a result of three Phase 1 trials needed to complete the clinical portion of our NDA filing for Ereska.

Rylomine product development costs decreased from $4.8 million for the year ended December 31, 2006 to $3.4 million for the year
ended December 31, 2007. In June 2007, Rylomine successfully met its primary clinical endpoint, in this first of two pivotal Phase 3
studies, as patients with moderate-to-severe pain after clective orthopedic surgery had significantly better Summary of Pain Intensity
Differences scores over 24 hours than the corresponding placebo groups. This study involved 278 randomized patients with moderate-
to-severe post-surgical pain.

Selling, General and Administrative Expenses Sclling, general and administrative expenses include salaries, stock-based
compensation and other related costs for personnel in executive, finance, accounting, information technology, sales and marketing and
human resource functions. Other costs include medical information services, monitoring, sales and marketing costs related to the launch
of Dyloject in the U.K., including our contracted sales force, medical education and market research. Additionally, it includes facility
costs and professional fees for legal and accounting services. We expect selling, general and administrative expenses to decrease
significantly in 2009, primarily due to the outlicensing of Dyloject in the U.K. to Therabel in January 2009, thereby eliminating our
sales and marketing costs associated with Dyloject in the U.K and previously planned costs for the commercialization of the product in
additional EU countries.

Selling, general and administrative expenses increased from approximately $13.8 million for the year ended December 31, 2007 to
$17.2 million for the year ended December 31, 2008. The increase in selling, general and administrative expenses in 2008 over 2007
resulted primarily from increased sales and marketing costs related to the launch of Dyloject in the UK. Additional increases were due
to facility costs, headcount and personnel costs as we expand and improve our administrative infrastructure, as well as general
administrative and professional fees to support the launch.

In 2008, sales and marketing expenses increased by approximately $1.7 million compared to 2007, primarily due to costs related to a
full year’s expense for our contract sales force in the UK., as well as increased promotional, market research, and market education
costs in 2008 related to the approval and commercial launch of Dyloject in the U.K. Additionally in 2008, we recorded approximately
$0.3 million of amortization expense of our intangible assets related to commercial milestones to sales and marketing expenses. Further
increases of $0.4 million over 2007 were the result of salary, stock based compensation and bonus expense for our selling, general and
administrative employees. These increases were due primarily to compensation related to the addition of full time personnel, but were
offset by lower overall bonus expenses. Legal, accounting, consulting and other third party service fees for 2008 increased by
approximately $0.6 million compared to 2007, primarily related to increased legal fees for patents and consulting services.

Selling, general and administrative expenses increased from approximately $9.6 million for the year ended December 31, 2006 to
$13.8 million for the year ended December 31, 2007. Salary, stock-based compensation and benefits expense increased by
approximately $1.9 million due to an increase in full time headcount and stock-based compensation in accordance with of SFAS
123(R). Sales and marketing expenses increased by approximately $1.8 million due to the hiring and fielding of a contract sales force in
the latter half of 2007 and market research, promotional and medical education costs related to Dyloject pre-launch efforts in the U.K.
General and administrative expenses increased by approximately $533,000 as we incurred higher travel, facilities, insurance, dues and
subscriptions, depreciation and other general and administrative costs of approximately $165,000, $164,000, $98,000, $44,000, $37,000
and $129,000, respectively, which was partially offset by a reduction in our third party consulting costs of approximately $103,000.



Other Income and Expenses. For the years ended December 3 1, 2008, 2007 and 2006, other income, net, amounted to
approximately $0.6 million, $1.9 million and $1.9 million, respectively, as follows:

For the year ended December 31,

2008 2007 2006
Iterestigieome o h Ll R8T e e
Interest expense , 7 - — ) (699) “47)
Impairment of auction ratesecurities: . 0 @B =
Realized gain on sale of marketable securities 34,773 — —
Realized loss on foreign exchange fransactions, net. 797004y 0 i s i
Litigation settlement ‘ y - . & o 600,000

Total other income, nét $ 644,997 $ 1,895902 $ 1,883,315

Interest income Interest income consists of interest earned on our cash, cash equivalents and marketable securities available for
sale. For the year ended December 31, 2008 we had lower average invested balances of cash, cash equivalents and marketable securities
than in 2007. For the year ended December 31, 2007 we had higher average invested balances of cash, cash equivalents and marketable
securities than in 2006. :

Impairment of auction rate securities Due to adverse developments in the global credit and capital markets during 2008, certain
auctions for auction rate securities have failed as a result of liquidity issues and there is little to no current market activity for these
instruments. We performed a fair value analysis of the securities with the help of an independent third party valuation specialist, and
determined the fair values of our auction rate securities were below carrying value, and recorded a charge to the results of operations to
reflect the impairment in the amount of $213,090.

Litigation settlement In February 2006, we settled litigation with West Pharmaceutical Services, Inc. (“West”) regarding West’s
assignment of certain license agreements to Archimedes Pharma Limited (“Archimedes™) as part of the sale of West’s drug delivery
business to Archimedes. Under the terms of the settlement, on March 1, 2006 West paid us approximately $600,000 to resolve all claims
and we exchanged mutual releases. This amount is included in other income for the year ended December 31, 2006.

Liquidity and Capital Resources

Since inception, we have financed our operations primarily through the private placement of our equity securities, debt financings
and grant revenue primarily from the U.S. Department of Defense. We may raise additional funds through the private and/or public sale
of our equity and/or debt securities. We may also seek to raise capital through collaborative arrangements with corporate sources or
other sources of financing. We intend to continue to use the proceeds from these sources to fund ongoing research and development
activities, activities related to potential future commercialization, capital expenditures, working capital requirements and other general
purposes. As of December 31, 2008, we had cash, cash equivalents and marketable securities of approximately $21.6 million, including
$1.6 million of long-term marketable securities, compared to $37.3 million as of December 31, 2007.

On January 15, 2009, we entered into a License and Commercialization Agreement with Therabel Pharma N.V. under which
Therabel was granted an exclusive license under certain of our technology to commercialize Dyloject and will assume all Dyloject
commercialization, regulatory, and manufacturing responsibilities and expenses in the U.K. along with those for future market approvals
in the E.U. and certain other countries outside of the U.S. In February 2009, we received an upfront payment of $7.0 million and will
receive up to approximately an additional $5.0 million in payments for the sale of our existing inventory of Dyloject. Additionally, the
agreement provides for up to $59.5 million if certain sales and regulatory milestones are met. The agreement shall continue in full force
and effect on a country-by-country basis as long as any product licensed under the agreement is being developed or commercialized for
use in any disease, disorder, or condition in humans. Either party may terminate upon written notice upon the occurrence of certain
events, including material breach or bankruptcy, subject to certain cure provisions and restrictions. In addition, Therabel may terminate
the agreement following a specified period of prior written notice to us.

In May 2008, we sold 11,423,106 shares of our Common Stock to certain institutional and individual investors in a registered direct
offering at $2.41 per share. The aggregate gross proceeds from the offering were approximately $27.5 million, and the aggregate net
proceeds, after deducting the fees of the placement agents and other offering expenses, were approximately $25.8 million. We are using
the net proceeds from this offering to fund clinical research and development programs, the commercialization and manufacturing of
our product and our product candidates, and for other general corporate purposes. The common stock sold in the offering has been
registered on a universal shelf registration statement on Form S-3 (No. 333-149090) that was filed with the Securities and Exchange
Commission (the “SEC”) on February 6, 2008 and declared effective by the SEC on February 12, 2008, and under which approximately
$32.5 million remains available for future issuance.
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On February 6, 2007 we filed a shelf registration statement with the SEC (No. 333-140481) which was declared effective on
February 12, 2007, pursuant to which we sold in May 2007 an aggregate of 7,549,300 shares of common stock, which consisted of
7,100,000 shares in an underwritten public offering at a price to the public of $6.00 per share, and 449,300 shares purchased by our
underwriters at a price of $6.00 per share. Net proceeds from the offering were approximately $41.8 million, net of approximately
$2.9 million for underwriting fees and $0.6 million of additional offering expenses. Approximately $4.7 million remains available for
future issuance under this registration statement.

On November 7, 2005 we closed a private placement consisting of the sale of approximately 14.2 million shares of our common
stock and 711,111 warrants for net proceeds of approximately $29.8 million. In December 2004, we raised approximately $18.1 million
through the sale of approximately 6.1 million shares of our common stock at $2.95 per share in a private placement.

Although we believe that our existing cash resources, in addition to the funds we anticipate receiving pursuant to our agreement with
Therabel, will be sufficient to support the current operating plan at least through December 31, 2009, we will need additional financing
to support our operating plan thereafter or we will need to modify our operating plan accordingly. We may raise additional funds
through the private and/or public sale of our equity and/or debt securities. We may need to raise additional funds to meet long-term
planned goals. There can be no assurance that additional financing, if at all available, can be obtained on terms acceptable to us. If we
are unable to obtain such additional financing, future operations will need to be scaled back or discontinued.

As a development stage enterprise, our primary efforts, to date, have been devoted to conducting research and development, raising
capital, forming collaborations and recruiting staff. We have limited capital resources and revenues, have experienced a $157.5 million
net loss attributable to our common stockholders and have had negative cash flows from operations since inception. These losses have
resulted principally from costs incurred in research and development activities, including acquisition of technology rights, increasing
costs related to potential future commercialization of our product candidates, and selling, general and administrative expenses. As of
December 31, 2008, we have paid an aggregate of $5.6 million and $6.0 million in cash since inception to West Pharmaceutical and
Shimoda Biotech (Proprietary) Ltd., respectively, pursuant to agreements that we have entered into with these entities. We expect to
incur additional operating losses until such time as we generate sufficient revenue to offset expenses, and we may never achieve
profitable operations.

We expect our cash requirements for operating activities will increase due to the following future activities:

. Conducting clinical programs, including Phase 3 clinical trials to support regulatory submissions and label extensions of
our product candidates;

. Continuing to support Good Manufacturing Practices (“GMP”) drug supply requirements of our nonclinical and clinical
trials; completing formal stability testing, analytical development, methods development, specification development and
commercial scale-up;

. Conducting commercialization activities in support the product launch of any of our product candidates, including pre-
launch planning, development of market plans, production of commercial stock, pricing and reimbursement application,
development of regional sales and marketing capabilities;

. Maintaining, protecting and expanding our intellectual property;
. Developing expanded internal infrastructure; and

. Hiring additional personnel.
Cash used in operating activities

From inception through December 31, 2008, net cash used in operating activities was approximately $112.9 million. Net cash used in
operating activities increased to approximately $38.8 million for the year ended December 31, 2008 from approximately $25.1 million
for the year ended December 31, 2007.

Net cash used in operating activities for the year ended December 31, 2008 consists primarily of our net loss of $43.5 million. The
increase in net cash used in operating activities was due primarily to higher cash outflows associated with an increase in selling, general
and administrative expenses and research and development activity in 2008. Significant increases were directly related to salaries,
benefits and infrastructure costs related to the addition of several new personnel, sales and marketing costs associated with the
commercial launch of Dyloject, and advancing our research and development clinical trials for two of our product candidates, Dyloject
and Ereska. Operating cash flows differ from net income as a result of non-cash charges or changes in working capital, primarily our
non-cash stock-based compensation expenses of approximately $3.3 million, amortization of intangible assets of $0.3 million,
depreciation of $0.3 million and the impairment of our auction rate securities of $0.2 million. Also in 2008, increases in our outstanding
payables and accrued liabilities impacted cash by approximately $2.0 million, while our inventory increased by approximately
$1.7 million. This inventory will be sold in conjunction with the Therabel transaction.
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Net cash used in operating activities increased to approximately $25.1 million for the year ended December 31, 2007 from
approximately $12.5 million for the year ended December 31, 2006.

Net cash used in operating activities for the year ended December 31, 2007 consisted primarily of our net loss of $31.0 million. The
increase in net cash used for operating activities was due primarily to higher cash outflows associated with an increase in selling,
general and administrative expenses and research and development activity in 2007. Significant increases were directly related to
salaries, benefits and infrastructure costs related to the addition of several new personnel, advancing our research and development
clinical trials for each of our product candidates, and increased pre- and post-launch planning and development costs associated with
commercialization of Dyloject. Operating cash flows differ from net income as a result of non-cash charges or changes in working
capital, primarily our non-cash stock-based compensation expenses of approximately $3.5 million. Also in 2007, our outstanding
payables and accrued liabilities increased by approximately $3.0 million, while our prepaid expenses and other current assets increased
by approximately $1.1 million.

Cash used in investing activities

From inception through December 31, 2008, net cash used in investing activities was approximately $7.3 million, primarily related to
the net purchases of marketable securities available for sale and cash used in the acquisition of intangible assets and fixed assets. Net
cash provided by investing activities was approximately $16.6 million for the year ended December 31, 2008 compared to net cash used
in investing activities of $12.0 million for the year ended December 31, 2007.

Net cash provided by investing activities in 2008 was primarily the result of $19.6 million of net redemptions of our marketable
securities to more secure cash and cash equivalent investments as global market conditions were eroding, and to fund operations.
Additionally, in December 2008 we paid $2.0 million to Shimoda for the achievement of a commercialization milestone related to our
Dyloject product, which we had previously accrued and recorded as an intangible asset in 2007. Additionally, cash outflows related to
capital expenditures were $0.9 million, primarily related to leasehold improvements in our corporate offices and equipment purchases.
We expect that cash used for investing activities in 2009 will fluctuate based on future financing and the need to utilize our current
investments for operations or capital improvements.

Net cash used in investing activities increased to approximately $12.0 million for the year ended December 31, 2007 from
approximately $11.6 million for the year ended December 31, 2006.

Net cash used in investing activities increased primarily due to lower net purchases of short term marketable securities in 2007.
Purchases increased by $34.1 million in 2007 as proceeds from our 2007 financing were invested primarily in short term marketable
securities in the second quarter of 2007. Gross proceeds from sales and maturities increased by approximately $35.7 million compared
to 2006. However, some proceeds were transferred to cash equivalents to be utilized for operations instead of being reinvested in
marketable securities. Additionally, in December 2007 we paid $1.8 million to Shimoda for the achievement of a commercialization
milestone related to our Dyloject product. In compliance with our policy, the milestone has been recorded as an intangible asset on our
consolidated balance sheet as it relates to a commercialized product with future economic benefit, and is being amortized over the
remaining life of the patents. From inception to December 31, 2007, capital expenditures were not material resulting from our use of
contract manufacturing facilities and leased office space.

Cash provided by financing activities

From inception through December 31, 2008, net cash provided by financing activities was approximately $140.3 million. For the
years ended December 31, 2008 and 2007, net cash provided by financing activities was $26.3 million and $43.8 million, respectively.

For 2008, net cash from financing activities related to proceeds from the May 2008 registered direct offering to certain institutional
and individual investors from the sale of our common stock, which generated net proceeds, after deducting the fees of the placement
agents and other offering expenses, of approximately $25.8 million; and approximately $0.5 million from the exercise of certain stock
options.

For 2007, net cash from financing activities related to proceeds from the May 2007 underwritten public offering which generated net
proceeds from the sale of common stock of approximately $41.8 million; approximately $0.6 million from the exercise of warrants; and
approximately $1.4 million from the exercise of certain stock options.
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Commitments

The following table summarizes our commitments as of December 31, 2008:

Payments due by period

Beyond
Total <1 Year 1-3 Years 3-5 Years § Years

Operating leases has £
Shimoda License Agreement (2) 2,000.000
Archimedes License Agreements. . SR

Manufacturing Supply Agreements (4) 1,993,020

(1) We lease approximately 24,713 square feet of general office space in Cambridge, Massachusetts and Lake Success, NY, as well
as smaller offices in the UK. and Germany, in addition to small equipment leases. The UK. office lease was assumed by Therabel
under the terms of the Dyloject EU commercialization transaction with Javelin. We plan to close Germany and the Lake Success, NY
offices at the conclusion of the current lease obligations in March 2009 and October 2009, respectively.

(2) Under the license agreement with Shimoda Biotech, Ltd. we are obligated to make aggregate remaining milestone payments of
approximately $2.0 million upon the occurrence of specified developmental milestones, which include the filing of an NDA with the
FDA for Dyloject, the approval of an NDA by the FDA and the first commercial sale of a licensed product and pay a royalty based upon
our and our sublicensees’ sales of products, which is subject to change, as noted.

(3) Under the license agreements with Archimedes Pharma Limited (assigned from West Pharmaceutical Services, Inc.), we may be
required to pay an aggregate of $5.0 million for research and development milestones if certain defined events occur, which include the
first filing of a marketing authorization application with a regulatory agency, first approval of a marketing authorization application and
the first commercial sale of a licensed product, which is subject to change, as noted.

The timing of the remaining milestones is dependent upon factors that are beyond our control, including our ability to recruit
patients, the outcome of future clinical trials and any requirements imposed on our clinical trials by regulatory agencies. However, for
the purpose of the above table, we have assumed that the payment of the milestones will occur between one to three years, from
December 31, 2008.

(4) Under our U.S. Manufacturing Agreement with Baxter Healthcare Corporation (“Baxter”), we committed to purchase at least
$13,230,000 worth of Dyloject product manufactured to our specifications, commencing upon regulatory approval from the FDA. As is
customary in such agreements, either party may terminate upon written notice upon the occurrence of certain events, including breach,
bankruptcy, insolvency or, subject to certain cure provisions and restrictions, including the lack of FDA approval for Dyloject by a
specified date for Baxter.

Purchase Commitments

In February 2007, we entered into a Commercial Supply Agreement (the “Supply Agreement”) with Precision Pharma Services, Inc.
(“Precision”). The initial term of the Supply Agreement was two years. Under the Supply Agreement, Precision agreed to manufacture
our requirements for the supply of Dyloject, in accordance with U.S. and E.U. good manufacturing practices. We committed to purchase
at least $7,650,000 worth of product during the two year period beginning on April 1, 2007. In December 2008, both parties mutually
agreed not to extend the Supply Agreement. With the decision not to extend the Supply Agreement, both parties agreed that no further
obligations will be required on our behalf.

In May 2007, we entered into a Development and Toll Manufacturing Agreement (the “Manufacturing Agreement”) with Baxter
Healthcare Corporation (“Baxter”). The agreement is for U.S. drug supply and has a three year term, renewable thereafter in one-year
increments. Under the Manufacturing Agreement, we committed to purchase at least $13,230,000 worth of Dyloject™ product
manufactured to our specifications, commencing upon regulatory approval from the U.S. Food and Drug Administration (“FDA”). As is
customary in such agreements, either party may terminate upon written notice upon the occurrence of certain events, including breach,
bankruptcy, insolvency or, subject to certain cure provisions and restrictions, the lack of FDA approval for Dyloject by a specified date.

In July 2008, we entered into a Development and Toll Manufacturing Agreement (the “EU Manufacturing Agreement”) with Baxter
for drug supply in the EU. Under the EU Manufacturing Agreement, we committed to purchase approximately $3.65 million worth of
Dyloject product manufactured to our specifications. The EU Manufacturing Agreement commenced on July 30, 2008 and runs until the
third anniversary of the receipt of a first regulatory approval necessary for the manufacture, in Baxter’s facility, of Dyloject for selected
European countries. Such approval was received in the first quarter of 2009. Thereafter, the EU Manufacturing Agreement is renewable
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in one-year increments. As is customary in such agreements, either party may terminate upon written notice upon the occurrence of
certain events, including breach, insolvency or the lack of Medicines and Healthcare Products Regulatory Agency or European
Medicines Agency approval for Dyloject by a specified date, subject to certain cure provisions and restrictions. In February 2009, in
conjunction with the Therabel transaction detailed previously, we assigned this agreement to Therabel, thereby relieving us of any
purchase commitments under the EU Manufacturing Agreement so long as the Therabel collaboration is in force during the three year
period of the EU Manufacturing Agreement.

