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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 10-Q

(Mark One)

[X] QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934

For the quarterly period ended March 31, 2012

OR

[ 1 TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934

For the transition period from to

Commission File Number 001-32335

HALOZYME THERAPEUTICS, INC.

(Exact name of registrant as specified in its charter)

Delaware 88-0488686
(State or other jurisdiction of (ILR.S. Employer
incorporation or organization) Identification No.)
11388 Sorrento Valley Road, San Diego, CA 92121
(Address of principal executive offices) (Zip Code)

(858) 794-8889

(Registrant s telephone number, including area code)

Indicate by check mark whether the registrant: (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act
of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been subject

to such filing requirements for the past 90 days. Yes [X] No [ ]

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if any, every Interactive Data
File required to be submitted and posted pursuant to Rule 405 of Regulation S-T (§232.405 of this chapter) during the preceding 12 months (or

for such shorter period that the registrant was required to submit and post such files). Yes [X]No [ ]
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Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer or a smaller reporting
company. See the definitions of large accelerated filer, accelerated filer and smaller reporting company in Rule 12b-2 of the Exchange Act.
(Check one):

Large accelerated filer ~ Accelerated filer x Non-accelerated filer ~ Smaller reporting company

(Do not check if a smaller reporting
company)
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act). Yes [ ] No [X]

The number of outstanding shares of the registrant s common stock, par value $0.001 per share, was 112,443,372 as of April 30, 2012.
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Item 1. Financial Statements

PARTI FINANCIAL INFORMATION

HALOZYME THERAPEUTICS, INC.

CONDENSED CONSOLIDATED BALANCE SHEETS

March 31, December 31,
2012 2011
(Unaudited) (Note)
ASSETS
Current assets:
Cash and cash equivalents $ 116,608,304 $ 52,825,527
Accounts receivable, net 5,550,830 2,262,465
Inventories 1,496,783 567,263
Prepaid expenses and other assets 8,910,059 8,332,242
Total current assets 132,565,976 63,987,497
Property and equipment, net 2,152,934 1,771,048
Total Assets $ 134,718,910 $ 65,758,545
LIABILITIES AND STOCKHOLDERS EQUITY

Current liabilities:
Accounts payable $ 3,011,181 $ 7,556,859
Accrued expenses 7,184,794 5,615,574
Deferred revenue, current portion 6,484,800 4,129,407
Total current liabilities 16,680,775 17,301,840
Deferred revenue, net of current portion 36,130,767 36,754,583
Deferred rent, net of current portion 846,957 802,006
Commitments and contingencies (Note 10)
Stockholders equity:
Preferred stock  $0.001 par value; 20,000,000 shares authorized; no shares issued and outstanding - -
Common stock  $0.001 par value; 150,000,000 shares authorized; 112,411,014 and 103,989,272
shares issued and outstanding at March 31, 2012 and December 31, 2011, respectively 112,411 103,990
Additional paid-in capital 341,088,827 255,817,772

Accumulated deficit

(260,140,827) (245,021,646)

Total stockholders equity 81,060,411 10,900,116

Total Liabilities and Stockholders Equity $ 134,718,910 $ 65,758,545

Note: The condensed consolidated balance sheet at December 31, 2011 has been derived from audited financial statements at that date. It does
not include, however, all of the information and notes required by U.S. generally accepted accounting principles for complete financial
statements.
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See accompanying notes to condensed consolidated financial statements.
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HALOZYME THERAPEUTICS, INC.

CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE LOSS

Revenues:
Product sales, net
Revenues under collaborative agreements

Total revenues
Operating expenses:
Cost of product sales

Research and development
Selling, general and administrative

Total operating expenses

Operating loss

Interest and other income, net

Net loss

Basic and diluted net loss per share

(UNAUDITED)

Shares used in computing basic and diluted net loss per share

Comprehensive loss

Three Months Ended
March 31,

2012 2011
$ 187,411 $ 165,449
7,252,768 7,378,445
7,440,179 7,543,894
70,761 11,717
15,891,109 13,785,797
6,618,707 3,405,966
22,580,577 17,203,480
(15,140,398) (9,659,586)
21,217 23,869

$ (15,119,181)

$ (0.14)

107,589,514

$ (15,119,181)

See accompanying notes to condensed consolidated financial statements.
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HALOZYME THERAPEUTICS, INC.