Critical Accounting Policies and Significant Judgments and Estimates

Revenue Recognition We have been awarded government grants and contracts from the U.S. Department of Defense (“DOD”) and
the National Institutes of Health (the “NIH”), which are used to subsidize our research and development projects. The DOD reimburses
us for certain research and development subproject costs related to the Ereska development program. DOD and NIH revenue is
recognized as subsidized project costs for each period are incurred. Contract and grant revenue is derived from internal headcount
expense and external contractual expense, both of which are highly dependent on the timing, order and relationship of individual
reimbursable subprojects. Our grant submissions may fluctuate from period to period due to the timing and scope of these activities and
the results of studies and clinical trials. As of December 31, 2006, we had utilized all available contract and grant funding.

With the exception of revenues derived from government grants and contracts, and product revenues in 2008 from sales of Dyloject
in the U.K., we have generated no operating revenues since our inception.

We recognize revenue when all of the following criteria are met: persuasive evidence of an arrangement exists; delivery has occurred
or services have been rendered; the seller’s price to the buyer is fixed or determinable; collectability is reasonably assured; and title and
the risk and rewards of ownership have transferred to the buyer. Our product revenue consists of sales of Dyloject in the U K., which
began in the first quarter of 2008. During 2008, we sold product directly to hospitals upon approval from their formulary process at a
price which has been approved by the U.K. National Health Services. Due to the nature of our pricing as approved by the U.K. National
Health Services and the national healthcare process, our sales do not have any provisions for chargebacks, rebates, discounts or other
adjustments to gross revenue recorded.

Our return policy allows for returns based on subjective criteria of the buyer for a limited period of time after the product is
delivered. Because we started recording sales in the first quarter of 2008, we do not have a significant amount of history to draw upon in
determining the level of returns that we might experience based on our return policy. As such, we believe it is appropriate not to record
revenue on those shipments occurring in the reporting period that could be returned in the following reporting period, and will recognize
revenues on those shipments when the right of return restrictions lapse in the subsequent period.

Marketable Securities As of December 31, 2008, our marketable securities consist of student loan auction rate securities issued by a
state agency and an auction rate security of a closed end mutual fund. The closed end mutual fund primarily invests in common stocks,
including dividend paying common stocks such as those issued by utilities, real estate investment trusts and regulated investment
companies under the Internal Revenue Code. The fund also invests in fixed income securities such as U.S. government securities,
preferred stocks and bonds. Due to adverse developments in the global credit and capital markets during 2008, certain auctions have
failed as a result of liquidity issues and there is little to no current market activity for these instruments. As a result Level 1 and Level 2
pricing inputs are unavailable to support the fair value of these securities. Therefore, we have classified these securities as Level 3 at
December 31, 2008. In the fourth quarter of 2008, with the help of a third party valuation specialist, management determined that the
fair value of these auction rate securities is impaired on an other-than-temporary basis. This Jjudgment was determined based on a
qualitative and quantitative analysis of each security. This included a review of each security’s collateral, ratings and insurance in order
to assess default risk, credit spread risk and downgrade risk. Additionally, a risk assessment was prepared for each security based on the
details of each security, as well as the influence of various credit risks and overall credit environment. As a result of this analysis, we
determined the fair value was below carrying value, and recorded a charge to the results of operations to reflect the impairment in the
amount of $213,090. If the auction rate markets continue to deteriorate for these securities, additional impairments could be necessary.

Inventory Inventory is valued at the lower of cost or market, with cost determined under the first-in, first-out, or FIFO, method. At
December 31, 2008 and 2007, our inventory consisted entirely of Dyloject. We make the decision to capitalize inventory costs
associated with our products at the point we believe future economic benefit will be realized, generally upon regulatory approval. Our
inventory is currently manufactured by a third party manufacturer in the US. We do not capitalize inventory produced by the
manufacturer until a batch is completed and released. A batch is released after testing and acceptance of the batch as commercially
viable. At that point, we assume ownership and title to the inventory, and incur a liability. We do not have economic responsibility for
product that is not commercially viable. Our inventory is initially considered work-in-process, as it is considered brite stock until it is
labeled and packaged. Inventory is considered finished goods upon successful labeling and packaging of the product.

Inventory is relieved to cost of goods sold upon sale at actual cost of production. We periodically review our inventories for excess
or obsolete inventory and write-down obsolete or otherwise unmarketable inventory to its estimated net realizable value. If the actual net
realizable value is less than that estimated by us, or if there are any further determinations that inventory will not be marketable based
on estimates of demand, additional inventory write-downs may be required.
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Long-lived Assets Long-lived assets to be held and used, including intangible assets, are reviewed for impairment whenever events
or changes in circumstances indicate that the carrying amount of the assets might not be recoverable. Conditions that would necessitate
an impairment assessment include a significant decline in the observable market value of an asset, a significant change in the extent or
manner in which an asset is used, or a significant adverse change that would indicate that the carrying amount of an asset or group of
assets is not recoverable. Determination of recoverability is based on an estimate of undiscounted future cash flows resulting from the
use of the asset and its eventual disposition. Included in the assessment of intangibles, significant weight was given to the patent life of
the intangible. In the event that such cash flows are not expected to be sufficient to recover the carrying amount of the assets, the assets
are written-down to their estimated fair values. Long-lived assets to be disposed of are carried at fair value less costs to sell.

Research and Development Costs Since our inception, we have incurred approximately $103.1 million of research and
development costs. The major research projects undertaken by us include the development of Dyloject, Ereska and Rylomine. We
expense all research and development costs as incurred for which there is no alternative future use. For various reasons, many of which
are outside our control, including timing and results of our clinical trials, obtaining regulatory approval and dependence on third parties,
we cannot estimate the total remaining costs to be incutred to commercialize our products, nor is it possible to estimate when, if ever,
any of our products will be approved by regulatory agencies for commercial sale. In addition, we may experience adverse results in the
development of our products, which could result in significant delays in obtaining approval to sell our products, additional costs to be
incurred to obtain regulatory approval or failure to obtain regulatory approval. In the event any of our product candidates were to
experience setbacks, it would have a material adverse effect on our financial position and operating results. Even if we successfully
complete development and obtain regulatory approval of one or more of our products, failure of physicians and patients to accept our
products as a safe, cost-effective alternative compared to existing products would have a material adverse effect on our business.

Share-based Payments We make certain assumptions in order to value and expense our various share-based payment awards. In
connection with valuing stock options and warrants, we use the Black-Scholes model, which requires us to estimate certain subjective
assumptions. The key assumptions we make are: the expected volatility of our stock; the expected term of the award; and the expected
forfeiture rate.

We review our valuation assumptions periodically and, as a result, we may change our valuation assumptions used to value stock-
based awards granted in future periods. Such changes may lead to a significant change in the expense we recognize in connection with
share-based payments.

Income Taxes As of December 31, 2008, we had approximately $111.3 million of domestic net operating loss carry forwards which
expire on various dates through 2028. These loss carry forwards are available to reduce future federal and state taxable income, if any.
These loss carry forwards are subject to review and possible adjustment by the appropriate taxing authorities. We have incurred
operating losses since inception and have established valuation allowances equal to the total deferred tax assets due to the uncertainty
with respect to achieving profitable operations in the future. Should the uncertainty regarding our ability to achieve profitable operations
change in the future, we would reverse all or a portion of the valuation allowance, the effect of which could be material to our financial
statements.

Contingencies and Litigation

There has been, and we expect there may be, significant litigation in the industry regarding commercial practices, regulatory issues,
pricing, and patents and other intellectual property rights. Certain adverse unfavorable rulings or decisions in the future could create
variability or have a material adverse effect on our future results of operations and financial position.

Off Balance Sheet Arrangements

Certain warrants issued in conjunction with our common stock financing are equity linked derivatives and accordingly represent an
off balance sheet arrangement. These warrants meet the scope exception in paragraph 11(a) of Statement of Financial Accounting
Standards No. 133 - “Accounting for Derivative [nstruments and Hedging Activities,” or SFAS 133, and are accordingly not accounted
for as derivatives for purposes of SFAS 133, but instead included as a component of equity. See Footnote 8 to the consolidated financial
statements and the Consolidated Statement of Stockholders’ Equity for more information.

Recent Accounting Pronouncements

In February 2007, the FASB issued Statement No. 159, “The Fair Value Option for Financial Assets and Financial Liabilities”
(“SFAS No. 159”). SFAS No. 159 allows entities the option to measure eligible financial instruments at fair value as of specified dates.
Such election, which may be applied on an instrument by instrument basis, is typically irrevocable once elected. SFAS No. 159 is
effective for fiscal years beginning after November 15, 2007. We adopted SFAS 159 effective January 1, 2008 and decided not to elect
the fair value option for our existing financial assets and liabilities. Therefore, adoption of SFAS No. 159 did not have any impact on
our consolidated financial statements.

In March 2008, the FASB issued SFAS No. 161, “Disclosures about Derivative Instruments and Hedging Activities” (“SFAS
No. 161”). SFAS No. 161 amends and expands the disclosure requirements of SFAS No. 133, “Accounting for Derivative Instruments
and Hedging Activities.” It requires qualitative disclosures about objectives and strategies for using derivatives, quantitative disclosures

about fair value amounts of gains and losses on derivative instruments, and disclosures about credit-risk-related contingent features in
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derivative agreements. This statement is effective for financial statements issued for fiscal years beginning after November 15, 2008.
We do not currently expect this pronouncement to have a significant impact on our financial statements.

In April 2008, the FASB issued Staff Position (FSP) No. FAS 142-3, “Determination of the Useful Life of Intangible Assets” (“FSP
FAS 142-3”). FSP FAS 142-3 amends the factors that should be considered in developing renewal or extension assumptions used to
determine the useful life of a recognized intangible asset under SFAS No. 142, “Goodwill and Other Intangible Assets.” It is effective
for financial statements issued for fiscal years beginning after December 15, 2008, and interim periods within those fiscal years and
should be applied prospectively to intangible assets acquired after the effective date. Early adoption is not permitted. FSP FAS 142-3
also requires expanded disclosure related to the determination of intangible asset useful lives for intangible assets and should be applied
to all intangible assets recognized as of, and subsequent to the effective date. The impact of FSP FAS 142-3 will depend on the size and
nature of acquisitions, if any, on or after January 1, 2009.

In December 2007, the FASB issued Emerging Issues Task Force (EITF)Issue No.07-1, “Accounting for Collaborative
Arrangements” (“EITF 07-17). EITF 07-1 defines collaborative arrangements and establishes reporting requirements for transactions
between participants in a collaborative arrangement and between participants in the arrangement and third parties. This Issue is effective
for us beginning January 1, 2009, and will be applied retrospectively to all prior periods presented for all collaborative arrangements
existing as of the effective date. While management has not yet completed its analysis, it does not anticipate that the implementation of
EITF 07-1 will be material to the consolidated financial position or results of operations.

In September 2006 the FASB issued Statement of Financial Accounting Standards No. 157, “Fair Value Measurements” (“SFAS
No. 1577). SFAS No. 157 defines fair value, establishes a framework for measuring fair value, and expands disclosures about fair value
measurement. SFAS No. 157 also emphasizes that fair value is a market-based measurement, not an entity-specific measurement, and
sets out a fair value hierarchy with the highest priority being quoted prices in active markets. Under SFAS No. 157, fair value
measurements are disclosed by level within that hierarchy. In February 2008, the FASB issued FASB Staff Position No. 157-2,
“Effective Date of FASB Statement No. 157 ,” which permits a one-year deferral for the implementation of SFAS No. 157 with regard
to nonfinancial assets and liabilities that are not recognized or disclosed at fair value in the financial statements on a recurring basis. We
adopted SFAS No. 157 for the fiscal year beginning January 1, 2008, except for nonfinancial assets and nonfinancial liabilities that are
recognized or disclosed at fair value in the financial statements on a nonrecurring basis for which delayed application is permitted until
our fiscal year beginning January 1, 2009. The adoption of the remaining provisions of SFAS No. 157 is not expected to have a material
impact on our financial position, results of operations or cash flows.

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK
Market Risk Related to Interest Rates and Foreign Currency

We are exposed to market risks related to changes in interest rates and foreign currency exchange rates; however, we believe those
risks to be not material in relation to our operations. We do not have any derivative financial instruments.

Interest Rate Risk

As of December 31, 2008, our cash included approximately $18.5 million of money market securities, and $1.6 million in auction
rate marketable securities. Due to the short term duration of our investment portfolio, an immediate 10% change in interest rates would
not have a material effect on the fair market value of our portfolio. Therefore, we would not expect our operating results or cash flows to
be affected to any significant degree by the effect of a sudden change in market interest rates on our securities portfolio.

Foreign Currency Exchange Risk

Substantially all of our operations are denominated in U.S. dollars and, as a result, we have relatively little exposure to foreign
currency exchange risk. In 2008, we had sales and marketing operations in the U.K. and, to a lesser extent, Germany. Additionally, our
product revenues were from the U.K. As a result, our financial position, results of operations and cash flows can be affected by market
fluctuations in foreign currency exchange rates, primarily British pound and Euro. We do not use forward exchange contracts to hedge
exposures denominated in foreign currencies or any other derivative financial instruments for trading or speculative purposes. Due to
the licensing of Dyloject to Therabel in January 2009, we will have minimal transactions in foreign currency in 2009. Therefore, the
effect of an immediate 10% change in exchange rates would not have a material impact on our future operating results or cash flows.

16



ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

Index to Financial Statements

Reports of Independent Registered Public Accounting Firms

Consolidated Balance Sheets as of December 31, 2008 and 2007

Consolidated Statements of Operations for the years ended December 31, 2008, 2007, and 2006, and the cumulative period

from February 23, 1998 (inception) to December 31, 2008

Consolidated Statements of Redeemable Preferred Stock and Stockholders’ Equity (Deficit) for the period from
February 23, 1998 (inception) to December 31, 2008, including the years ended December 31, 2008, 2007 and 2006

Consolidated Statements of Cash Flows for the years ended December 31, 2008, 2007 and 2006, and the cumulative period

from February 23, 1998 (inception) to December 31, 2008

Notes to the Consolidated Financial Statements

17

Page
18

21

22

23

25

28



Report of Independent Registered Public Accounting Firm

To the Board of Directors and Stockholders
Javelin Pharmaceuticals, Inc. and Subsidiaries

We have audited the accompanying consolidated balance sheets of Javelin Pharmaceuticals, Inc. and Subsidiaries (a development stage
enterprise) (the “Company”) as of December 31, 2008 and 2007, and the related consolidated statements of operations, redeemable
preferred stock and stockholders’ equity (deficit), and cash flows for each of the three years in the period ended December 31, 2008 and
the amounts included in the cumulative columns in the consolidated statements of operations and cash flows for each of the three years
in the period ended December 31, 2008. These financial statements are the responsibility of the Company’s management. Our
responsibility is to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of
material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the financial position of
Javelin Pharmaceuticals, Inc. and Subsidiaries as of December 31, 2008 and 2007, and the results of their operations and their cash
flows for each of the three years in the period ended December 31, 2008 and the amounts included in the cumulative columns in the
consolidated statements of operations and cash flows for each of the three years in the period ended December 31, 2008, in conformity
with U.S. generally accepted accounting principles.

We have also audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States), Javelin
Pharmaceuticals, Inc. and Subsidiaries’ internal control over financial reporting as of December 31, 2008, based on criteria established
in Internal Control — Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission, and
our report dated March 12, 2009 expressed an unqualified opinion on the effectiveness of Javelin Pharmaceuticals, Inc. and
Subsidiaries’ internal control over financial reporting.

/s/ McGladrey & Pullen, LLP

Burlington, Massachusetts
March 12, 2009
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Report of Independent Registered Public Accounting Firm

To the Board of Directors and Stockholders
Javelin Pharmaceuticals, Inc. and Subsidiaries

We have audited Javelin Pharmaceuticals, Inc. and Subsidiaries’ (a development stage enterprise) (the “Company”) internal control over
financial reporting as of December 31, 2008, based on criteria established in Internal Control — Integrated Framework issued by the
Committee of Sponsoring Organizations of the Treadway Commission. Javelin Pharmaceuticals, Inc. and Subsidiaries’ management is
responsible for maintaining effective internal control over financial reporting and for its assessment of the effectiveness of internal
control over financial reporting included in the accompanying Management's Annual Report on Internal Control over Financial
Reporting . Our responsibility is to express an opinion on the Company’s internal control over financial reporting based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether effective internal control over
financial reporting was maintained in all material respects. Our audit included obtaining an understanding of internal control over
financial reporting, assessing the risk that a material weakness exists, and testing and evaluating the design and operating effectiveness
of internal control based on the assessed risk. Our audit also included performing such other procedures as we considered necessary in
the circumstances. We believe that our audit provides a reasonable basis for our opinion.

A company’s internal control over financial reporting is a process designed to provide reasonable assurance regarding the reliability of
financial reporting and the preparation of financial statements for external purposes in accordance with generally accepted accounting
principles. A company’s internal control over financial reporting includes those policies and procedures that (@) pertain to the
maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and dispositions of the assets of the
company; (b) provide reasonable assurance that transactions are recorded as necessary to permit preparation of financial statements in
accordance with generally accepted accounting principles, and that receipts and expenditures of the company are being made only in
accordance with authorizations of management and directors of the company; and (¢) provide reasonable assurance regarding prevention
or timely detection of unauthorized acquisition, use, or disposition of the company’s assets that could have a material effect on the
financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements. Also, projections
of any evaluation of effectiveness to future periods are subject to the risk that controls may become inadequate because of changes in
conditions, or that the degree of compliance with the policies or procedures may deteriorate.

In our opinion, Javelin Pharmaceuticals, Inc. and Subsidiaries maintained, in all material respects, effective internal control over
financial reporting as of December 31, 2008, based on criteria established in Internal Control — Integrated Framework issued by the
Committee of Sponsoring Organizations of the Treadway Commission.

We have also audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States), the
consolidated balance sheets of Javelin Pharmaceuticals, Inc. and Subsidiaries (a development stage enterprise) as of December 31, 2008
and 2007 and the related consolidated statements of operations, redeemable preferred stock and stockholders’ equity (deficit), and cash
flows for each of the three years in the period ended December 31, 2008, and the amounts included in the cumulative columns in the
consolidated statements of operations and cash flows for each of the three years in the period ended December 31, 2008, and our report
dated March 12, 2009 expressed an unqualified opinion.

/s/ McGladrey & Pullen, LLP

Burlington, Massachusetts
March 12, 2009
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Report of Independent Registered Public Accounting Firm

To the Board of Directors and Stockholders of
Javelin Pharmaceuticals, Inc.

In our opinion, the consolidated statements of operations, changes in redeemable preferred stock and stockholders’ equity (deficit) and
cash flows for the period from February 23, 1998 (inception) to December 31, 2005 (not separately presented) present fairly, in all
material respects, the results of operations and cash flows of Javelin Pharmaceuticals, Inc. (formerly Intrac, Inc.) and its subsidiary (a
development stage enterprise) (the “Company”) for the period from February 23, 1998 (inception) to December 31, 2005 (not separately
presented), in conformity with accounting principles generally accepted in the United States of America. These financial statements are
the responsibility of the Company’s management. Our responsibility is to express an opinion on these financial statements based on our
audits. We conducted our audits of these statements in accordance with the standards of the Public Company Accounting Oversight
Board (United States). Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts
and disclosures in the financial statements, assessing the accounting principles used and significant estimates made by management, and
evaluating the overall financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

As discussed in Note 2 to the financial statements, the Company has recurring losses and limited capital resources.