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

Operating activities:
Net loss

(UNAUDITED)

Adjustments to reconcile net loss to net cash used in operating activities:

Share-based compensation

Depreciation and amortization

Gain on disposals of equipment

Changes in operating assets and liabilities:
Accounts receivable, net

Inventories

Prepaid expenses and other assets
Accounts payable and accrued expenses
Deferred rent

Deferred revenue

Net cash used in operating activities
Investing activities:

Proceeds from disposals of property and equipment
Purchases of property and equipment

Net cash provided by (used in) investing activities
Financing activities:

Proceeds from issuance of common stock, net
Proceeds from exercise of stock options, net

Net cash provided by financing activities

Net increase (decrease) in cash and cash equivalents

Cash and cash equivalents at beginning of period

Cash and cash equivalents at end of period

Supplemental disclosure of non-cash investing and financing activities:

Accounts payable for purchases of property and equipment

$

Three Months Ended

March 31,

2012

(15,119,181)

2,154,928

237,793
(6,988)
(3,288,365)
(929,520)
(577,817)
(3,609,171)

49,129
1,731,577

(19,357,615)

15,844

15,844

81,476,845
1,647,703

83,124,548

63,782,777
52,825,527

116,608,304

628,535

See accompanying notes to condensed consolidated financial statements.
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2011
$  (9,635,717)
931,070
326,181
(656)
596,943
(55,052)
337,903
(2,771,781)

(89,688)
(731,269)

(11,092,066)

(203,023)

(203,023)

1,868,540
1,868,540
(9,426,549)
83,255,848

$ 73,829,299

$ 16,795
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HALOZYME THERAPEUTICS, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

(UNAUDITED)

1.  Organization and Business

Halozyme Therapeutics, Inc. (referred to as we, us, Halozyme orthe Company ) is a biopharmaceutical company dedicated to developing a
commercializing innovative products that advance patient care. Our research targets the extracellular matrix, an area outside the cell that

provides structural support in tissues and orchestrates many important biological activities, including cell migration, signaling and survival. Over

many years, we have developed unique scientific expertise that allows us to pursue this target-rich environment for the development of future
therapies.

Our research focuses primarily on human enzymes that alter the extracellular matrix. Our lead enzyme, recombinant human hyaluronidase

( tHuPH20 ), temporarily degrades hyaluronan, a matrix component in the skin, and facilitates the dispersion and absorption of drugs and fluids.
We are also developing novel enzymes that may target other matrix structures for therapeutic benefit. Our Enhanze technology is the platform
for the delivery of proprietary small and large molecules. We apply our research products in partnership with other companies as well as for our
own proprietary pipeline in therapeutic areas with significant unmet medical need, such as diabetes, oncology and dermatology.

Our operations to date have involved: (i) organizing and staffing our operating subsidiary, Halozyme, Inc.; (ii) acquiring, developing and
securing our technology; (iii) undertaking product development for our existing product and a limited number of product candidates;

(iv) supporting the development of partnered product candidates and (v) selling Hylenex® recombinant (hyaluronidase human injection). We
continue to increase our focus on our proprietary product pipeline and have expanded investments in our proprietary product candidates. We
currently have multiple proprietary programs in various stages of research and development. In addition, we currently have collaborative
partnerships with F. Hoffmann-La Roche, Ltd and Hoffmann-La Roche, Inc. ( Roche ), Baxter Healthcare Corporation ( Baxter ), ViroPharma
Incorporated ( ViroPharma ), and Intrexon Corporation ( Intrexon ), to apply Enhanze technology to these partners biological therapeutic
compounds. Currently, we have received only limited revenue from the sales of Hylenex recombinant, in addition to other revenues from our
partnerships.

2.  Summary of Significant Accounting Policies
Basis of Presentation

The accompanying interim unaudited condensed consolidated financial statements have been prepared in accordance with United States
generally accepted accounting principles ( U.S. GAAP ) and with the rules and regulations of the U.S. Securities and Exchange Commission
( SEC ) related to a quarterly report on Form 10-Q. Accordingly, they do not include all of the information and disclosures required by U.S.
GAAP for a complete set of financial statements. These interim unaudited condensed consolidated financial statements and notes thereto should
be read in conjunction with the audited consolidated financial statements and notes thereto included in our Annual Report on Form 10-K for the
year ended December 31, 2011, filed with the SEC on March 12, 2012. The unaudited financial information for the interim periods presented
herein reflects all adjustments which, in the opinion of management, are necessary for a fair presentation of the financial condition and results of
operations for the periods presented, with such adjustments consisting only of normal recurring adjustments. Operating results for interim
periods are not necessarily indicative of the operating results for an entire fiscal year.