/s/ PricewaterhouseCoopers LLP
New York, New York
April 14, 2006
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Javelin Pharmaceuticals, Inc. and Subsidiaries
(A Development Stage Enterprise)
Consolidated Balance Sheets

December 31,
2008 2007

Assets - ““ -
Current assets: o
- Cash and cash equivalents - - 5 20050937 8 15931048
Short term marketable securities avalla le for sale o — 21,319,150
Accounistecevableproductsales. - e 40088
Inventory o \ 4 » 1,847,904 116,143
Prepaid expenses and othér currentassets . LoSlipn ) 1R0R00
Total current assets — 22,887,949 38 656,345
Long term marketable securities available-for-sale =~ 1886910 -
Fixed assets, at cost, net of accumulated depreCIatlon__ e 1,195,670 545 195
Intangible assets, net of accumulated amortization. 11 anmmnan S A G SIS T R68 5
Other assets 154,918 154,498
Tombassets o o L e 43 5161

Liabilities and Stockholders’ Equlty

Current liabilities: = - - . -
Accounts payable and accrued expenses - 8,119,006 8,156,788
Deferred lease liability ... .. _ _ _ _ _ _ _ _ _ @ s i
Total current llabllltles 8,632,525 8,640,929

Commitments and contingencies

Stockholders’ equity
Preferred stock, $0.001 par Value 5 000 ()00 shares authm‘lzed as of December Si 2008 and 2007 none ; .

of which are outstanding - .. _ _ _ _ _ @
Common stock, $0.001 par Value 200 000 000 shares authorlzed as of December 31 2008 and 2007

respectively; 60,649,358 and 48,990,845 shares issued and outstanding at December 31, 2008 and

2007, respectively ] ) ) - ] 60,649 48,990
Addiiopalpaidmeapal . . L 174834807 jAd005 RS
Accumulated other comprehensive income ‘ 7 10,383 8,594
Deficit accumulated during the development stage .. (153932759 (110469683

Total stockholders’ equity 20,673,170 34,510,686

Total liabilities and stockholders’ equity = e B0 38 805 51615

The accompanying notes are an integral part of the consolidated financial statements.
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Javelin Pharmaceuticals, Inc. and Subsidiaries
(A Development Stage Enterprise)
Consolidated Statements of Operations

Revenues:
Product revenue o -
Government grants and contracts
Total revenues
Costs and expenses:
Cost of product revenue
Research and development ,
Selhng, general and admlnlstratlve
Total costs and expenses
Operatingloss
Other income (expense):
Interest expense
Interest income -
Other income (expense)
Total other income, net
Loss before income tax provision
Income tax prov1s1on
Net loss e

Deemed d1V1dend related to benef1c1al conversion feature of Serres B

redeemable convertible preferred stock
Net loss attributable to compion stockholders

Net loss per share attrrbutable to common stockholders n

Basicand diluted
Weighted average shares

Year Ended December 31,

Cumulative from
February 23, 1998
(inception) to
December 31,

2008 _ 2007 i 2006

L . s

1 101 613 o— 842,171

840, 501

. 26,830617 19018854 @ 10854116
17,219,518 13,810,772 9 608,598

. 293509 97650 6T o081

45,193, 235 32,927,276 20 523,722

o (32.927276) (19.681551)
. - @)
921,238 1 896 601 _ 1 282 604

. 276241y 600758
644,997 7 895 9002 1 ,883,315
(43,446,625) (31,031.374) (17, 798 236
16,451 — —

. (43463076) (31031374) (17.798.236)

$(43,463.076) $(31,031.374) $(17.798.236)

$ (157.492,064)

2008

$ 1,101,613
5804804
6,906,437

849,591
103.067.184

60,760,883 (1)

Se9Tiy

165,247 430
 (158.340,993)

 (944657)
5,040,598

, 328744
4,424,685

- (153916,308)
16,451

(153,932,759

(3,559,305)

S G e

56,184,146 45,462,653 40,179,543

(1) Includes related party transaction of $1,075,182 cumulative from February 23, 1998 (inception) through December 31, 2002 (see note

14).

The accompanying notes are an integral part of the consolidated financial statements.
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Javelin Pharmaceuticals, Inc. and Subsidiaries
(A Development Stage Enterprise)
Consolidated Statement of Cash Flows

Cumulative from
Year Ended February 23, 1998
December 31, (inception) to

2008 2007 2006 D ber 31, 2008

Cash flows from operating activities:
Net loss , $(43,463,076) $(31,031,374) $(17,798,236) $ (153,932,759)

293,509 97 650 61,008 569 772‘

Non-cash expense contnbuted by affiliate
Changes in assets and labilities: .
Decrease in grant recelvable
Increase in inventory

(Increase) decrease in prepald expenses other current assets

and other assets 305052 (1089491) 41329 (1,118,561)

: e ayafiiié;/accm}iéd i / .

— 113645 45085
AR BB

liabilities _
_ (Decrease) increase in deferred revenue
Increase in deferred lease liability
Increase in due to Licensor
Net cash used in operating activities
Cash flows from investing activities: ] ] e
. Purchases of short term marketable securities . (21000008) (57401400y (237250610 (8273281
Redemption of short term marketable securmes - ' 21,651,653 47,560,000 11 820 OOO 81,031,653
“Acquisition of intangibleassets .~ 2000,000)0  (1,800,000) . (3.800,000)
Capital expenditures (942,656) (405,682) (136 306) (1,764,115)
. Netcash (used in) provided by investing activities 16608997  (12,047.082) ' (11,566,923) (7,284,479
_Cash flows from financing activities: ) - ) - ' -
. Procecdsfromexerciseofwarrants o o 0 636646 09999 1 asaogs
_Proceeds from shares issued under ESPP 19,887 - — 19,887
. Proceeds from exercise of stockoptions . . 807361 . 140046 @ . o 1008119
Proceeds from sale of Common Stock } , 27, 529 702 45,295,800 — 122 921,776
_ Proceeds from sale of Preferred Stock e . e
_Expenses associated with sale of Common Stock 7 - (1 767 857),, ~(3,498,087) —— (9,344,579)
_ Expenses associated with sale of Preferred Stock. .. - i
__Proceeds from notes payable 2,015,000
_ Proceeds from issuance of debenture - 1.000000
Repayment of debenture (1 000,000)
_ Expenses associated with notes payable ..____=__ . - . H33 719y
Repayment of notes payable (1 515 000)
' Netcash provided by financing activites =~ 26780093 43,835,105 ),99! 0290513
‘Net increase in cash and cash equivalents , 4,126,694 6,657,764 (24 033 970) 20 057 937’
- Cashand cash equivalents at beginningofpetiod =~~~ 15931243 = 9273479
Cash and cash equivalents at end of period $ 20,057,937 $ 15,931,243 $ 9,273,479 $ 20,057,937

"~ 500, 0.000
112,948,097

) _(25.130.259) _(12,477,046)
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Cash paid for interest: s s s s 16m
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Javelin Pharmaceuticals, Inc. and Subsidiaries
(A Development Stage Enterprise)
Consolidated Statement of Cash Flows

Supplemental &sciosure of noncash mvestmg and ﬁnancmg‘ S

- activities:
Non cash issuance of common stock
Options and warrants issued for services and financings
Conversion of Merger Note and accrued interest to Series C
stock ’
Recapitalization in connection with Merger with Intrac
Non cash addition of intangible asset

Year Ended
December 31,
2008 B 2007 2006

27
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December}l, 2008

500,000
i 574
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Javelin Pharmaceuticals, Inc. and Subsidiaries
(A Development Stage Enterprise)
Notes to the Consolidated Financial Statements

1. Organization and Business

Javelin Pharmaceuticals, Inc., along with its wholly owned subsidiaries Javelin Pharmaceuticals U.K. Limited, Javelin
Pharmaceuticals GmbH and Innovative Drug Delivery Systems, Inc. (collectively, “we,” “us,” the “Company” or “Javelin”), is a
development stage enterprise engaged in the research, development and commercialization of innovative treatments for the relief of
moderate to severe pain. We conduct operations in a single segment. Substantially all of our operations are within the United States of
America (“U.S.”), but we have established branch offices in the United Kingdom (“U.K.”) and Germany. We are a specialty
pharmaceutical company that applies proprietary technologies to develop new products and improved formulations of existing drugs
that target current unmet and underserved medical needs primarily in the pain management market. Our product and our product
candidates are designed to offer enhanced pain relief, fewer adverse side effects and faster relief of pain compared to other currently
available treatments.

We have three late stage product candidates in clinical development in the U.S.: Dyloject™ (diclofenac sodium injectable), Ereska™
(intranasal ketamine, formerly referred to as PMI-150) and Rylomine™ (intranasal morphine). On October 31, 2007, we received
marketing authorization approval in the U.K. for Dyloject®, our proprietary injectable formulation of diclofenac sodium (75 mg/2 ml).
Commercial launch of the product occurred in December of 2007 upon first inclusion in local hospital formularies. Product revenues
related to Dyloject began in the first quarter of 2008.

In addition to the normal risks associated with a new business venture, there can be no assurance that our research and development
will be successfully completed or that any approved product will be commercially viable. In addition, we operate in an environment of
rapid change in technology and government regulation, are dependent upon raising capital to fund operations, and are dependent upon
the services of our employees, collaborators and consultants.

On January 15, 2009, we entered into a License and Commercialization Agreement with Therabel Pharma N.V. (“Therabel”), under
which Therabel was granted an exclusive license under certain of our technology to commercialize Dyloject and will assume all
Dyloject commercialization, regulatory, and manufacturing responsibilities and expenses in the U.K. along with those for future market
approvals in the European Union and certain other countries outside of the U.S. In connection with this transaction, Therabel acquired
our U.K. subsidiary. In February 2009, we received an upfront payment of $7.0 million and will receive in 2009 up to approximately an
additional $5.0 million in payments for the sale of our existing inventory of Dyloject. Additionally, the agreement also provides for up
to $59.5 million in potential future sales and regulatory milestone payments. The agreement shall continue in full force and effect on a
country-by-country basis as long as any product licensed under the agreement is being developed or commercialized for use in any
disease, disorder, or condition in humans. Either party may terminate upon written notice upon the occurrence of certain events,
including material breach or bankruptcy, subject to certain cure provisions and restrictions. In addition, Therabel may terminate the
agreement following a specified period of prior written notice to us.

Javelin Pharmaceuticals, Inc. was incorporated in July 2005 in the State of Delaware by Intrac, Inc., a Nevada corporation (“Intrac”),
for the purpose of migrating the Intrac corporate entity to Delaware (the “Migratory Merger”). The Migratory Merger was effective on
September 7, 2005, at which time Javelin Pharmaceuticals continued the business conducted by Intrac. Through the Migratory Merger,
each outstanding share of Intrac common stock was automatically exchanged for one share of Javelin Pharmaceuticals common stock.
On December 6, 2004, Innovative Drug Delivery Systems, Inc. (“IDDS”), then a private operating company, consummated a merger
with Intrac, a public shell company (the “Reverse Merger”). For accounting purposes, the Reverse Merger has been treated as a
recapitalization of IDDS with IDDS as acquirer and with each share of IDDS common stock, stock options and warrants prior to the
Reverse Merger converted to 1.018 shares of Intrac common stock, stock options and warrants following the Reverse Merger. Thus, all
common share and per share data included herein have been adjusted as if the stock exchange had occurred at inception. Accordingly,
IDDS is considered to have issued shares of its common stock, stock options and warrants to shareholders of Intrac in exchange for the
net assets of Intrac. For the three year period prior to the Reverse Merger, Intrac’s operations were nominal. The assets, liabilities and
historical operating results prior to the Reverse Merger are those of IDDS. Pro forma information giving effect to the Reverse Merger
has not been provided since the Reverse Merger is not considered a business combination under Statement of Financial Accounting
Standards No. 141, “Business Combinations.” At the time of the Reverse Merger, Intrac had 1,153,190 shares of common stock issued
and outstanding, and Intrac did not hold any net assets. Therefore, since the Reverse Merger is accounted for as a recapitalization of
IDDS, the Intrac common shares were included in the surviving corporation’s stockholders equity at their par value with an offset to
additional paid-in capital of $1,153. As a result of the Migratory Merger, IDDS became a wholly-owned subsidiary of Javelin.

Pain Management, Inc. (the “Predecessor Company”) was incorporated in the State of Delaware on February 23, 1998. On
September 25, 2000, the Predecessor Company merged with IDDS. The terms of the merger provided for each share of the Predecessor
Company’s common stock to convert into approximately .908 shares of IDDS common stock. Accordingly, the stockholders of the
Predecessor Company exchanged 5,212,500 shares of the Predecessor Company’s common stock for 4,733,797 shares of IDDS
common stock. Prior to the merger, IDDS had outstanding 5,174,257 shares of common stock. Following the closing of the merger, the
only asset held by IDDS was a licensing agreement with West Pharmaceutical Services, Inc. (see Note 10) executed on August 25,
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2000. IDDS was incorporated on April 8, 1999; however, it remained dormant until executing the merger and licensing agreements
noted above. The Predecessor Company’s Board of Directors and management assumed similar roles in IDDS after the merger closed.
For financial reporting purposes, the merger was accounted for as the acquisition of a licensing agreement by the Predecessor Company
and a reorganization with IDDS becoming the surviving entity. Consequently, the assets, liabilities and historic operating results of
IDDS prior to the merger are those of the Predecessor Company. The fair value of the licensing agreement was determined to be
approximately $18.6 million based on the fair value of the common stock issued. The rights obtained under the licensing agreement
related to an unproven technology that would require significant research and development effort to commercialize a product. There is
also a significant uncertainty as to whether the research and development effort will be successful. Since the licensed technology has no
alternative future use, the fair value of the consideration issued to obtain the licensing agreement was expensed as research and
development at the time the merger closed.

2. Summary of Significant Accounting Policies
Basis of Preparation

The consolidated financial statements include the accounts of Javelin Pharmaceuticals, Inc. and its wholly owned subsidiaries. All
intercompany balances and transactions have been eliminated.

The financial statements have been prepared on a going-concern basis, which assumes realization of all assets and settlement or
payment of all liabilities in the ordinary course of business. We have limited capital resources, net operating losses and negative cash
flows from operations since inception and expect these conditions to continue for the foreseeable future. In addition, it is anticipated that
we will not generate significant revenues from product sales in the twelve months following December 31, 2008. Although we believe
that our existing cash resources, in addition to those cash resources that we anticipate receiving pursuant to our agreement with Therabel
discussed above, will be sufficient to support the current operating plan at least through December 31, 2009, we will need additional
financing to support our operating plan thereafter or we will need to modify our operating plan accordingly. In addition, we have the
ability to reduce discretionary spending to preserve cash. We may seek to raise additional funds through the private and/or public sale of
our equity and/or debt securities. We may also seek to raise capital through collaborative arrangements with corporate sources or other
sources of financing. There can be no assurance that such additional financing, if at all available, can be obtained on terms reasonable to
us. In the event that sufficient funds are not available, we will need to postpone or discontinue planned operations and projects. Our
continuance as a going concern is dependent upon, among other things, our ability to obtain adequate long-term financing, the success
of our research and development program and our attainment of profitable operations. The financial statements do not include any
adjustments that might result from the outcome of this uncertainty.

Use of Estimates

The preparation of financial statements in conformity with generally accepted accounting principles requires management to make
estimates and assumptions that affect the amounts reported in the financial statements and accompanying notes. Significant estimates
relate to the valuation of equity instruments issued for services rendered, recoverability of fixed assets and deferred taxes. Actual results
could differ from those estimates.

Concentrations of Credit Risk

Financial instruments which potentially subject us to concentrations of credit risk consist of cash, cash equivalents, and marketable
securities. We have established investment guidelines that relate to credit quality and diversification and that limit exposure to any one
issue of securities. We maintain our cash in bank deposit accounts which, at times, may exceed federally insured limits. We have not
experienced any losses in such accounts and believe we are not exposed to any significant credit risk on cash and cash equivalents.

Translation of Foreign Currencies

The functional currency for our foreign subsidiaries is their local currency. Assets and liabilities are translated at currents rates of
exchange at the balance sheet date. Income and expense items are translated at the average exchange rates for the period. Adjustments
resulting from the translation of the financial statements of our-foreign operations into U.S. dollars are excluded from the determination
of net income and are recorded in accumulated other comprehensive income, a separate component of shareholders’ equity.

Foreign exchange transaction gains and losses are included in the results of operation in other income, net. We had net foreign
exchange losses of approximately $0.1 million in 2008. There were no material foreign exchange gains or losses for 2007 and 2006.
Cash and Cash Equivalents

We consider all highly liquid investments which have maturities of three months or less, when acquired, to be cash equivalents. Our
cash and cash equivalents are comprised of demand deposit accounts, money market accounts and U.S. Treasury obligations. The
carrying amount reported in the balance sheet for cash and cash equivalents approximates its fair value.
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Marketable Securities

As of December 31, 2008, our marketable securities consist of student loan auction rate securities issued by a state agency and an
auction rate security of a closed end mutual fund. As of December 31, 2008, all the auction-rate securities held have original maturities
in excess of one year. Our investment policy permits investments in auction-rate securities that have interest resct dates of three months
or less at the time of purchase. The reset date is the date on which the underlying interest rate is revised based on a Dutch auction and
the underlying security may be readily sold. Although the securities held have extended maturities, we classify these securities available
for sale under SFAS No. 115 — “Accounting for Certain Investments in Debt and Equity Securities.” All available-for-sale securities
are recorded at fair market value and unrealized gains and losses are included in accumulated other comprehensive loss in shareholders’
equity. Realized gains and losses and declines in value, if any, judged to be other-than-temporary on available-for-sale securities are
reported in other expense. The cost of available-for-sale securities sold is based on the specific identification method. We have
established guidelines that maintain safety and provide adequate liquidity in our available-for-sale portfolio. These guidelines are
periodically reviewed and modified to take advantage of trends in yields and interest rates. In 2008, we have recognized charges of
$213,090 for the impairment of these available-for-sale securities to estimated fair value.

Inventory

Inventory is valued at the lower of cost or market, with cost determined under the first-in, first-out, or FIFO, method. At
December 31, 2008 and 2007, our inventory consisted of the following:

December 31,

2007

Work in process s s
Finished goods 1,384,431 116,143

We make the decision to capitalize inventory costs associated with our products at the point we believe future economic benefit will
be realized, generally upon regulatory approval. Our inventory is currently manufactured by a third party manufacturer in the US. We
do not capitalize inventory produced by the manufacturer until a batch is completed and released. A batch is released after testing and
acceptance of the batch as commercially viable. At that point, we assume ownership and title to the inventory, and incur a liability. We
do not have economic responsibility for product that is not commercially viable. Our inventory is initially considered work-in-process,
as it is considered brite stock until it is labeled and packaged. Inventory is considered finished goods upon successful labeling and
packaging of the product.

We capitalize all or in part the following activities related to commercial inventory production for released inventory: commercial
manufacturing, raw materials used, production expenses, quality assurance and testing, packaging and labeling, and shipping costs.

Inventory is relieved to cost of goods sold upon a standard cost of production. We periodically review our inventories for excess or
obsolete inventory and write-down obsolete or otherwise unmarketable inventory to its estimated net realizable value. If the actual net
realizable value is less than that estimated by us, or if there are any further determinations that inventory will not be marketable based
on estimates of demand, additional inventory write-downs may be required.

Fixed Assets

Furniture and fixtures, laboratory equipment, and computer equipment and software are stated at cost and are depreciated on a
straight-line basis over their estimated useful lives. Expenditures for maintenance and repairs which do not materially extend the useful
lives of the assets are charged to expense as incurred. The cost and accumulated depreciation of assets retired or sold are removed from
the respective accounts and any gain or loss is recognized in operations. The estimated useful lives of fixed assets are as follows:

Leaseholds
Laborat;jl:y equipment
Furhiture and fix

Corﬁbu’cer equipment and software
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Intangible Assets

In connection with our research and development efforts, we have entered into various arrangements which provide us with rights to
develop, produce and market products using certain know-how, technology and patent rights. Terms of the various license agreements
may require us to make license and/or milestone payments upon the achievement of certain product development objectives and
commercial objectives and pay royalties on future sales, if any, from the sale of commercial products.

Our intangible assets consist of deferred milestone payments related to our products when future commercialization is considered
probable and the future economic benefit is expected to be realized, generally upon regulatory approval. These intangible assets were
recorded at cost and are stated net of accumulated amortization and impairments. They are amortized on a straight line basis over their
remaining estimated useful lives, which is approximately six years, and are reviewed for impairment whenever events or changes in
circumstances indicate that the carrying amount of the assets might not be recoverable.

Conditions that would necessitate an impairment assessment include a significant decline in the observable market value of an asset,
a significant change in the extent or manner in which an asset is used, or a significant adverse change that would indicate that the
carrying amount of an asset or group of assets is not recoverable. Determination of recoverability is based on an estimate of
undiscounted future cash flows resulting from the use of the asset and its eventual disposition. In the event that such cash flows are not
expected to be sufficient to recover the carrying amount of the assets, the assets are written-down to their estimated fair values.

Revenue Recognition
Product revenue

We recognize revenue in accordance with SEC Staff Accounting Bulletin No. 101 (SAB 101), as amended by SAB 104. We
recognize revenue from product sales when persuasive evidence of an arrangement exists, title to product and associated risk of loss has
passed to the customer, the price is fixed or determinable, collection from the customer is reasonably assured and we have no further
performance obligations.

Our product revenue consists of sales of Dyloject in the U.X., which began in the first quarter of 2008. During 2008, we sold product
directly to hospitals upon approval from their formulary process at a price which has been approved by the U.K. National Health
Services. Due to the nature of our pricing as approved by the U.K. National Health Services and the national healthcare process, our
sales do not have any provisions for chargebacks, rebates, discounts or other adjustments to gross revenue recorded.

Our return policy allows for returns based on subjective criteria of the buyer for a limited period of time after the product is
delivered. Because we started recording sales in the first quarter of 2008, we do not have a significant amount of history to draw upon in
determining the level of returns that we might experience based on our return policy. As such, we believe it is appropriate not to record
revenue on those shipments occurring in the reporting period that could be returned in the following reporting perlod and we recognize
revenues on those shipments when the right of return restrictions lapse in the subsequent period.

Government grants and contracts

We have been awarded government grants and contracts from the U.S. Department of Defense (“DOD”) and the National Institutes
of Health (the “NIH”), which were used to subsidize our research and development projects (“Projects”). This revenue was recognized
as subsidized Project costs for each period are incurred. For the year ended December 31, 2002, our revenue included $214,856 and
$72,390 from the DOD and the NIH, respectively. In May 2003, we were granted an extension of a prior grant by the DOD in the
amount of a $4.3 million contract. For the year ended December 31, 2006, all of our research revenue came from reimbursements for
costs incurred in relation to the contract from the DOD.

Research and Development Costs

We expense all research and development costs as incurred for which there is no alternative future use. Such expenses include
licensing and upfront fees paid in connection with collaborative agreements for potential products prior to commercialization, as well as
expenses incurred in performing research and development activities, including salaries and benefits, clinical trial and related clinical
manufacturing expenses, share-based compensation expense, contract services and other outside expenses. For the year ended
December 31, 2006, we received reimbursements for research and development costs incurred in relation to the contract from the DOD,
described above. For the year ended December 31, 2006, research and development expenses that were incurred and reimbursed under
our DOD grants and contracts were $842,171.

Patents

As a result of research and development efforts conducted by us, we have applied, or are applying, for a number of patents to protect
proprietary inventions. All costs associated with patents are expensed as incurred.
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Net Loss Per Share

We prepare our per share data in accordance with Statement of Financial Accounting Standards No. 128, “Earnings Per Share”
(“SFAS No. 128”). Basic net loss per share is computed on the basis of net loss for the period divided by the weighted average number
of shares of common stock outstanding during the period. Since we have incurred net losses since inception, diluted net loss per share
does not include the number of shares issuable upon exercise of outstanding options and warrants and the conversion of preferred stock
since such inclusion would be anti-dilutive.

Disclosures required by SFAS No. 128 have been included in Note 11.

Deferred Financing Costs

Costs incurred in connection with issuance of notes payable are deferred and amortized using the interest method as interest expense
over the term of the debt instrument.

Comprehensive Loss

Statement of Financial Accounting Standards No. 130, “Reporting Comprehensive Income”, established standards for reporting and
display of comprehensive loss and its components in the financial statements. For the years ended December 31, 2008, 2007 and 2006,
our comprehensive loss was $43.5 million, $31.0 million and $17.8 million, respectively, which consisted of our net loss for each year
and $(8,594), $13,712 and $(5,117) of unrealized gain (loss) on marketable securities for 2008, 2007 and 2006, respectively, and foreign
exchange translation adjustments of $10,383 in 2008.

Impairment of Long-Lived Assets

In accordance with Statement of Financial Accounting Standards No. 144, “Accounting for the Impairment or Disposal of Long-
Lived Assets”, we review our long-lived assets for impairment whenever events and circumstances indicate that the carrying value of an
asset might not be recoverable. An impairment loss is recognized if the carrying amount of the long-lived asset is not recoverable and its
carrying amount exceeds its fair value, which is based upon estimated undiscounted future cash flows. For all periods presented, there
have been no impairment losses incurred.

Share-Based Compensation

Our share-based compensation consists of our stock option awards granted to our employees and our employee stock purchase plan,
or ESPP. We record compensation cost relating to share-based payment transactions to be recognized in the financial statements using a
fair-value measurement method, as required under Statement of Financial Accounting Standards No. 123 (revised 2004) - “Share-Based
Payment,” or SFAS 123(R). Under the fair value method, the estimated fair value of an award is charged against income on a straight-
line basis over the requisite service period, which is generally the vesting period. The fair values of the stock option grants were
estimated on the dates of grant using the Black-Scholes option valuation model. We selected the modified prospective adoption method
as prescribed in SFAS 123(R), and therefore we have not restated our financial statements for prior periods. Under the modified
prospective application, SFAS 123(R) was applied to new awards granted in 2006, as well as to the unvested portion of previously
granted stock option awards for which the requisite service had not been rendered as of January 1, 2006.

Prior to January 1, 2006, our stock option plan was accounted for under the recognition and measurement provisions of APB Opinion
No. 25 — *“Accounting for Stock Issued to Employees,” and related interpretations, as permitted by Statement of Financial Accounting
Standards No. 123, “Accounting for Stock-Based Compensation.” Generally, no compensation expense was recognized in the financial
statements in connection with the awarding of stock option grants to employees provided that, as of the grant date, all terms associated
with the award are fixed and the fair value of our stock, as of the grant date, is equal to or less than the amount an employee must pay to
acquire the stock. We had recognized compensation expense in situations where the terms of an option grant were not fixed or where the
fair value of our common stock on the grant date was greater than the amount an employee must pay to acquire the stock.

See Note 12 for further information regarding our stock-based compensation assumptions and expenses.

Income Taxes

We account for income taxes in accordance with the provisions of Statement of Financial Accounting Standards No. 109,
“Accounting for Income Taxes” (“SFAS No. 109”). SFAS No. 109 requires that we recognize deferred tax liabilities and assets for the
expected future tax consequences of events that have been included in the financial statements or tax returns. Under this method,
deferred tax liabilities and assets are determined on the basis of the difference between the tax basis of assets and liabilities and their
respective financial reporting amounts (“temporary differences™) at enacted tax rates in effect for the years in which the temporary
differences are expected to reverse. SFAS No. 109 also requires that the deferred tax assets be reduced by a valuation allowance, if
based on the weight of available evidence, it is more likely than not that some portion or all of the recorded deferred tax assets will not
be realized in future periods.
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We adopted Financial Interpretation Number 48, “Accounting for Uncertain Tax Positions” (“FIN 48”) on January 1, 2007. FIN 48
clarifies the accounting for uncertainty in income taxes recognized in an enterprise’s financial statements in accordance with FASB
Statement No. 109, “Accounting for Income Taxes.” FIN 48 prescribes a recognition threshold and measurement of a tax position taken

or expected to be taken in a tax return. The company did not establish any additional reserves for uncertain tax liabilities upon adoption
of FIN 48.

Recent Accounting Pronouncements

In February 2007, the FASB issued Statement No. 159, “The Fair Value Option for Financial Assets and Financial Liabilities”
(“SFAS No. 159”). SFAS No. 159 allows entities the option to measure eligible financial instruments at fair value as of specified dates.
Such election, which may be applied on an instrument by instrument basis, is typically irrevocable once elected. SFAS No. 159 is
effective for fiscal years beginning after November 15, 2007. We adopted SFAS 159 effective January 1, 2008 and decided not to elect
the fair value option for our existing financial assets and liabilities. Therefore, adoption of SFAS 159 did not have any impact on our
consolidated financial statements.

In March 2008, the FASB issued SFAS No. 161, “Disclosures about Derivative Instruments and Hedging Activities” (“SFAS
No. 1617). SFAS No. 161 amends and expands the disclosure requirements of SFAS No. 133, “Accounting for Derivative Instruments
and Hedging Activities.” It requires qualitative disclosures about objectives and strategies for using derivatives, quantitative disclosures
about fair value amounts of gains and losses on derivative instruments, and disclosures about credit-risk-related contingent features in
derivative agreements. This statement is effective for financial statements issued for fiscal years beginning after November 15, 2008.
We do not currently expect this pronouncement to have a significant impact on our financial statements.

In April 2008, the FASB issued Staff Position (FSP) No. FAS 142-3, “Determination of the Useful Life of Intangible Assets” (“FSP
FAS 142-3”). FSP FAS 142-3 amends the factors that should be considered in developing renewal or extension assumptions used to
determine the useful life of a recognized intangible asset under SFAS No. 142, “Goodwill and Other Intangible Assets.” It is effective
for financial statements issued for fiscal years beginning after December 15, 2008, and interim periods within those fiscal years and
should be applied prospectively to intangible assets acquired after the effective date. Early adoption is not permitted. FSP FAS 142-3
also requires expanded disclosure related to the determination of intangible asset useful lives for intangible assets and should be applied
to all intangible assets recognized as of, and subsequent to the effective date. The impact of FSP FAS 142-3 will depend on the size and
nature of acquisitions, if any, on or after January 1, 2009.

In December 2007, the FASB issued Emerging Issues Task Force (EITF)Issue No.07-1, “Accounting for Collaborative
Arrangements” (“EITF 07-17). EITF 07-1 defines collaborative arrangements and establishes reporting requirements for transactions
between participants in a collaborative arrangement and between participants in the arrangement and third parties. This Issue is effective
for us beginning January 1, 2009, and will be applied retrospectively to all prior periods presented for all collaborative arrangements
existing as of the effective date. While management has not yet completed its analysis, it does not anticipate that the implementation of
EITF 07-1 will be material to the consolidated financial position or results of operations.

In September 2006 the FASB issued Statement of Financial Accounting Standards No. 157, “Fair Value Measurements” (“SFAS
No. 1577). SFAS No. 157 defines fair value, establishes a framework for measuring fair value, and expands disclosures about fair value
measurement. SFAS No. 157 also emphasizes that fair value is a market-based measurement, not an entity-specific measurement, and
sets out a fair value hierarchy with the highest priority being quoted prices in active markets. Under SFAS No. 157, fair value
measurements are disclosed by level within that hierarchy. In February 2008, the FASB issued FASB Staff Position No. 157-2,
“Effective Date of FASB Statement No. 157,” which permits a one-year deferral for the implementation of SFAS No. 157 with regard to
nonfinancial assets and liabilities that are not recognized or disclosed at fair value in the financial statements on a recurring basis. We
adopted SFAS No. 157 for the fiscal year beginning January 1, 2008, except for nonfinancial assets and nonfinancial liabilities that are
recognized or disclosed at fair value in the financial statements on a nonrecurring basis for which delayed application is permitted until
our fiscal year beginning January 1, 2009. The adoption of the remaining provisions of SFAS No. 157 is not expected to have a material
impact on our financial position, results of operations or cash flows.

3. Fair Value Measurements

Effective January 1, 2008, we adopted Statement of Financial Accounting Standard No. 157, “Fair Value Measurement”, or SFAS
157, for our financial assets and liabilities that are re-measured and reported at fair value at each reporting period.

SFAS 157 defines fair value as the exchange price that would be received for an asset or paid to transfer a liability (an exit price) in
the principal or most advantageous market for the asset or liability in an orderly transaction between market participants on the
measurement date. SFAS 157 also establishes a fair value hierarchy which requires an entity to maximize the use of observable inputs
and minimize the use of unobservable inputs when measuring fair value. The standard describes three levels of inputs that may be used
to measure fair value:

Level 1 — Quoted prices that are available in active markets for identical assets or liabilities. The types of financial instruments
included in Level 1 are marketable equity available for sale securities that are traded in an active exchange market.
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Level 2 — Pricing inputs other than quoted prices in active markets, such as quoted prices for similar assets or liabilities; quoted
prices in markets that are not active; or other inputs that are observable or can be corroborated by observable market data for
substantially the full term of the assets or liabilities. Instruments included in this category are warrants and derivative contracts whose
value is determined using a pricing model with inputs that are observable in the market or can be derived principally from or
corroborated by observable market data.

Level 3 — Unobservable inputs that are supported by little or no market activity and that are significant to the fair value of the assets
or liabilities. Level 3 includes assets and liabilities whose value is determined using pricing models, discounted cash flow
methodologies, or similar techniques, as well as instruments for which the determination of fair value requires significant management
judgment or estimation.

As indicated in the table below, our marketable securities are the only assets or liabilities that are measured at fair value on a
recurring basis as of December 31, 2008.

As of
December 31, 2008 Level 1 Level 2 Level 3
A 1 e c
Marketable securities $ 1,586,910 — — $ 1,586,910

e L
L T S —

The following table sets forth a summary of the changes in the fair value of our Level 3 financial assets that are measured at fair value
on a recurring basis:

Year Ended
December 31, 2008

7 __Auction Rate Securities N

Transferinto Level 3 200,000
Ending Balance $ 1,586,910

Our Level 3 financial assets consists of a student loan auction rate bond issued by a state agency and an auction rate preferred stock
of a closed end mutual fund. The closed end mutual fund primarily invests in common stocks, including dividend paying common
stocks such as those issued by utilities, real estate investment trusts and regulated investment companies under the Internal Revenue
Code. The fund also invests in fixed income securities such as U.S. government securities, preferred stocks and bonds.

Due to adverse developments in the global credit and capital markets during 2008, certain auctions have failed as a result of liquidity
issues and there is little to no current market activity for these instruments. As a result Level 1 and Level 2 pricing inputs are
unavailable to support the fair value of these securities. Therefore, we reclassified these securities from Level 2 to Level 3 in the third
quarter of 2008. In the fourth quarter of 2008, with the help of a third party valuation specialist, management determined that the fair
value of these auction rate securities is impaired on an other-than-temporary basis. This judgment was determined based on a qualitative
and quantitative analysis of each security. This included a review of each security’s collateral, ratings and insurance in order to assess
default risk, credit spread risk and downgrade risk. Additionally, a risk assessment was prepared for each security based on the details of
each security, as well as the influence of various credit risks and overall credit environment. As a result of this analysis, we determined
the fair value was below par, and recorded an expense to the results of operations to reflect the impairment in the amount of $213,090.
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4. Marketable Securities

The following is a summary of our long term marketable securities available for sale as of December 31, 2008 and 2007:

December 31 2008

Long-term marketable securities:

~ Taxable Auction Securltles o =

Total long term marketable securities

December 31, 2007:

Short- term marketable securmes

' r":Certzﬁcates Qf Deposat

: Commerc1al Paper -

‘ Taxabie Auctwn Secuntles o

Tax Free Auction Securities

Total short term marketable securitics

Unrealized Unrealized Estimated

Cost Gains Losses Fair Value

1586910

Boiismesi v s s
$ 1,586,910 $ — $ — $ 1,586,910
Unrealized Unrealized Estimated
Cost Gains Losses Fair Value

R 189,800
o 29432 (182) 994,350
135000 - - 10,135,000
999,687 313 — 1,000,000

At December 31, 2008 our auction rate securities are classified as long-term due to the fact that the auctions on these securities have
failed as a result of liquidity issues and there is no current market activity for these instruments. Additionally, we determined the fair
value of these securities was below carrying value, and recorded a charge to the results of operations to reflect the impairment in the

amount of $213,090.

We had no unrealized gains or losses on our marketable securities as of December 31, 2008. In accordance with FASB Staff Position

FAS115-1, “The Meaning of Oth
summarizes the fair value and gro

er-Than-Temporary Impairment and Its Application to Certain Investments,” the following table
ss unrealized losses related to available-for-sale securities, aggregated by investment category and

length of time that individual securities have been in a continuous unrealized loss position, at December 31, 2007:

Less than 12 months 12 Months or More Total
Fair Unrealized Fair Unrealized Fair Unrealized
Value Losses Value Losses Value Losses
Decermber 31, 2007: e .
Certificates 0fDep051t A $ 2,300435 §  (981) 5= 5 — $ 2300 435 §  (981)
Commer(nal Paper igonaen . i 994 350 (182)
Total $ 3,294,785 $ (1,163) $— $ — $ 3,294,785 $ (1,163)
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5. Fixed Assets

Fixed assets consist of the following:

December 31,

: ‘ I : , 2008 2007
Pesthelde S nllD L Ly T
Furniture and fixtures 4 _ ’ - ; 7 ; 242,687 132,337
Laboratoryequiprient. -~ o 00 . s 114598
Computer equipment ‘ 264,674 247,505
Colmputefscmarsii i L e
Construction in progress 322,191 272,836

- . ; e , L1809 L0 RISSTA

Less, accumulated depreciation (562,559) (270,379)

' % 1195670 5 545105

Depreciation expense was $293,509, $97,650 and $61,008 for 2008, 2007 and 2006, respectively.

6. Intangible Assets

In December 2007 we paid $1.8 million to Shimoda Biotech (“Shimoda”) for the achievement of a milestone related to the successful
commercialization of Dyloject in the U.K. Additionally, we accrued an additional $2.0 million in 2007 for a separate milestone that had
been achieved in 2007, but was not paid until the end of 2008 under the terms of our license agreement with Shimoda. The milestones
have been recorded as intangible assets on our consolidated balance sheet as they relate to a commercialized product with future
economic benefit, and are being amortized over the remaining economic useful life, the life of the patents (approximately six years).

For the year ended December 31,

2008 2007
Grosscanyimgvalyo - .0 0 L . % 3806000 S 3800000
Accumulated amortization (319,752) (4,423)
Net carrying yalu'é:;,E o :,7 L o . S . 3,480,248 ' 5 «3,79:5;,577

For the years ended December 31, 2008 and 2007, we have recorded amortization expense of $315,329 and $4,423 to sales and
marketing expense in our consolidated statement of operations related to our intangible asset.