The condensed consolidated financial statements include the accounts of Halozyme Therapeutics, Inc. and our wholly owned subsidiary,
Halozyme, Inc. All intercompany accounts and transactions have been eliminated.

The preparation of consolidated financial statements in conformity with U.S. GAAP requires management to make estimates and assumptions
that affect the amounts reported in our consolidated financial statements and
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accompanying notes. On an ongoing basis, we evaluate our estimates and judgments, which are based on historical and anticipated results and
trends and on various other assumptions that management believes to be reasonable under the circumstances. By their nature, estimates are
subject to an inherent degree of uncertainty and, as such, actual results may differ from management s estimates.

Adoption of Recent Accounting Pronouncements

Effective January 1, 2012, we adopted Financial Accounting Standards Board s ( FASB ) Accounting Standards Update ( ASU ) No. 2011-05,
Comprehensive Income (Topic 220): Presentation of Comprehensive Income and ASU No. 2011-12, Comprehensive Income (Topic 220):
Deferral of the Effective Date for Amendments to the Presentation of Reclassifications of Items Out of Accumulated Other Comprehensive
Income in ASU No. 2011-5. In these updates, an entity has the option to present the total of comprehensive income, the components of net
income, and the components of other comprehensive income either in a single continuous statement of comprehensive income or in two separate
but consecutive statements. In both choices, an entity is required to present each component of net income along with total net income, each
component of other comprehensive income along with a total for other comprehensive income, and a total amount for comprehensive income.
ASU No. 2011-05 eliminates the option to present the components of other comprehensive income as part of the statement of changes in
stockholders equity. The amendments in ASU No. 2011-05 do not change the items that must be reported in other comprehensive income or
when an item of other comprehensive income must be reclassified to net income. The amendments in these updates are effective for fiscal years,
and interim periods within those years, beginning after December 15, 2011. The adoption of ASU Nos. 2011-05 and 2011-12 did not have a
material impact on our consolidated financial position or results of operations. We have presented comprehensive loss in our condensed
consolidated statements of comprehensive loss.

Effective January 1, 2012, we prospectively adopted the FASB s ASU No. 2011-04, Fair Value Measurement (Topic 820) Amendments to
Achieve Common Fair Value Measurement and Disclosure Requirements in U.S. GAAP and IFRS . The amendments in ASU 2011-04 result in
common fair value measurement and disclosure requirements in GAAP and International Financial Reporting Standards ( IFRS ). Consequently,
the amendments change the wording used to describe many of the requirements in U.S. GAAP for measuring fair value and for disclosing
information about fair value measurements. This pronouncement is effective for fiscal years, and interim periods within those years, beginning
after December 15, 2011. The adoption of ASU No. 2011-04 did not have a material effect on our consolidated financial position or results of
operations.

Inventories

Inventories are stated at lower of cost or market. Cost, which includes amounts related to materials and costs incurred by our contract
manufacturers, is determined on a first-in, first-out basis. Inventories are reviewed periodically for potential excess, dated or obsolete status.
Management evaluates the carrying value of inventories on a regular basis, taking into account such factors as historical and anticipated future
sales compared to quantities on hand, the price it expects to obtain for products in their respective markets compared with historical cost and the
remaining shelf life of goods on hand.

Raw materials inventories consist of raw materials used in the manufacture of our bulk drug material for Hylenex recombinant product.
Work-in-process inventories consist of in-process Hylenex recombinant. Finished goods inventories consist of finished Hylenex recombinant
product.

We expense costs relating to the purchase and production of pre-approval inventories for which the sole use is pre-approval products as research
and development expense in the period incurred until such time as we believe future commercialization is probable and future economic benefit

is expected to be realized. For products that have been approved by regulatory bodies such as the U.S. Food and Drug Administration ( FDA ),
inventories used in clinical trials are expensed at the time the inventories are packaged for the clinical trials. Prior to receiving approval from the
FDA or comparable regulatory agencies in foreign countries, costs related to purchases of the active pharmaceutical ingredients ( API ) and the
manufacturing of the product candidate are recorded as research and development expense. All direct manufacturing costs incurred after
approval are capitalized as inventories.
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We generate revenues from product sales and collaborative agreements. Payments received under collaborative agreements may include
nonrefundable fees at the inception of the agreements, license fees, milestone payments for specific achievements designated in the collaborative
agreements, reimbursements of research and development services and/or royalties on sales of products resulting from collaborative
arrangements.