Estimated full year amortization expense relating to intangible assets for each of the next five years is as follows:

Estimated
amortization
expense
2010 , B B N e e 988211
goiE s e . ' sl e s D SR
2012 o , y o : 588,2:11
2013 i ,:ﬁ e i ... = @ - s ,;‘ : ;ff - ,_:7,1;: 588,211

In the fourth quarter of 2008, after in-depth analysis and improved insight related to our proprietary patents, we determined that the
best estimate of economic benefit related to our European patent extended until 2014, not 2024 as previously thought. Therefore, we
changed our accounting estimate, which results in increased amortization expense over the next five years greater than originally
estimated. '
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7. Accounts Payable and Accrued Expenses

Accounts payable and accrued expenses consist of the following:

December 31,

, - . , V : : o L2008 o 2007
Aéc’(}ﬁn’ts'p‘ayahie“ . . - ;;’ . o ;:"‘ $i,731,966 5 1,431.378‘7
Accrued prof_essional fees ‘ ‘ ) 328,5“2‘4_” o 195‘,0\7_7_
Acorvedresearcchanddevelopment 0 T Asdes T B
Accrued compensation and benefits ; ‘ 906,208 1,458,598
Accrucd salos and marketing consulting costs 0 D S1I8T 658804
Accrued milestone payment 7 o — 2,000,000
Acomedotherexpensesii i el o gl L e e iR

$ 8,119,006 $ 8,156,788

8. Stockholders’ Equity
Shares Authorized

Our Certificate of Incorporation, as amended by shareholder approval on July 20, 2006, authorizes us to issue 200 million shares of
our common stock, $0.001 par value, and 5 million shares of our preferred stock, $0.001 par value. At December 31, 2005, our
Certificate of Incorporation authorized us to issue 100 million shares of our common stock, and 5 million shares of our preferred stock.
At December 31, 2004, our Certificate of Incorporation, as amended, authorized us to issue 500 million shares of our common stock and
5 million shares of our preferred stock. Our Board of Directors has the authority to issue our preferred stock, in series, with rights and
privileges determined by the Board.

Prior to the Reverse Merger, IDDS was authorized to issue 80 million shares of common stock, $0.001 par value, and 20 million
shares of preferred stock, $0.001 par value. At that time, IDDS had outstanding three classes of redeemable preferred stock. The rights
and provisions of the preferred stockholders included liquidation, voting, dividend, redemption and conversion. As a result of the
Reverse Merger, all shares of IDDS preferred stock converted into 8,187,259 shares of common stock.

Shares and Warrants Issued

In 1999, we issued 192,985 shares of common stock to a consultant in consideration for services rendered and a subscription
receivable of $106. The fair value of the shares was $93,456, as estimated by us.

In September 2000, we sold 160.565 units (“Units” or “Series A Financing”) to investors at a per Unit price of $100,000. Each Unit
consisted of 25,000 shares of Series A Redeemable Preferred Stock (“Series A Stock”) (convertible into 25,872 shares of common
stock) and 2,587 warrants (the “A Preferred Warrants™). Each A Preferred Warrant entitles the holder to purchase one share of common
stock at an exercise price of $3.87 per share. The A Preferred Warrants contain certain antidilution provisions, as defined. The fair value
of the A Preferred Warrants at issuance was $960,361. On October 13, 2003, 388,885 A Preferred Warrants expired unexercised. At
December 31, 2005, 26,518 of the A Preferred Warrants had been exercised (see Note 13).

As partial consideration for the sale of the Units, we issued an option to purchase 15.83 units (the “Finders Units”) to members of the
firm responsible for obtaining the Series A Financing. Each Finders Unit entitles the holder to purchase 25,000 shares of Series A Stock
(convertible into 25,872 shares of common stock) and 2,587 Series A Preferred Warrants (the “Finders Warrants™) for $110,000 per
Finders Unit. The fair value of the Series A Stock included in the Finders Units, which was accounted for as a cost of the Series A
Financing, totaled $1,071,331. Each Finders Warrant entitles the holder to purchase one share of common stock at a per share price of
$3.87. The Finders Warrants expired in September 2007. The fair value of the Finders Warrants at the date of issuc was $107,825. All of
the Finders Warrants had either been exercised or had expired by December 31, 2007.

In 2000, we issued to another consultant, who acted as an advisor to the Series A Financing, warrants to purchase up to 15,522 shares
of common stock at an exercise price of approximately $0.001 per share. The fair value of the warrants at the issuance date was
$55,790, which has been accounted for as a cost of the Series A Financing. All of the warrants were exercised in 2001.

During December 2001, we issued shares of Series B Redeemable Preferred Stock (“Series B Stock”). The Series B conversion price
represented a discount from the estimated fair value of the common stock at the time of issuance. Accordingly, the discount amount was
considered incremental yield to the preferred stockholders and has been accounted for as a deemed dividend to preferred stockholders.
Based on the conversion terms of the Series B Stock, a deemed dividend of approximately $3.6 million has been added to the net loss in
the calculation of net loss applicable to common stockholders in the year ended December 31, 2001.

37



In December 2004 we closed the private placement of 6,139,913 shares of common stock for proceeds of approximately
$16.2 million, net of offering expenses of $1.9 million. As partial consideration for services rendered, we issued to the placement agent
tully vested warrants to purchase up to 920,987 shares of common stock (the “Placement Warrants™). Each Placement Warrant entitles
the holder to purchase one share of common stock at an exercise price of $2.95 per share. The Placement Warrants expire in
December 2009. The fair value of the Placement Warrants at issuance was approximately $1.8 million, as estimated by us, using the
method described in Note 12.

In March 2005, in consideration of a termination fee, we granted warrants to an entity to purchase up to 10,184 shares of common
stock at an exercise price of $2.49 per share. The warrants expire in March 2010. The fair value of the warrants at the date of issuance
was 518,840, as estimated by us using the method described in Note 12.

Also in March 2005, as part of an engagement fee for investor and public relations services, we granted warrants to an entity to
purchase up to 25,000 shares of common stock at an exercise price of $3.00 per share. The warrants expire in March 2010. The fair
value of the warrants at the date of issuance was $44,000, as estimated by us using the method described in Note 12.

In April 2005, in consideration for investor and public relations services, we granted warrants to an entity to purchase up to 20,000
shares of common stock at an exercise price of $3.00 per share. The warrants expire in April 2010. The fair value of the warrants at the
date of issuance was $35,200, as estimated by us using the method described in Note 12.

In September 2005, as partial consideration for investor and public relation services, we granted warrants to an entity to purchase up
to 25,000 shares of common stock at an exercise price of $3.00 per share. The warrants expire in September 2010. The fair value of the
warrants at the date of issuance was $54,250, as estimated by us using the method described in Note 12.

In November 2005 we closed the private placement of 14,222,215 shares of common stock and 711,111 warrants (the “Investor
Warrants”) for proceeds of approximately $29.8 million, net of offering expenses of $2.2 million. Each Investor Warrant entitles the
holder to purchase one share of common stock at an exercise price of $2.25 per share. The Investor Warrants expire in December 2010
and contain certain antidilution provisions and registration rights, as defined. The fair value of the Investor Warrants at issuance was
$1,376,000, as estimated by us using the method described in Note 12. As partial consideration for services rendered, we issued to the
placement agents fully vested warrants to purchase up to 853,333 shares of common stock (the “Placement Warrants™). Each Placement
Warrant entitles the holder to purchase one share of common stock at an exercise price of $2.48 per share. The Placement Warrants
expire in November 2010. The fair value of the Placement Warrants at issuance was approximately $1.6 million, as estimated by us,
using the method described in Note 12.

Public offerings of common stock

In May 2007, we sold 7,549,300 shares of common stock, which consisted of 7,100,000 shares in an underwritten public offering at a
price to the public of $6.00 per share, and 449,300 shares purchased by our underwriters. Net proceeds from the sale of the common
stock under the offering were approximately $41.8 million, net of approximately $2.9 million for underwriting fees and $0.6 million of
additional offering costs. The common stock sold in the offering has been registered on a shelf registration statement on Form S-3
(No. 333-140481) that was filed with the Securities and Exchange Commission (the “SEC) on February 6, 2007 and was declared
effective on February 12, 2007, and under which approximately $4.7 million remains available for future issuance.

In May 2008, we sold 11,423,106 shares of our common stock to certain institutional and individual investors in a registered direct
offering. The aggregate gross proceeds from the offering were approximately $27.5 million, and the aggregate net proceeds, after
deducting the fees of the placement agents and other offering expenses, were approximately $25.8 million. The common stock sold in
the offering has been registered on a universal shelf registration statement on Form S-3 (No. 333-149090) that was filed with SEC on
February 6, 2008 and declared effective by the SEC on February 12, 2008, and under which approximately $32.5 million remains
available for future issuance.

9. Notes Payable

1998 Notes During 1998, we issued two notes payable to two banks with principal amounts of $145,000 and $80,000, respectively
(the “Notes”). The Notes were due in September 2000 bearing interest of 1% over the Eurodollar rate and the bank’s prime rate,
respectively. The Notes were guaranteed by one of our investors. At December 31, 1999, the outstanding balances on the Notes were
$145,000 and $80,000, respectively, accrued interest totaled $1,400 and the weighted average interest rate was 7.5%. During 2000, the
$145,000 Note was increased to $245,000.

Both Notes were repaid in October 2000, following the issuance of Series A Stock (see Note 8).

Bridge Notes During 1999, we raised $1.04 million by issuing notes (the “Bridge Notes”) and warrants (the “Bridge Warrants”).
The Bridge Notes accrued interest at 12% per annum for the first twelve months and at 15% per annum for up to an additional year. At
December 31, 1999, accrued interest on the Bridge Notes was approximately $86,000. In November, 2000, after the issuance of
Series A Stock, the principal plus accrued interest totaling approximately $1,238,000 was repaid.

38



In connection with the Bridge Notes, Bridge Warrants to purchase up to 236,127 shares of common stock, with an exercise price of
approximately $0.01 per share, were issued to the Bridge Noteholders. The Bridge Warrants contain anti-dilution provisions and were to
expire in September 2005. The fair value of the Bridge Warrants at the date of issue was $101,564. Accordingly, the Bridge Notes were
recorded at an original issue discount of $101,564, which was amortized to interest expense over the term of the Bridge Notes. At
December 31, 1999, the Bridge Notes were recorded at $980,256. During the years ended December 31, 2001, 2003 and 2005, Bridge
Warrants to purchase 15,893 shares, 2,270 shares and 217,964 shares of common stock, respectively, were exercised. At December 31,
2005, all Bridge Warrants had been exercised (see Note 13). Professional fees incurred in connection with the issuance of the Bridge
Notes, amounting to $128,719, were accounted for as deferred financing costs.

In 1999, we issued to three consultants who had arranged the sale of Bridge Notes warrants to purchase up to 204,336 shares of
common stock at an exercise price of approximately $0.001 per share. The fair value of the warrants, which were accounted for as
deferred financing costs, at the issuance date was $98,598. All of the warrants were exercised in 2000.

2000 Note In July 2000, we issued a one-year note to a commercial bank in the principal amount of $150,000 and bearing interest,
payable monthly, based on the Eurodollar rate plus 1%. The note was guaranteed by one of our investors. In October 2000, following
the closing of the sale of Series A Stock, the note was repaid.

Merger Note In November 2002, we issued a $500,000 convertible note, due on November 24, 2004, to eXegenics, Inc., pursuant
to an agreement for the termination of a proposed merger with eXegenics, Inc. (the “Merger Note”). The Merger Note was bearing
interest at prime plus 1%, as defined, which interest was due and payable annually. The unpaid principal and accrued interest on the
Merger Note was to automatically convert into shares of our equity securities in the event that we completed a private placement, as
defined, before November 24, 2004, or in the event of a consolidation, merger, combination, or reorganization, as defined. In the event
of a private placement, the Merger Note and accrued interest was to be converted into the same series of securities offered in the private
placement, at the same per share price paid by investors. At December 31, 2002, accrued interest on the Merger Note totaled $2,625. In
August 2003, following a private placement, the principal and accrued interest, totaling $519,795, was converted into 339,736 shares of
Series C Redeemable Preferred Stock (see Note 8).

Bridge Debenture In November 2004, we raised $1.0 million by issuing a Senior Secured Debenture (the “Bridge Debentures”) and
warrants (the “Warrants”). The Bridge Debentures accrued interest at 10% per annum for a maximum term of 12 months. Subject to
certain terms and conditions we granted to investors in the Bridge Debenture a security interest in certain of our assets. At December 6,
2004, upon the sale of common stock (see Note 8), the principal plus accrued interest totaling $1,008,611 was repaid, and the security
interest in our assets was released.

In connection with the issuance of the Bridge Debentures, we issued warrants to purchase up to 226,314 shares of common stock,
with an exercise price of $2.65 per share, to the purchasers of the Bridge Debentures. The warrants contain anti-dilution provisions and
expire in November 2009. We allocated the total proceeds to the fair value of the Bridge Debentures and the warrants in accordance
with APB No. 14, which resulted in $314,795 being allocated to the warrants. This amount was accounted for as debt discount and
amortized to interest expense over the term of the Bridge Debentures. Professional fees incurred in connection with the Bridge
Debentures, amounting to $25,000, were accounted for as deferred financing costs and amortized as additional interest expense during
the year ended December 31, 2004.

10. Commitments and Contingencies

a. Operating Leases
We recognize rental expense for leases on the straight-line basis over the life of the lease.

New York, NY

On September 5, 2002, we entered into a sublease (the “Sublease™) for office space in New York, New York with a term
from December 7, 2002 through December 30, 2003. Minimum rent for the Sublease was $371,000 per annum, payable in
equal monthly installments of $30,917, except that no rent payment was due for the first 30 days of the Sublease term (the
“Free Rent Period”). In addition, upon execution of the Sublease, we prepaid rent for the first two months following the Free
Rent Period and the last two months of the Sublease term, totaling $123,667. We also were required to pay additional rent, as
defined. On September 22, 2003, we entered into a lease for office space in New York, New York with a term from
December 1, 2003 through November 30, 2006. Minimum rent for the lease was initially $125,000 per annum with a 3% rent
escalation every 12 months thereafter, payable in equal monthly installments, except that no rent payment was due for the
first 60 days of the lease term (the “Free Rent Period”). In addition, upon execution of the lease, we paid a security deposit of
$31,250. We vacated the New York office space upon termination of the lease, and received the remainder of our security
deposit in January 2007.
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Cambridge, MA

On May 1, 2005, we entered into a lease for office space in Cambridge, Massachusetts, which lease was amended effective
June 1, 2006. Prior to the amendment, minimum rent for the lease was payable in equal monthly installments of $6,810 over the
lease term. As a result of the amendment, we assumed additional office space in our Cambridge facility, the lease term was
extended to May 31, 2012, and the minimum monthly rent for the lease was increased to $15,450 for the first twelve months,
with rent escalations every 12 months thereafter. In August 2007, we further amended the lease for our Cambridge facility. As a
result of the amendment, we assumed additional office space effective on each of September 1, 2007 and January 1, 2008.
Minimum monthly rent for the additional space occupied in September 2007 was $31,493 through August 31, 2008, with rent
escalations every 12 months thereafter. Minimum rent for the space occupied in January 2008 was $4,462 through August 31,
2008, with rent escalations every twelve months thereafter. The lease term for all our office space in Cambridge extends through
May 31, 2012. At December 31, 2008, our security deposit related to the lease was $133,570.

Lake Success, NY

In August 2006, we entered into a new lease for office space in Lake Success, New York with a three-year extendable term,
which commenced on October 1, 2006. Minimum rent for the lease was initially $57,477 per annum, with an annual 3.5% rent
escalation. In addition, upon execution of the lease, we paid a security deposit of $9,580. We do not intend to renew the Lake
Success, NY lease upon its expiration in October 2009.

UK. and Germany

We lease small office spaces in the UK. and Germany, each of which has terms of one year or less. At December 31, 2008, our
security deposits related to the leases totaled approximately $11,800. The U.K. office lease was assumed by Therabel under the
terms of the Dyloject EU commercialization transaction with Javelin. We plan to close Germany office at the conclusion of the
current lease obligation in March 2009.

For the years ended December 31, 2008, 2007 and 2006, we recognized rent expense of $759,429, $497,055 and $326,301,
respectively, for all of our leases. A deferred lease liability of $513,519, $484,141 and $57,869 at December 31, 2008, 2007 and
2006, respectively, was recorded for rent expense in excess of amounts paid.

Future minimum lease payments under operating leases having initial or remaining non-cancellable lease terms in excess of one
year are as follows:

As of

December 31, 2008
$ 749,894
779,882

798209

334,419

e s e e e e
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Legal Proceedings

From time to time, we are involved in disputes or legal proceedings arising in the ordinary course of business. However, we do
not believe that any such disputes or pending litigation would have a material adverse effect on our financial position, results of
operations or cash flows.

Research Collaboration, Licensing and Consulting Agreements

(1) Stuart Weg, M.D . In September 2000, we assumed a license agreement, dated February 25, 1998, between the
Predecessor Company and Stuart Weg, M.D. The license granted us exclusive worldwide rights, including the right to
grant sublicenses, for the intellectual property surrounding transnasal ketamine. In connection therewith, we made an
upfront payment to Dr. Weg, Herbert Brotspies, and Calgar & Associates (collectively the “Founders”) and issued the
Founders shares of common stock, of which a portion is held in escrow and will be released to the Founders, if at all, upon
the successful completion of the Phase 3 trial. The release of the shares from escrow is not contingent on the Founders’
performance. We also reimbursed the Founders for patent and other costs. We will pay semi-annual royalty payments to
the Founders based on a percentage of net sales of transnasal ketamine by us or our sublicensees. In addition, we shall pay
the Founders a defined percentage of all sublicensing fees or other lump sum payments. Under the terms of the license
agreement, we are also obligated to make aggregate future payments upon the earlier of certain defined dates or
satisfaction of certain clinical and regulatory milestones, which include the filing of a New Drug Application (“NDA”)
with the Food & Drug Administration (“FDA”), the approval of an NDA by the FDA and the first commercial sale of a
licensed product. A defined percentage of such milestone payments shall be creditable against royalties earned; provided,
however, that in no event shall royalties earned be reduced by more than a certain percentage in any applicable semi-
annual period. We may satisfy a portion of the milestone payments through the issuance of shares of our common stock
provided that we are publicly traded at the time such milestone payment accrues. In April 2003 the license agreement was
amended to allow for the August 2003 milestone to be paid in cash and Series C Stock. The Founders agreed to accept
65,360 shares of Series C Stock, valued at $0.1 million plus $0.15 million in cash as payment in full for the milestone. In
November 2004, the license agreement was amended to defer payment of a $500,000 milestone from August 25, 2004, to
a date on or before December 31, 2004. We were required to pay interest, at a rate of 4.75% per annum, on the amount of
the milestone payment for the period from August 25, 2004 to the amended payment date. On December 21, 2004 we paid
the milestone payment plus accrued interest totaling $507,964. On December 31, 2004 we accrued the final milestone
payment of $500,000 and on April 7, 2005, we entered into an agreement and issued 169,735 shares of common stock as
settlement of this final milestone payment, under the license agreement. The fair value of the shares issued was $500,000,
as determined by the equity price of $2.95 on the date of grant.

(i1) In connection with the license agreement described above, in February 1998 the Predecessor Company entered into a three
year Consulting Agreement, renewable upon mutual consent, with each of Dr. Weg and Dr. Gary, pursuant to which both
Dr. Weg and Dr. Gary were to provide us with such consulting services as we may reasonably request. In consideration for
such services, we agreed to pay to each of Dr. Weg and Dr. Gary a consulting fee equal to $75,000 per year, payable in
equal monthly installments. These agreements expired March 2001 and were not renewed.