We recognize revenue in accordance with the authoritative guidance on revenue recognition. Revenue is recognized when all of the following
criteria are met: (1) persuasive evidence of an arrangement exists; (2) delivery has occurred or services have been rendered; (3) the seller s price
to the buyer is fixed or determinable; and (4) collectibility is reasonably assured.

Product Sales Hylenex recombinant was approved for marketing by the FDA in December 2005. From 2005 through January 7, 2011, Baxter
had the worldwide market rights for Hylenex recombinant under the terms of the Hylenex Partnership. Baxter commercially launched Hylenex
recombinant in October 2009. However, Hylenex recombinant was voluntarily recalled in May 2010 because a portion of the product
manufactured by Baxter was not in compliance with the requirements of the underlying partnership. Effective January 7, 2011, we and Baxter
mutually agreed to terminate the Hylenex Partnership. During the second quarter of 2011, we submitted the data that the FDA had requested to
support the reintroduction of Hylenex recombinant to the market. The FDA approved the submitted data and granted the reintroduction of
Hylenex recombinant.

In December 2011, we reintroduced Hylenex recombinant to the market, shipped initial stocking orders to our wholesaler customers and began
promoting Hylenex recombinant through our sales force. We sell Hylenex recombinant in the United States to wholesale pharmaceutical
distributors, who sell the product to hospitals and other end-user customers. The wholesale distributors take title to the product, bear the risk of
loss of ownership and have economic substance to the inventory. Further, we have no significant obligations for future performance to generate
pull-through sales; however, we do allow the wholesale distributors to return product that is damaged or received in error. In addition, we allow
for product to be returned beginning six months prior to and ending twelve months following product expiration. Given our limited history of
selling Hylenex recombinant and the lengthy return period, we currently cannot reliably estimate expected returns and chargebacks of Hylenex
recombinant at the time the product is received by the wholesale distributors. Therefore, we do not recognize revenue upon delivery of Hylenex
recombinant to the wholesale distributor until the point at which we can reliably estimate expected product returns and chargebacks from the
wholesale distributors. Shipments of Hylenex recombinant are recorded as deferred revenue until evidence exists to confirm that pull-through
sales to the hospitals or other end-user customers have occurred. We recognize revenue when the product is sold through from the distributors to
the distributors customers. In addition, the costs of manufacturing Hylenex recombinant associated with the deferred revenue are recorded as
deferred costs, which are included in inventory, until such time as the related deferred revenue is recognized. We estimate sell-through revenue
and certain gross to net sales adjustments based on analysis of third-party information including information obtained from certain distributors
with respect to their inventory levels and sell-through to the distributors customers. At the time we can reliably estimate product returns and
chargebacks from the wholesale distributors, we will record a one-time increase in net product sales revenue related to the recognition of product
sales revenue previously deferred.

We recognize product sales allowances as a reduction of product sales in the same period the related revenue is recognized. Product sales
allowances are based on amounts owed or to be claimed on the related sales. These estimates take into consideration the terms of our agreements
with wholesale distributors and hospitals and the levels of inventory within the distribution channels that may result in future discounts taken.
We must make significant judgments in determining these allowances. If actual results differ from our estimates, we will be required to make an
adjustment to these allowances in the future, which could have an effect on product sales revenue in the period of adjustment. Our product sales
allowances include:

Distribution Fees. The distribution fees, based on contractually determined rates, arise from contractual agreements we have with certain
wholesale distributors for distribution services they provide with respect to Hylenex recombinant. At the time the sale is made to the respective
wholesale distributors, we record an allowance for distribution fees by reducing our accounts receivable and deferred revenue associated with
such product sales.
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Prompt Payment Discounts. We offer cash discounts to certain wholesale distributors as an incentive to meet certain payment terms. We expect
our customers will take advantage of this discount; therefore, at the time the sale is made to the respective wholesale distributors, we accrue the
entire prompt payment discount, based on the gross amount of each invoice, by reducing our accounts receivable and deferred revenue
associated with such product sales.

Chargebacks. We provide discounts to certain hospitals. These hospitals purchase products from the wholesale distributors at a discounted price,
and the wholesale distributors then charge back to us the difference between the current retail price and the price the hospitals paid for the
product. Given our lack of historical sales data, we recognize chargebacks in the same period the related product sales revenue is recognized and
reduce our accounts receivable accordingly.