(iii) West Pharmaceutical Services, Inc. On August 25, 2000, we entered into a license agreement with West
Pharmaceutical Services, Inc. (“West”) for rights to develop and commercialize intranasal morphine, fentanyl and other
products. Under the terms of the agreement, we were granted an exclusive, worldwide, royalty bearing license, including
the right to grant sublicenses, for the rights to the intellectual property covering these products. The license agreement
will expire with the last to expire of the licensed patents in 2016. In consideration of the license, we paid and expensed
on September 22, 2000 an up front fee. In addition, we are obligated to make royalty payments to West based upon et
sales of products by us or our sublicensees, if any, as defined. We are also obligated to pay West a minimum annual
royalty for each licensed product that receives approval by a regulatory agency to be marketed in any major market
country, as defined, and to pay West a defined amount of any up-front license fees in the event that we sublicense any
rights to any third party. In addition, under a Development Milestone and Option Agreement entered into in connection
with the license agreement, we are obligated to make aggregate future payments totaling $5.0 million upon reaching
certain defined development milestones, including the filing of an NDA with the FDA and the approval of an NDA by
the FDA of a licensed product. Milestone payments can be paid in cash or equity upon the satisfaction of certain clinical
and regulatory milestones and provided that we are publicly traded at the time such milestone payment accrues. Our
ability to pay the upfront payment for the license agreement and the M-6-G fee (see below) was guaranteed by an
affiliate of ours. The guarantee expired upon the payments by us of amounts owed to West. In addition, we granted West
the right of first refusal to enter into a clinical manufacturing agreement for nasal morphine (see (iv) (a) below).
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The license agreement and related agreements (see (iv)(a) to (iv)(d) below) may be terminated by mutual consent of the parties at
any time or by either party upon written notice of default, including non-performance, by the other party that is not cured within

30 days.
(iv)

)

(vi)

(vii)

In connection with the West license agreement, we entered into the following additional agreements:

(a) A clinical manufacturing agreement, whereby we would buy from West 100% of the nasal morphine product required
for conducting the clinical trials subject to West’s ability to supply 100% of the required product. West would
manufacture and package the clinical product for us. This agreement was terminated effective September 2002.

(b) An option agreement, whereby we were granted an option to include morphine -6- glucuronide (“M-6-G”) as an
identified compound under the license agreement. We paid and expensed a non-refundable fee in consideration of the
option, which expired unexercised on December 22, 2000.

() On October 24, 2000, we expanded our license agreement to include an additional development agreement with West
for rights to develop and commercialize intranasal fentanyl. Pursuant to the development agreement, we would
undertake a development program for intranasal fentanyl with West, and the parties would endeavor to complete the
development program within the defined time table. However, we could use other suppliers should West be unable to
either provide competitive cost bids or complete the program within a reasonable timeframe. In addition, under the
development agreement, we were obligated to make aggregate future payments totaling $6.3 million upon reaching
certain defined development milestones, which included completion of proof-of-principle studies, successful
completion of a Phase 1/2 clinical trial, commencement of a Phase 3 clinical trial, filing of an NDA with the FDA and
the approval of an NDA by the FDA of a licensed product. These milestone payments could be paid in cash or equity
upon the satisfaction of certain clinical and regulatory milestones and provided that we were publicly traded at the
time such milestone payment accrues. In October 2003, we and West amended the license agreement to exclude
further development of fentanyl by us. All rights, duties and obligations between us and West related to fentanyl were
terminated, including aggregate remaining future milestone payments of $6.3 million.

(d) On November 17, 2000, we entered into a clinical manufacturing agreement with West to manufacture, package,
purchase and sell to us nasal ketamine clinical product according to agreed upon clinical product specifications and
price schedule. The agreement expired in November 2001.

On February 8, 2005, we consented to the assignment of the license agreements with West to Archimedes Pharma Limited
(“Archimedes”) in connection with the sale of West’s Drug Delivery business to Archimedes. Under the terms of the
assignment, Archimedes assumed all of West’s obligations and liabilities under the assigned agreements that by their
respective terms are required to be paid, performed or discharged.

Shimoda Biotech (Proprietary) Ltd . On December 14, 2001 (the “Effective Date”), we entered into an agreement (the
“Shimoda Agreement™) with Shimoda Biotech (Proprietary) Ltd. and certain affiliated entities (collectively, “Shimoda”),
for an exclusive worldwide license to commercialize formulations of pharmaceutical products containing diclofenac. We
would pay: (i) a license fee to Shimoda and reimbursement for expenses, if certain defined events occur; (ii) two percent
of the net proceeds, as defined, of our initial public offering (“IPO”) to Shimoda, but not less than $1 million or in
excess of $2 million; (iii) aggregate future milestone payments of $6.0 million payable upon the satisfaction of certain
clinical and regulatory milestones which includes submission of an NDA with the FDA, approval of an NDA by the
FDA and one year following the date of first sale of a licensed product; and (iv) royalty payments to Shimoda based
upon the sales of products by us or our sublicensees, if any, as defined. Upon achievement of a milestone, Shimoda has
the option to receive payment in cash or shares of common stock. In the event Shimoda elects to receive common stock,
the number of shares to be issued is based on a formula whereby the defined milestone payment is divided by the per
share price of our common stock in an TPO as defined. Should common stock be issued in satisfaction of milestones, we
will record a non-cash capital asset based on the fair value of the consideration paid at the date the milestone is achieved.
Such a transaction could be material and could result in a material dilution to per share amounts. The Shimoda
Agreement may be terminated (i) by either party due to breach by the other party that is not cured within 60 days of
written notice; (ii) by Shimoda in the event of default by us for non-payment of amounts due that is not cured with
60 days of written notice; or (iii) by us at any time by giving 90 days written notice to Shimoda.

In December 2005, we amended the Shimoda Agreement. Under the terms of the amendment, the total aggregate future
milestone payments of $6.0 million payable upon the satisfaction of certain clinical and regulatory milestones remains
unchanged although as amended include allowance of an MAA by the MHRA, submission of an NDA with the FDA,
approval of an NDA by the FDA and one year following the date of first sale of a licensed product.
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(viii)

(ix)

(x)

(y)

(2)

In May 2006, we further amended the Shimoda Agreement. Under the previous agreement, we were required to launch
a commercial product by December 14, 2007 or risk termination of the license at Shimoda’s option. Under the terms of
the amendment, we were no longer required to launch a commercial product by December 14, 2007. Rather, we will be
considered to be compliant with the Shimoda Agreement if we diligently continue to pursue regulatory approval as of
that date.

Precision Pharma Services, Inc. In February 2007, we entered into a Commercial Supply Agreement (the “Supply
Agreement”) with Precision Pharma Services, Inc. (“Precision”). The initial term of the Supply Agreement was two
years. Under the Supply Agreement, Precision agreed to manufacture our requirements for the supply of Dyloject, in
accordance with U.S. and E.U. good manufacturing practices. We committed to purchase at least $7,650,000 worth of
product during the two year period beginning on April 1, 2007. In December 2008, both parties mutually agreed not to
extend the Supply Agreement. With the decision not to extend the Supply Agreement, both parties agreed that no
further obligations will be required on our behalf.

Baxter Healthcare Corporation In May 2007, we entered into a Development and Toll Manufacturing Agreement (the
“U.S. Manufacturing Agreement”) with Baxter Healthcare Corporation (“Baxter”). The agreement is for U.S. drug
supply and has a three year term, renewable thereafter in one-year increments. Under the U.S. Manufacturing
Agreement, we committed to purchase at least $13,230,000 worth of Dyloject product manufactured to our
specifications, commencing upon regulatory approval from the FDA. As is customary in such agreements, either party
may terminate upon written notice upon the occurrence of certain events, including breach, bankruptcy, insolvency or,
subject to certain cure provisions and restrictions, the lack of FDA approval for Dyloject by a specified date.

In July 2008, we entered into a Development and Toll Manufacturing Agreement (the “EU Manufacturing Agreement”)
with Baxter for drug supply in the European Union. Under the EU Manufacturing Agreement, we committed to
purchase approximately $3.65 million worth of Dyloject product manufactured to our specifications. The EU
Manufacturing Agreement commenced on July 30, 2008 and runs until the third anniversary of the receipt of a first
regulatory approval necessary for the manufacture, in Baxter’s facility, of Dyloject for selected European countries.
Such approval was received in the first quarter of 2009. Thereafter, the EU Manufacturing Agreement is renewable in
one-year increments. As is customary in such agreements, either party may terminate upon written notice upon the
occurrence of certain events, including breach, insolvency or the lack of Medicines and Healthcare Products Regulatory
Agency or European Medicines Agency approval for Dyloject by a specified date, subject to certain cure provisions and
restrictions. In February 2009, in conjunction with the Therabel transaction detailed below, we assigned this agreement
to Therabel, thereby relieving us of any purchase commitments under the EU Manufacturing Agreement so long as the
Therabel collaboration is in force during the three year period of the EU Manufacturing Agreement.

Therabel Pharma N.V. On January 15, 2009, we entered into a License and Commercialization Agreement with
Therabel Pharma N.V. (“Therabel”), under which Therabel was granted an exclusive license under certain of our
technology to commercialize Dyloject and will assume all Dyloject commercialization, regulatory, and manufacturing
responsibilities and expenses in the U.K. along with those for future market approvals in the European Union and
certain other countries outside of the U.S. In February 2009, we received an upfront payment of $7.0 million from
Therabel and will receive, in 2009, up to approximately an additional $5.0 million in payments for the sale of our
existing inventory of Dyloject to Therabel. Additionally, the agreement also provides for up to $59.5 million in
potential future sales and regulatory milestones. The agreement shall continue in full force and effect on a country-by-
country basis as long as any product licensed under the agreement is being developed or commercialized for use in any
disease, disorder, or condition in humans. Either party may terminate upon written notice upon the occurrence of certain
events, including material breach or bankruptcy, subject to certain cure provisions and restrictions. In addition, Therabel
may terminate the agreement following a specified period of prior written notice to us.
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11. Net Loss per Share

Our basic net loss per share amounts have been computed by dividing net loss by the weighted-average number of common shares
outstanding during the period. For all periods presented, we reported a net loss and, therefore, common stock equivalents were not
included since such inclusion would have been anti-dilutive. In addition, for all periods presented, 227,044 shares of common stock
were held in escrow. These shares have been excluded from the calculation of basic and diluted per share amounts. The calculation of
net loss per share, basic and diluted, for the periods ending December 31 is as follows:

2008

2007 2006

Netloss bas1cand dlluted - $ (17 798 236)

(43,463076)  $ (3,031374)
Denominator: ....____ __ ____
56,184,146 40,179,543

L0

Weighted average common shares 45,462,653

(077)

Net loss per share, basic and diluted 068) §

Potentially dilutive common stock which has been excluded from diluted per share amounts because their effect would have been
anti-dilutive includes the following:

For the Years Ended December 31,

2008 2007 2006
Weighted Weighted Weighted
Weighted Average Weighted Average Weighted Average
Average Exercise Average Exercise Average Exercise
o Numbe'rm ] _ ’Prlce . Number i Prlce o Number ) Price
Options . sozsdie S a0 TaRelah 8 341 60904 8 299
Warrants 2,380,649 2.63 2,526,363 2.63 2,830,051 2.62
106i8867 10,112,393 8950955

12. Share-Based Compensation

+Effective January 1, 2006, we adopted Statement of Financial Accounting Standards No. 123 (revised 2004) — “Share-Based
Payment,” or SFAS 123(R). This Statement requires compensation cost relating to share-based payment transactions to be recognized in
the financial statements using a fair-value measurement method. Under the fair value method, the estimated fair value of an award is
charged against income on a straight-line basis over the requisite service period, which is generally the vesting period. We selected the
modified prospective adoption method as prescribed in SFAS 123(R) and therefore, we have not restated our financial statements for
prior periods. Under the modified prospective application, SFAS 123(R) was applied to new awards granted in 2006, as well as to the
unvested portion of previously granted stock option awards for which the requisite service had not been rendered as of January 1, 2006.

Prior to January 1, 2006, our stock option plan was accounted for under the recognition and measurement provisions of APB Opinion
No. 25 — “Accounting for Stock Issued to Employees,” and related interpretations, as permitted by Statement of Financial Accounting
Standards No. 123, “Accounting for Stock-Based Compensation.” Generally, no compensation expense was recognized in the financial
statements in connection with the awarding of stock option grants to employees provided that, as of the grant date, all terms associated
with the award are fixed and the fair value of our stock, as of the grant date, is equal to or less than the amount an employee must pay to
acquire the stock. We had recognized compensation expense in situations where the terms of an option grant were not fixed or where the
fair value of our common stock on the grant date was greater than the amount an employee must pay to acquire the stock.

We recorded share-based compensation for 2008, 2007 and 2006 as follows:

2008 2007 2006
S 946597 $ 1147138 5 924018
Selhng, general and administrative 2,388,081 2.3 12,9 12 1,898,721
lts of operations U aaen s s e
Per share impact on results of operations $ 0.06 $ 0.08 $ 0.07
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Included in 2008 share based compensation are expenses of $24,878 related to our employee stock purchase plan, which we
implemented in May 2008. We have not capitalized any compensation cost for any of the years presented. In 2006 we recorded stock-
based compensation charges of $479,442, related to the modification of stock option grants to two former employees and two former
Board members. There were no modification expenses in 2008 and 2007. At January 1, 2006, there was no cumulative pre-tax
adjustment resulting from the compensation cost recorded prior to the adoption of SFAS123(R) under APB 25.

The fair value of the stock option grants were estimated on the date of grant using the Black-Scholes option valuation model that
uses the following assumptions:

Expected volatility . . T%

Expected life , o - . ‘ - 5.0 years

Dndendyicld 0 0 - 0% 0%
Risk free interest rate , - , , 2.5% -3.1% 33%-51%  4.5%-5.2%
Weighted average per share grant date fair value' /70 i s e gy 8L s

Expected volatility is based upon historical volatility for our common stock and other factors. The expected term of stock options
granted is derived from using the assumed exercise rates based on historical exercise patterns, and represents the period of time that
options granted are expected to be outstanding. The risk free interest rate used is based upon the published U.S. Treasury yield curve in
effect at the time of grant for instruments with a similar life. The dividend yield is based upon the fact that we have not historically
granted dividends, and do not expect to in the future. Stock options granted prior to January 1, 2006 were valued based on the grant date
fair value of those awards, using the Black-Scholes option pricing model, as previously calculated for pro-forma disclosures under
SFAS 123 — “Accounting for Stock-based Compensation.”

Stock Incentive Plans
Omnibus Plans

In February 2001, the Board of Directors and stockholders of IDDS approved the adoption of the 2000 Omnibus Stock Incentive
Plan (the “IDDS Plan”). The IDDS Plan, as amended, provided for the issuance of 4,200,000 shares of IDDS common stock to be
awarded to employees, consultants, directors and other individuals who render services to IDDS (collectively, “Awardees”). Awards
include options, restricted shares, bonus shares, stock appreciation rights and performance shares (the “Awards”). The IDDS Plan
contains certain anti-dilution provisions in the event of a stock split, stock dividend or other capital adjustment, as defined. The IDDS
Plan includes an automatic option grant program for non-employee directors, under which option grants will automatically be made at
periodic intervals to non-employee board members to purchase shares of common stock as defined. The IDDS Plan provides for a
Committee of the Board of Directors (the “Committee”) to grant Awards to Awardees and to determine the exercise price, vesting term,
expiration date and all other terms and conditions of the Awards, including acceleration of the vesting of an Award at any time. All
options granted under the IDDS Plan are intended to be non-qualified (“NQO”) unless specified by the Committee to be incentive stock
options (“ISO”), as defined by the Internal Revenue Code. NQO’s may be granted to employees, consultants or other individuals at an
exercise price, equal to, below or above the fair value of the common stock on the date of grant. ISO’s may only be granted to
employees and may not be granted at exercise prices below fair value of the common stock on the date of grant (110% of fair value for
employees who own 10% or more of the Company). The period during which an option may be exercised may not exceed ten years
from the date of grant (five years for grants of ISO’s to employees who own 10% or more of the Company). Under the IDDS Plan, for a
period of one year following the termination of an Awardee’s employment or active involvement with us, we have the right, should
certain contingent events occur, to repurchase any or all shares of common stock acquired upon exercise of an Award held by the
Awardee at a purchase price defined by the IDDS Plan. The IDDS Plan will terminate at the earliest of (i) its termination by the
Committee, (ii) February 4, 2011 or (iii) the date on which all of the shares of common stock available for issuance under the Plan have
been issued and all restrictions on such shares have lapsed. Awards granted before termination of the IDDS Plan will continue under the
IDDS Plan until exercised, cancelled or expired.

Immediately prior to and as a condition of the Reverse Merger, we adopted the Intrac 2004 Omnibus Stock Incentive Plan (the “2004
Plan”) covering the grant of stock options, restricted stock and other employee awards, subject to stockholder ratification. The terms of
the 2004 Plan are substantially the same as the terms of the IDDS Plan. The 2004 Plan authorizes awards of up to 5,000,000 shares of
common stock. Upon the closing of the Reverse Merger, the outstanding options under the IDDS Plan were exchanged for options under
the 2004 Plan with the number of option shares and the exercise prices adjusted to reflect the merger exchange ratio (see Note 1). Our
shareholders adopted the 2004 Plan at the Annual Meeting of Shareholders on September 7, 2005.

Upon closing of the Migratory Merger, the Javelin 2005 Omnibus Plan (the “2005 Plan”) became effective and the outstanding
options under the 2004 Plan were exchanged for similar options under the 2005 Plan. The terms of the 2005 Plan are substantially the
same as the 2004 Plan. On July 20, 2006, our shareholders approved an amendment to the 2005 Plan to increase the number of shares of
common stock underlying the awards thereunder to 7,500,000 shares. On June 26, 2007, shareholders voted to increase the number of
shares available under the 2005 Plan from 7,500,000 shares of common stock to 9,000,000 shares of common stock. On June 24, 2008,
shareholders voted to increase the number of shares available under the 2005 Plan from 9,000,000 to 10,000,000 shares of common
stock.
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As of December 31, 2008, under the 2005 Plan, options for the purchase of an aggregate of 7,110,950 shares of common stock are
outstanding. The number of options remaining to be granted totals 2,142,389. In 2008, we granted a total of 2,164,632 stock options
with exercise prices ranging from $1.58 to $4.11 per share, with a weighted average exercise price of $3.00, which primarily vest over
three years. This includes an annual award to employees of approximately 762,000 in January 2008 at a grant price of $3.53, an award
of 850,000 stock options to our new Chief Executive Officer in March 2008 at a grant price of $2.86, and 100,000 performance based
awards granted in May 2008 to a member of senior management. The deemed per share weighted average fair value of our stock options
granted in 2008 was $1.91, based upon the quoted market closing price on the date of the grant using the Black-Scholes method. During
2008, 692,957 options were either forfeited due to terminations of employment or expired unexercised. There were 206,522 and
540,139 stock options exercised under the 2005 plan during 2008 and 2007, respectively, for which we received proceeds of $507,361
and $1,100,380, respectively. No options were exercised in 2006 and no cash was used to settle equity instruments granted under our
equity incentive plans.

The following table summarizes stock option information for options granted under the 2005 Plan as of December 31, 2008:

Options Outstanding Options Exercisable

Weighted
Average Weighted Weighted
Range of Exercise Number Remaining Average Number Average
Prices ; _ Qutstanding Contractual Life Exercise Pnce Exgrcisable _ Exercise Price
S156.8190 & L i i aegiie . Glyens 8 185 o508786 S idsa
$1.96 - $1.97 1,244,449 Sdyears § 196 1244449 § 1.96
$2.49 - $2.86 1386000 | Blyems  $ 0 380 - 4350000 %8 @ 273
$2.88-8345 814992 gO0years § 319 463333 § 328
$3.50-%387 CbEse T Bdves 5 Doeli A 8500
$4.05-34.98 o 1227850  TAYears o i 091005 8 220
$5.08 - $6.65 609993 65vems 8 563 7846628 0 556
$1.50 - $6.65 7,110,950 7.2 years $ 3.25 4,044,316 $ 3.02

The weighted average remaining contractual terms of our options outstanding and exercisable are 7.2 years and 6.0 years,
respectively. Transactions involving options granted under the 2005 Plan during the years ended December 31, 2006, 2007 and 2008
are summarized as follows:

Weighted- ‘Weighted-
Number of Average Number Average
’ shares Exercnse Price ) Exercisable ) Exercise Price
Balance outstanding, December 31,2005 3910555 8 0 249 BpGoola . & D56
Granted 1,935,182 3.72 — —
Forfeited or expired (272,260) $ 3.77 — —
Balance outstanding, December 31,2006 o S314477 % OJ88 . 091563 & 254
Granted 1,421,352 $ 5.23 — —
Exercised (540.139) § 293 - .
Forfeited or explred (409,893) $ 4.80 — —
Balance outstanding, December 31,2007 58457197 % 338 AAdise 8 26
Granted 2,164,632 $ 3.00 — —
. BExercised 06522 $ 24 - —
Forfeited or expired (692,957) ) 3.84 — —
Balance outstanding, December 31,2008 7110950  $ ' 325 4044316 .
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The deemed per share weighted average fair value of our stock options at the time of the stock option grant for the years ended
December 31, 2008, 2007 and 2006 was $1.91, $3.51, and $2.50, respectively, based upon the quoted market closing price on the date
of the grant using the Black-Scholes method. Intrinsic value for stock options is calculated based on the difference between the exercise
price of the underlying awards and the quoted price of our common stock as of the reporting date. At December 31, 2008, all of our
outstanding options were greater than the quoted price of our stock as of December 31, 2008; therefore, there was no intrinsic value for
options outstanding and exercisable at December 31, 2008. As of December 31, 2008, the total compensation cost related to unvested
option awards not yet recognized amounted to approximately $4.0 million, which will be recognized over a weighted average number of
1.5 years.

Included in the balance outstanding at December 31, 2005 were the following options granted to members of the Board: (i) 362,194
options on February 25, 2002, with an exercise price of $5.36, approximately two-thirds of which were vested immediately with the
remainder vesting through February 2003 and (ii) 50,921 options with an exercise price of $5.40 on April 1, 2002, one-quarter vesting
immediately and the remainder vesting over three years. On the dates of grant, the fair value of our common stock was deemed to be
$8.84 per share. Thus, in accordance with APB No. 25, we recorded unearned compensation of $1,431,498, which was equal to the total
intrinsic value of those options on the respective dates of grant. We amortized unearned compensation as compensation expense,
respectively, over the respective vesting periods of the options. For the years ended December 31, 2004 and 2005, we recognized
$43,125 and $10,782 of compensation expense respectively for those options.

Included in the options above, during the years ended December 31, 2000, 2002 and 2003 we granted 305,676 fully vested non-plan
options, 50,921 fully vested options and 76,381 options vesting over one year under the IDDS Plan to non-employees (“Non-employee
Options™) with average exercise prices of $3.87, $5.36 and $1.50, respectively, which are accounted for in accordance with EITF 96-18.
The estimated fair values of the Non-employee Options on the grant dates in 2000 and 2002, totaling $707,550 and $62,564,
respectively, were recognized as compensation expense in the years ended December 31, 2000 and 2002, respectively. During the year
ended December 31, 2003, we recognized an expense of $57,672 in connection with Non-employee Options.

During 2004, two consultants received a total of 6,620 options to purchase shares of common stock at an exercise price of $1.97 per
share. The options fully vested upon the first anniversary of the grant and expire in June 2014. As of December 31, 2004, we recognized
$14,498 of compensation expense for these options based upon their fair value as estimated by our management, at the grant date using
the Black Scholes option pricing model. In addition, $118,003 of compensation expense was recognized in connection with the Non-
employee Options that had been granted in 2003.

During 2004, we granted a total of 1,094,793 stock options with an exercise price of $1.96 per share to four employees and a Board
member. The options had an exercise price of $1.96 per share, and vest over three years. The deemed per share fair value of the
common stock at the time of the stock option grant was $2.95, based upon the sale of common stock to investors in December 2004 (see
Note 8). Accordingly, unearned compensation of $1,094,793, representing the intrinsic value of the options granted during 2004, was
recorded. Such amount was amortized to compensation expense ratably over the respective vesting periods of the options. The total
amortized compensation expense associated with the options granted in 2004 totaled $155,227 for the year ended December 31, 2004
and $334,890 for the year ended December 31, 2005.

During 2005, we issued a total of 40,000 options to purchase shares of common stock at an exercise price of $2.85 per share for
services rendered. The options were fully vested upon the grant date and expire in September 2015. As of December 31, 2005, we
recognized $95,200 of compensation expense for these options based upon their fair value as estimated by our management at the grant
date using the Black Scholes option pricing model.

Non-Plan options

In addition to the 2005 Plan options, as of December 31, 2008, we had outstanding 1,106,444 options which were granted to our
Founders outside of the Javelin 2005 Plan, prior to the adoption of the IDDS Plan.

The following table summarizes non-plan stock option information as of December 31, 2008:

Options Outstanding Options Exercisable

Weighted
Average
Remaining Weighted Weighted
Range of Number Contractual Average Number Average
Exercise Prices Qutstanding Life Exercise Prices Exercisable Exercise Price
$3.87 1,106,444 1.9 years $ 3.87 1,106,444 $ 3.87
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Transactions involving non-plan stock options during the years ended December 31, 2006, 2007 and 2008 are summarized as
follows:

Weighted- Weighted-
Number Average Number Average
of Shares Exercise Price Exercisable Exercise Price
Balafzce outsrtand:iﬂg‘;’])ééémber@l‘-,‘-2006-‘ i 1,184,058 o $ 38 : - ~ };;i;f??ét,;{)ﬁ& L $387 o
2007: Exercised (77,614) $ 3.87 $ 3.87
Balance outstanding, December 31, 2007 and 2008~ 1,106,444 | e

In 2007, there were 77,614 non-plan stock options exercised for which we received proceeds of $300,366.

Prior to 2006, the fair value of options and warrants granted to non-employees for financing, goods or services are included in the
financial statements and expensed over the life of the debt, as the goods are utilized or the services performed, respectively. Securities
issued in connection with services or financings were valued based upon the estimate of fair value of the securities issued as determined
using the Black Scholes option pricing model with the assumptions noted above. Such fair value was determined at each balance sheet
date through the vesting period, in accordance with Emerging Issues Task Force No. 96-18 Accounting for Equity Instruments that are
issued to other than employees for acquiring, or in conjunction with selling goods or services (“EITF 96-18”).
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Employee Stock Purchase Plan

On June 26, 2007, shareholders approved our 2007 Employee Stock Purchase Plan (the “ESPP”), which permits employees to purchase
shares at a discount through payroll deductions, subject to certain eligibility requirements. The number of shares of common stock that may be
sold pursuant to the ESPP shall not exceed, in the aggregate, 100,000 shares. The ESPP has a series of offering periods of six (6) months’
duration. The first offering period commenced on June 1, 2008 and continued until November 30, 2008. The second offering period began on
December 1, 2008 and will continue through May 31, 2009. The ESPP is classified under SFAS 123(R) as a “compensatory” plan because
participants have the right to purchase common stock at less than 95% of the fair market value on the grant date and because the ESPP allows
for a “look-back” to allow participants to purchase stock-based upon the fair market value on the grant date as opposed to the purchase date.
Under SFAS 123(R), we recorded compensation charge of $24,878 in 2008, which was calculated based on the fair values of the rights to
purchase common stock under the ESPP at the start of each offering period, including the employee discount. There are 71,115 shares available
for issuance under the plan as of December 31, 2008.

13. Warrants and Units

The following table summarizes warrant and unit activity for the period from February 23, 1998 (inception) to December 31, 2008:

Issuance of Bridge Warrants (see Note 9)
Issuance of Consultants Warrants (see Note

Placement Debenture Bridge Investor Consultants Finders’
(Wareants | Warrants | Wareants | Warrants  Warrants ____ Units (1)
- - e ...

9) 204,336
Balance ouistanding, Decelber 3100099 i S e .
Issuance of Preferred A Warrants (see Note 8) ) 415403 o .
Exercise of Consultants Warrants. - s

Issuance of Finders Units (see Note 8)‘

Issuance of Consultants Warrants (see Note. L
8) . ' . . = ..
Balance outstanding, December 31, 2000 — — 236,127 415,403 15,523 15.83
Exercise of Bridge Warrapt . sy o T
Exercise of Consultants Warrants (15,523)
Balance outstanding, December 31,2001 and . . e .
Exercise of Bridge Warrants (see Note 9) — — (2,270)
Balance outstanding, December 31,2003 sl R R e L TR
Issuance of Debenture Warrants (see Note 9) ) 226,314 7 N
Issuance of Placement Warrants (see Note 8) 920987 .. .
Balance outstanding, December 31, 2004 920,987 226,314 217,964 415,403 — 15.83
Exercise of Bridge and Investor Warrants - L el gesi e .
Expiry of Preferred A Warrant (see Note 8) (388,885)
Issuance of Consultants Warrants (see Note . .
B S04

Issuance of 2005 ihveétor Warrants (see Noté 7

8)

Note8)
Balance outstanding, December 31, 2005
Exercise of 2005 Investor Warrants
Balance outstanding, December 31, 2006

Exercise of 2005 Debenture Wartants (see

Note 9 : . ;
Exercise of 2005 Investor Warrants (see Note

8)
Exercise of 2005 Consultants Warrants (see
NeteBY
Exercise of Finders’ Units (see Note 8)
Expiry of Finders’ Units (see Note 8)
Balance outstanding, December 31, 2007 and

2008

Issuance of 2005 Placement Warrants (see

1774320

LI

w0
1,774,320 226314 —

IR
L
706,667

226314

G

(235,555) N .

1,774,320

113,157 — 471,112 22,060 —
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(1) Each Finders’ Unit entitles the holder to purchase 28,459 shares of common stock. Total issuance entitles holders to purchase
450,506 shares common stock.

During 2007, warrants to purchase up to 406,836 shares of our common stock were exercised, partially on a cashless basis, as a result
of which we received proceeds of approximately $632,000 and issued 337,406 shares of common stock.

Additionally, 15.73 options to purchase Finders’ Units comprised of shares of our common stock and common stock purchase
warrants were exercised (including exercise of the warrants) in 2007 on a cashless basis for which we received no proceeds and issued
99,151 shares of common stock. At December 31, 2007, there are no Finders’ Units outstanding. The Finders® Units expired on
September 26, 2007 and 0.10 Finders” Unit expired unexercised.

See Note 12 for the description of the method and assumptions used to determine the fair value of the warrants issued.

14. Related Party Transactions

From our inception through the year ended December 31, 2002, we received financial assistance from a principal stockholder in the
form of office space and management and legal assistance provided at no cost. In accordance with Staff Accounting Bulletin No. 79, the
value of such assistance has been reflected in the accompanying financial statements as an expense in the period benefited with a
corresponding deemed capital contribution. The value of the financial assistance totaled $1,075,182 for the cumulative period from
February 23, 1998 (inception) to December 31, 2002.

15. Income Taxes

The net provision for federal, state or foreign income taxes for the years ended December 31, 2008 and 2007 are as follows:

December 31, December
] ‘20082 31,2007

Current
Federal
Foreign ' 32,311 —

5 (15860)

Total Current

Defeljrekd,w ’
State

Total Deferred $ — $ —

The tax effect of temporary differences and net operating losses as of December 31, 2008 and 2007 are as follows:

December 31, December 31,
2008 2007

Deferred tax assets and valuation allowance
Net operating loss carry forwards — Domestic

Net operating loss carry forwards — Foreign . __ = _ _ _ ... __ @
Other deferred tax assets - N 7 o 5,476,000 4,900,000
Research and development tax credit carry forwards | LEoti it 38.00 064,000

Valuation allowance (51,889,000) (38,46 1,000)

42,475,000

- ges

As of December 31, 2008, we had approximately $111.3 million of domestic net operating loss carry forwards which expire on
various dates through 2028. These loss carry forwards are available to reduce future federal and state taxable income, if any. These loss
carry forwards are subject to review and possible adjustment by the appropriate taxing state authorities.
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We have additional net operating loss carry forwards of approximately $1.3 million resulting from excess tax deductions from stock
options exercised since 2006. Pursuant to SFAS No. 123R, the deferred tax asset relating to excess tax benefit from these exercises was
not recognized for financial statement purposes.

Our effective tax rates for 2008, 2007 and 2006 are calculated as follows:

2008 2007 2006
Percen
Amount t ] Amount ’ ‘ Percent Amount Percent

Pre tax income (loss)

LonAss oy T T ET (30,981.496) % (17,798236)
Federal tax provision
(benefit) at statutory rate (14,778,345) 34% (10,533,709) 34%  (6,051,400)  34%
State income fax ber . e Ss e
of federal‘taxrbet}eﬁt - (2,186911 1688799 1,834 003

Permanent dlfferences 555924 999,299 3% 382,663 -2%'
R&Deredit. o U saee) Cdasassy o A Q108705 . L 6w
Change in valuat10n -
allowance o 13,427,685 31% 10,222,000 -33% 9,688,000 -54%
Changeinmate L0 in 000 26804130 0 0% 0 AeRe3T L s 0%
Other ‘ 1,630,151 -4% 1,365,792 -4% (1,076,555) 6%
Total income tax T EEEe G e 7
_provision/(benefiy . $§ 16451 O%ggsé$a:f.@{‘ 9% 8 g

We adopted Financial Interpretation Number 48, “Accounting for Uncertain Tax Positions” (“FIN 48”) on January 1, 2007. FIN
48 clarifies the accountrng for uncertainty in income taxes recognized in an enterprise’s financial statements in accordance with
FASB Statement No. 109,” Accounting for Income Taxes.” FIN 48 prescribes a recognition threshold and measurement of a tax
position taken or expected to be taken in a tax return. We did not establish any additional reserves for uncertain tax liabilities upon
adoption of FIN 48. A summary of our adjustments to our uncertain tax positions are as follows:

ST SR 2008 S— -
Bala.nce at begmmng ofyear L . .- e s
Increase/Decrease for tax positions related to the current year o - - — .
 Increase/Decrease for fax positions related to prioryears ey .
Decreases for settlements with applicable taxmg authorrtres , — -
Decreases for Japses of stamte offlimitations " L 0 , o -
Balance at end of year , ‘ $ — . —

We have not recognized any interest and penalties in the statement of operations because of our net operating losses and tax
credits that are available to be carried forward.

We will account for interest and penalties related to uncertain tax positions as part of our provision for federal and state income
taxes.

We do not expect that the amounts of unrecognized benefits will change significantly within the next 12 months.

We are currently open to audit under the statute of limitations by the Internal Revenue Service, state, and foreign Jurrsdlctlons for
various years from our inception through 2008.
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16. Other Income and Expense

For the years ended December 31, 2008, 2007 and 2006, other income, net amounted to approximately $0.6 million, $1.9 million and

$1.9 million, respectively, and was broken out as follows:

Interest income

Interest expense

Impairment of auction rate securities

Realized gain on sale of marketable securities
Realized loss on foreign exchange transactions, net
Litigation settlement ‘

Other L

Total other income, net

17. Javelin Pharmaceuticals, Inc. 401(k) Plan

For the year ended December 31,

2008

ot wie

(213,090

- - 600,000
- e e
$ 644,997 $ 1,895,902 $ 1,883,315

Effective January 1, 2007, we provided a 401(k) Plan available to all of our U.S. employees. Participants may make voluntary
contributions. We currently do not make matching contributions, but may consider doing so at some point in the future, according to the

401(k) Plan’s matching formula.

SUPPLEMENTARY FINANCIAL INFORMATION (UNAUDITED)

The following tables set forth unaudited quarterly operating results for fiscal years 2008 and 2007 in dollars. The information in
these tables has been prepared on a basis consistent with the audited consolidated financial statements included elsewhere in this report
and, in the opinion of management, all adjustments that management considers necessary for the fair presentation thereof. These
unaudited results should be read in conjunction with the consolidated financial statements and notes appearing elsewhere in this report.
The sum of the quarterly loss per share may not total annual amounts reported in the consolidated financial statements as a result of any
quarterly changes in the amount of weighted average common shares used in the calculation of basic and diluted loss per share.

2008 Quarterly results of operations

(In thousands, except per share data)

Revemue -
Product revenue

. Totalrevenue
Costs and expenses
. Costofproductrevenue
~ Research and development
. Selling, general and administrative
Depreciation and amortization

Operating loss
Other income (expense)

Loss before income tax provision
Income tax provision

Net loss attributable to common stockholders =

Net loss per share attributable to common stockholders
Basic and diluted

Weighted average shares

Unaudited Quarter ended
June 30, September 30,
2008 2008

March 31,
2008

December 31,
2008

490

. 66 . L . . 180 -

N g e e

5,665 4,490 9,787
e e 3819
41 80 87
S@uIeny e L dio 13.601)
394 220 197 (166)
CEI L eeey s Tasn
— — 23 (7)

TORIONEE S )

oy

.5 el S

£ w0 8 wile 8 08 5 (005
48,791 55,057 60,393 60,403
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2007 Quarterly results of operations

Unaudited Quarter ended

March 31, June 30, September 30, December 31,
(In thousands, except per share data) 2007 2007 2007 2007
Operating expenses . . . | :
. Researchand development . = g 3382 % 4639 8. 5384 4 g

,SDellingy,‘g‘eneral' and ad‘r’ninis&tur(a’tive; 2774 o 3,023 3487 4,527

Operatingloss ©126) ... (7:686)

S i ... (8.89%) ... (10,220)
Gtherimoome T .y . 547
Net loss attributable to common stockholders $ (5,903) $ (7,234) 5 (8,221 $  (9.674)
Net loss per shate atiributable to Common stockholders /= L e

Basic and diluted $ (0.15) $ (0.16) $ (0.17) $ (0.20)
Weightedipeiaie Shdees I D e R R

ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND FINANCIAL
DISCL.OSURE.

None.

ITEM 9A. CONTROLS AND PROCEDURES.

Disclosure Controls and Procedures. As of December 31, 2008, we carried out an evaluation, under the supervision and with the
participation of our management, including our Chief Executive Officer and Chief Financial Officer, of the effectiveness of the design
and operation of our disclosure controls and procedures, as defined in Rules 13a-15(e) and 15d-15(¢) of the Exchange Act. Based upon
that evaluation, our principal executive officer and principal financial officer concluded that as of the end of the period covered by this
report, our disclosure controls and procedures were effective to ensure that information required to be disclosed by us in reports we file
or submit under the Exchange Act is (1) recorded, processed, summarized and reported within the time periods specified in SEC rules
and forms, and (2) accumulated and communicated to our management, including our principal executive officer and principal financial
officer, to allow timely decisions regarding required disclosure.

Management’s Annual Report on Internal Control over Financial Reporting. Our management is responsible for establishing and
maintaining adequate internal control over financial reporting, as such term is defined in Rule 13a-15(f) of the Exchange Act. Under the
supervision and with the participation of our management, including our principal executive officer and principal financial officer, we
conducted an evaluation of the éffectiveness of our internal control over financial reporting based upon the framework in nternal
Control — Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission. Based on that
evaluation, our management concluded that our internal control over financial reporting is effective as of December 31, 2008.

Attestation Report of the Registered Public Accounting Firm . McGladrey & Pullen, LLP, an independent registered public
accounting firm, has audited the consolidated financial statements for the year ended December 31, 2008 included in the Annual Report
on Form 10-K and, as part of their audit, has issued their attestation report, included herein, on the effectiveness of our internal control
over financial reporting.

Changes in Internal Control over Financial Reporting. There were no changes in our internal control over financial reporting that
have materially affected, or are reasonably likely to materially affect, our internal control over financial reporting during our fourth
fiscal quarter of 2008.

ITEM 9B. OTHER INFORMATION.

We filed Forms 8-K for the fourth quarter of fiscal 2008 disclosing therein all information required to be disclosed in a Form 8-K
during that fiscal quarter.
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PART IIl.

ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE REGISTRANT.

The information required by this Item is incorporated by reference to our Definitive Proxy Statement for our annual meeting of
stockholders expected to be held on June 23, 2009.

ITEM 11. EXECUTIVE COMPENSATION.

The information required by this Item is incorporated by reference to our Definitive Proxy Statement for our annual meeting of
stockholders expected to be held on June 23, 2009.

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT AND RELATED
STOCKHOLDER MATTERS. ‘

The information required by this Item is incorporated by reference to our Definitive Proxy Statement for our annual meeting of
stockholders expected to be held on June 23, 2009.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS.

The information required by this Item is incorporated by reference to our Definitive Proxy Statement for our annual meeting of
stockholders expected to be held on June 23, 2009.

ITEM 14. PRINCIPAL ACCOUNTING FEES AND SERVICES.

The information required by this Item is incorporated by reference to our Definitive Proxy Statement for our annual meeting of
stockholders expected to be held on June 23, 2009.

PARTIV.
ITEM 15. EXHIBITS AND FINANCIAL STATEMENT SCHEDULES.

(a)(1)(2) Financial Statements and Financial Statement Schedule.
The financial statements and schedule listed in the Index to Financial Statements are filed as part of the Annual Report on Form 10-K.

(2)(3) Exhibits.

The exhibits required by this item are set forth on the Exhibit Index attached hereto.
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SIGNATURES

Pursuant to the requirements of the Section 13 or 15(d) of the Secufities Exchange Act of 1934, as amended, the registrant has duly
caused this report to be signed on its behalf by the undersigned, thereunto duly authorized on the 12 day of March 2009.

JAVELIN PHARMACEUTICALS, INC.

By: /s/ Martin J. Driscoll
Name:

Martin J. Driscoll
Title: Chief Executive Officer

POWER OF ATTORNEY

Each director and/or officer of the registrant whose signature appears below hereby appoints Martin J. Driscoll and/or Stephen J.
Tulipano as his attorney-in-fact to sign in his name and behalf, in any and all capacities stated below, and to file with the Securities and
Exchange Commission, any and all amendments, to the Annual Report of Form 10-K.

Pursuant to the requirements of the Securities Exchange Act of 1934, as amended, this report has been signed by the following
persons in the capacities and on the dates indicated.

Signature Title Date
/s/ Martin J. Driscoll Chief Executive Officer and Director (Principal
. ; : Executive Officer)
Martin J. Driscoll March 12, 2009
/s/ Stephen J. Tulipano Chief Financial Officer (Principal Financial
Offi d Principal A nting Offi
Stephen J. Tulipano icer and Principal Accounting Officer) March 12, 2009
/s/ Daniel B. Carr President, Chief Medic’al Officer, Vice Chairman |
] of the Board and a Director
Daniel B. Carr March 12, 2009
/s/ Douglas G. Watson Chairman of the Board and a Director
Douglas G. Watson March 12, 2009
/s/ Fred H. Mermelstein Director
Fred H. Mermelstein March 12, 2009
/s/ Jackie M. Clegg Director
Jackie M. Clegg March 12, 2009
/s/ Neil W, Flanzraich Director
Neil W, Flanzraich March 12, 2009
/s/ Georg Nebgen Director
Georg Nebgen March 12, 2009
/s/ Peter D. Kiernan, III Director
Peter D. Kiernan, III March 12, 2009
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44

4.5

4.6

4.7

4.8

10.1.1

10.1.2

10.2

Exhibit Index

Description

Agreement and Plan of Merger dated December 6, 2004 among Intrac, Inc. (“Intrac”), Intrac Merger Sub Inc. (“Intrac Sub™), and
Innovative Drug Delivery Systems, Inc. (“IDDS”) (filed as Exhibit 2.1 to our Current Report on Form 8-K filed December 10, 2004
(the “December 2004 Form 8-K”), and incorporated herein by reference).

Agreement and Plan of Merger, dated as of July 27, 2005, between Intrac and the Company (filed as Appendix B to the Intrac Proxy
Statement, dated August 1, 2005, and incorporated herein by reference).

Certificate of Incorporation (filed as Exhibit 3.1 to our Cutrent Report on Form 8-K filed September 9, 2005 (the “September 2005
Form 8-K”), and incorporated herein by reference).

Certificate of Amendment to Certificate of Incorporation (filed as Exhibit 3.1 to our Current Report on Form 8-K filed July 25, 2006,
and incorporated herein by reference).

Amended and Restated Bylaws (filed as Exhibit 3.1 to our Current Report on Form 8-K filed August 1, 2007, and incorporated herein
by reference).

First Amendment to the Amended and Restated Bylaws of the Company (filed as Exhibit 3.1 to our Current Report on Form 8-K filed
December 18, 2007, and incorporated herein by reference).

Certificate of Merger between the Company and Intrac Inc. (filed as Exhibit 3.3 to the September 2005 Form 8-K, and incorporated
herein by reference).

2005 Omnibus Stock Incentive Plan (filed as Exhibit 4.1 to the 2005 Form 8-K, and incorporated herein by reference).

Form of Common Stock Purchase Warrant, dated November 5, 2004, issued by IDDS (filed as Exhibit 4.3 to our Registration
Statement on Form SB-2 (No. 333-122177) filed with the SEC on January 20, 2005 (the “2005 Form SB-2”), and incotporated herein
by reference).

Placement Agent Warrant Agreement, dated December 6, 2004, issued by IDDS (filed as Exhibit 4.4 to the 2005 Form SB-2, and
incorporated herein by reference).

Form of Common Stock Purchase Warrant (filed as Exhibit 4.1 to our Current Report on Form 8-K filed November 10, 2005 (the
“November 2005 Form 8-K”), and incorporated herein by reference).

Form of Placement Agent Warrants (filed as Exhibit 4.2 to the November 2005 Form 8-K, and incorporated herein by reference).

Common Stock Purchase Warrant, dated September 7, 2005, issued to Aurora Capital LLC (filed as Exhibit 4.6 to our Annual Report
on Form 10-K for the fiscal year ended December 31, 2005 (the “2005 Form 10-K™), and incorporated herein by reference).

Common Stock Purchase Warrant, dated September 7, 2005, issued to Two River Group Holding, 1.LC (filed as Exhibit 4.8 to the 2005
Form 10-K, and incorporated herein by reference).

2007 Employee Stock Purchase Plan (filed as Appendix A to the Proxy Statement on Schedule 14A filed on May 31, 2007, and
incorporated herein by reference).

Form of Subscription Agreement for the December 2004 IDDS Placement (filed as Exhibit 10.2 to the December 10 Form 8-K, and
incorporated herein by reference).

Form of Registration Rights Agreement dated as of December 6, 2004 between IDDS and each purchaser in the December 2004 IDDS
Placement (filed as Exhibit 10.3 to the December 2004 Form 8-K, and incorporated herein by reference).

License Agreement effective as of December 14, 2001 among Farmarc N.AN.V., Farmarc Netherlands B.V., Shimoda Biotech

(Proprietary) Ltd. and IDDS (filed as Exhibit 10.11 to the Registration Statement on Form S-1 (No. 333-76190) filed by IDDS with the
SEC (the “IDDS Form S-17), and incorporated herein by reference).
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Exhibit

No. Description

10.3.1 License Agreement dated as of August 25, 2000 among West Pharmaceutical Services, Inc., West Pharmaceutical Services Drug Delivery &
Clinical Research Centre Ltd. and IDDS (filed as Exhibit 10.4 to the IDDS Form S-1, and incorporated herein by reference).

10.3.2 Amendment, dated February 8, 2005, to West Pharmaceutical Services Agreement (filed as Exhibit 10.3.2 to our Annual Report on
Form 10-KSB for the fiscal year ended December 31, 2004, and incorporated herein by reference).

10.4 License Agreement effective as of February 25, 1998 between Dr. Stuart Weg and IDDS (as successor in interest to Pain Management,
Inc.) (filed as Exhibit 10.2 to the IDDS Form $-1, and incorporated herein by reference).

10.5.1 Employment Agreement, dated as of July 7, 2007, between the Company and Daniel B. Carr, M.D. (filed as Exhibit 10.1 to our Quarterly
Report on Form 10-Q for the fiscal quarter ended September 30, 2007, and incorporated herein by reference).

10.5.2 Amendment to Employment Agreement between the Company and Daniel B. Carr, M.D. (filed as Exhibit 10.2 to our Curtent Repott on
Form 8-K filed on June 5, 2008, and incorporated herein by reference).

10.6.1 Securities Purchase Agreement dated as of November 4, 2004 among the Purchasers named therein and IDDS (filed as Exhibit 10.6.1 to
the 2005 Form SB-2, and incorporated herein by reference).

10.6.2 Form of 10% Senior Secured Debenture, dated November 4, 2004, in the aggregate principal amount of $1,000,000 issued by IDDS (filed
as Exhibit 10.6.2 to the 2005 Form SB-2, and incorporated herein by reference).

10.7.1 Securities Purchase Agreement, dated as of November 3, 2005 among the investors named therein and the Company (filed as Exhibit 10.1
to the November 2005 Form 8-K, and incorporated herein by reference).

10.7.2 Registration Rights Agreement, dated as of November 7, 2005, among the Holders named therein and the Company (filed as Exhibit 10.2
to the November 2005 Form 8-K, and incorporated herein by reference).

10.8 Employment Agreement, dated as of April 8, 2006, between the Company and Stephen J. Tulipano (filed as Exhibit 10.1 to our Current
Report on Form 8-K filed on April 26, 2006, and incorporated herein by reference).

10.9 Term Sheet for Employment of David B. Bernstein, dated as of March 2, 2006 (filed as Exhibit 10.2 to our Current Report on Form 8-K
filed on April 26, 2006, and incorporated herein by reference).

10.10* Development and Toll Manufacturing Agreement, dated as of April 25, 2007, between the Company and Baxter Healthcare Corporation
(filed as Exhibit 10.1 to our Quartetly Report on Form 10-Q for the fiscal quarter ended June 30, 2007, and incorporated hetein by
reference).

10.11 Employment Agreement, effective as of Match 3, 2008, between the Company and Martin J. Driscoll (filed as Exhibit 10.1 to our Current
Report on Form 8-K filed on June 5, 2008, and incorporated herein by reference).

10.12* Development and Toll Manufacturing Agreement, dated as of July 30, 2008, between the Company and Baxter Healthcare Corporation
(filed as Exhibit 10.1 to our Quarterly Report on Form 10-Q for the fiscal quarter ended September 30, 2008, and incorporated herein by
reference).

16.1 Letter from Paritz & Company, P.A., dated December 13, 2004 (filed as Exhibit 16.1 to our Current Report on Form 8-K filed for an
event of December 13, 2004, and incorporated herein by reference).

21+ List of Subsidiaries.

23.1+ Consent of McGladrey & Pullen, LLP, independent registered public accounting firm.

23.2+ Consent of PricewaterhouseCoopers LLP, independent registered public accounting firm.

24+ Power of Attorney (on signature page).

311+ Certification of our Chief Executive Officer pursuant to Rules 13a-14 and 15d-14 under the Securities Exchange Act of 1934, as amended.

31.2+ Certification of our Chief Financial Officer pursuant to Rules 13a-14 and 15d-14 under the Securities Exchange Act of 1934, as amended.
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Exhibit

No. Description

321+ Certification of our Chief Executive Officer pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley
Act of 2002.

32.2+ Certification of our Chief Financial Officer pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley
Act of 2002. :

* Portions of this exhibit have been omitted pursuant to a request for confidential treatment under Rule 24b-2 of the Securities Exchange Act of

1934, as amended, and the omitted material has been separately filed with the Securities and Exchange Commission.

+ Filed herewith
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Exhibit 21

List of Registrant’s Active Subsidiaries

State of
Innovative Drug Delivery Systems,flne. .~ . Delaware - 100%
United
Javelin Pharmaceuticals (U.K.) Limited (1) Kingdom 0%
Javelin Pharmaceuticals GmbH . ' ‘ o Germany 100%

(1)  This entity, which was owned by Innovative Drug Delivery Systems, Inc., has been sold to Therabel Pharma N.V.
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Exhibit 23.1

Consent of Independent Registered Public Accounting Firm

We consent to the incorporation by reference in the Registration Statements on (i) Form S-3 (No. 333-149090, (ii) Form S-3 (No. 333-
145832), (iii) Form S-3 (No. 333-140481), (iv) Form S-3 (No. 333-136794), (v) Form S-8 (No. 333-150184), (vi) Form S-8 (No. 333-
149715), and (vii) Form S-8 (No. 333-129203) of Javelin Pharmaceuticals, Inc. of our reports dated March 12, 2009 relating to our
audits of the consolidated financial statements and internal control over financial reporting, which appear in the Annual Report on Form
10-K of Javelin Pharmaceuticals, Inc. for the year ended December 31, 2008. ‘ -

/s/ McGladrey & Pullen, LLP
Burlington, MA
March 12, 2009
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Exhibit 23.2

Consent of Independent Registered Public Accounting Firm

We hereby consent to the incorporation by reference in the Registration Statements on Form S-3 (No. 333-140481, No. 333-136794,
No. 333-149090 and No. 333-145832) and S-8 (No. 333-129203, No. 333-150184 and No. 333-149715) of Javelin Pharmaceuticals,
Inc. of our report dated April 14, 2006 relating to the financial statements, which appears in this Form 10 K.

/s/ PricewaterhouseCoopers LLP
New York, New York
March 12, 2009
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Exhibit 31.1

CERTIFICATION
[, Martin J. Driscoll, certify that:
1. T'have reviewed the annual report on Form 10-K of Javelin Pharmaceuticals, Inc. (the “Company”).

2. Based on my knowledge, the report does not contain any untrue statement of a material fact or omit to state a material fact
necessary to make the statements made, in light of the circumstances under which such statements were made, not misleading with
respect to the period covered by this report.

3. Based on my knowledge, the financial statements, and other financial information included in the report, fairly present in all
material respects the financial condition, results of operations and cash flows of the Company as of, and for, the periods presented.

4. The Company’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures
(as defined in Exchange Act Rules 13a-15(¢) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act
Rules 13a-15(f) and 15d-15(f)) for the Company and have:

a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our
supervision, to ensure that material information relating to the Company, including its consolidated subsidiaries, is made known
to us by others within those entities, particularly during the period in which the report is being prepared;

b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed
under our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of
financial statements for external purposes in accordance with generally accepted accounting principles;

¢) Evaluated the effectiveness of the Company’s disclosure controls and procedures and presented our conclusions about the
effectiveness of the disclosure controls and procedures, as of the end of the period covered by the report based on such
evaluation; and

d) Disclosed in the report any change in the Company’s internal control over financial reporting that occurred during the
Company’s most recent fiscal quarter (the Company’s fourth quarter in the case of an annual report) that has materially affected,
or is reasonably likely to materially affect, the Company’s internal control over financial reporting.

5. The Company’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial
reporting, to the Company’s auditors and the audit committee of the Company’s board of directors (or persons performing the
equivalent functions):

a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are
reasonably likely to adversely affect the Company’s ability to record, process, summarize and report financial information; and

b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the Company’s
internal control over financial reporting.

Date: March 12, 2009
/s/ Martin J. Driscoll

Name: Martin J. Driscoll
Title: Chief Executive Officer
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Exhibit 31.2

CERTIFICATION
I, Stephen J. Tulipano, certify that:
1. T have reviewed the annual report on Form 10-K of Javelin Pharmaceuticals, Inc. (the “Company”).

2. Based on my knowledge, the report does not contain any untrue statement of a material fact or omit to state a material fact
necessary to make the statements made, in light of the circumstances under which such statements were made, not misleading with
respect to the period covered by this report.

3. Based on my knowledge, the financial statements, and other financial information included in this document, fairly present in all
material respects the financial condition, results of operations and cash flows of the Company as of, and for, the periods presented.

4. The Company’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures
(as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act
Rules 13a-15(f) and 15d-(f)) for the Company and have:

a)  Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under
our supervision, to ensure that material information relating to the Company, including its consolidated subsidiaries, is made
known to us by others within those entities, particularly during the period in which this report is being prepared;

b)  Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed
under our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of
financial statements for external purposes in accordance with generally accepted accounting principles;

¢)  Evaluated the effectiveness of the Company’s disclosure controls and procedures and presented our conclusions about the
effectiveness of the disclosure controls and procedures, as of the end of the period covered by this document based on such
evaluation; and

d)  Disclosed in this document any change in the Company’s internal control over financial reporting that occurred during the
Company’s most recent fiscal quarter (the Company’s fourth quarter in the case of an annual report) that has materially
affected, or is reasonably likely to materially affect, the Company’s internal control over financial reporting.

5. The Company’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial
reporting, to the Company’s auditors and the audit committee of the Company’s board of directors (or persons performing the
equivalent functions):

a)  All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting
which are reasonably likely to adversely affect the Company’s ability to record, process, summarize and report financial
information; and

b)  Any fraud, whether or not material, that involves management or other employees who have a significant role in the
Company’s internal control over financial reporting.

Date: March 12, 2009

/s/ Stephen J. Tulipano
Name: Stephen J. Tulipano
Title: Chief Financial Officer
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Exhibit 32.1

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

In connection with the Annual Report of Javelin Pharmaceuticals, Inc. (the “Company”) on Form 10-K for the period ended
December 31, 2008, as filed with the Securities and Exchange Commission on the date hereof (the “Report”), I, Martin J. Driscoll, the
Chief Executive Officer of the Company, certify, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002, that:

(1) The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934, as amended;
and

(2) The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations
of the Company.

/s/ Martin J. Driscoll
Name: Martin J. Driscoll
Title: Chief Executive Officer

March 12, 2009

A signed original of this written statement required by Section 906 has been provided to the Company and will be retained by the
Company and furnished to the Securities and Exchange Commission or its staff upon request.

This certification accompanies each periodic report pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 and shall not, except
to the extent required by the Sarbanes-Oxley Act of 2002, be deemed filed by the Company for purposes of Section 18 of the Securities
Exchange Act of 1934, as amended.
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Exhibit 32.2

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

In connection with the Annual Report of Javelin Pharmaceuticals, Inc. (the “Company”) on Form 10-K for the period ended
December 31, 2008, as filed with the Securities and Exchange Commission on the date hereof (the “Report”) I, Stephen J. Tulipano, the
Chief Financial Officer of the Company, certify, pursuant to 18 U.S.C.

(1) The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934, as amended;
and

(2) The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations
of the Company.

/s/ Stephen J. Tulipano
Name: Stephen J. Tulipano
Title: Chief Financial Officer

March 12, 2009

A signed original of this written statement required by Section 906 has been provided to the Company and will be retained by the
Company and furnished to the Securities and Exchange Commission or its staff upon request.

This certification accompanies each periodic report pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 and shall not, except
to the extent required by the Sarbanes-Oxley Act of 2002, be deemed filed by the Company for purposes of Section 18 of the Securities
Exchange Act of 1934, as amended.
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