Product Returns. The product returns reserve is based on management s best estimate of the product sales recognized as revenue during the
period that are anticipated to be returned. The product returns reserve is recorded as a reduction of product sales revenue in the same period the
related product sales revenue is recognized and is included in accrued expenses.

Revenues under Collaborative Agreements We have entered into license and collaboration agreements under which the collaborative partners
obtained worldwide exclusive rights for the use of our proprietary rHuPH20 enzyme in the development and commercialization of the partners
biologic compounds. The collaborative agreements contain multiple elements, including nonrefundable payments at the inception of the
arrangements, license fees, exclusivity fees, payments based on achievement of specified milestones designated in the collaborative agreements,
reimbursements of research and development services, payments for supply of rtHuPH20 API for the partner and/or royalties on sales of products
resulting from collaborative agreements. We analyze each element of the collaborative agreements and consider a variety of factors in
determining the appropriate method of revenue recognition of each element.

Prior to the adoption of ASU No. 2009-13, Multiple-Deliverable Revenue Arrangements, on January 1, 2011, in order for a delivered item to be
accounted for separately from other deliverables in a multiple-element arrangement, the following three criteria had to be met: (i) the delivered
item had standalone value to the customer, (ii) there was objective and reliable evidence of fair value of the undelivered items, and (iii) if the
arrangement included a general right of return relative to the delivered item, delivery or performance of the undelivered items was considered
probable and substantially in the control of the vendor. For the collaborative agreements entered into prior to January 1, 2011, there was no
objective and reliable evidence of fair value of the undelivered items. Thus, the delivered licenses did not meet all of the required criteria to be
accounted for separately from undelivered items. Therefore, we recognized revenue on nonrefundable upfront payments and license fees from
these collaborative agreements over the period of significant involvement under the related agreements.

For new collaborative agreements or material modifications of existing collaborative agreements entered into after December 31, 2010, we
follow the provisions of ASU No. 2009-13. In order to account for the multiple-element arrangements, we identify the deliverables included
within the agreement and evaluate which deliverables represent units of accounting. Analyzing the arrangement to identify deliverables requires
the use of judgment, and each deliverable may be an obligation to deliver services, a right or license to use an asset, or another performance
obligation. The deliverables under our collaborative agreements include (i) the license to rHuPH20 technology, (ii) at the collaborator s request,
research and development services which are reimbursed at contractually determined rates, and (iii) at the collaborator s request, supply of
rHuPH20 API which is reimbursed at our cost plus a margin. A delivered item is considered a separate unit of accounting when the delivered
item has value to the collaborator on a standalone basis based on the consideration of the relevant facts and circumstances for each arrangement.
Factors considered in this determination include the research capabilities of the partner and the availability of research expertise in this field in
the general marketplace.

Arrangement consideration is allocated at the inception of the agreement to all identified units of accounting based on their relative selling price.
The relative selling price for each deliverable is determined using vendor specific objective evidence ( VSOE ) of selling price or third-party
evidence of selling price if VSOE does not exist. If neither VSOE nor third-party evidence of selling price exists, we use our best estimate of the
selling price for the deliverable. The amount of allocable arrangement consideration is limited to amounts that are fixed or determinable. The
consideration received is allocated among the separate units of accounting, and the applicable
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revenue recognition criteria are applied to each of the separate units. Changes in the allocation of the sales price between delivered and
undelivered elements can impact revenue recognition but do not change the total revenue recognized under any agreement.

Upfront license fee payments are recognized upon delivery of the license if facts and circumstances dictate that the license has standalone value
from the undelivered items, which generally include research and development services and the manufacture of rHuPH20 API, the relative
selling price allocation of the license is equal to or exceeds the upfront license fee, persuasive evidence of an arrangement exists, our price to the
partner is fixed or determinable and collectability is reasonably assured. Upfront license fee payments are deferred if facts and circumstances
dictate that the license does not have standalone value. The determination of the length of the period over which to defer revenue is subject to
judgment and estimation and can have an impact on the amount of revenue recognized in a given period.

The terms of our collaborative agreements provide for milestone payments upon achievement of certain development and regulatory events
and/or specified sales volumes of commercialized products by the collaborator.

Effective January 1, 2011, we adopted on a prospective basis the Milestone Method. Under the Milestone Method, we recognize consideration
that is contingent upon the achievement of a milestone in its entirety as revenue in the period in which the milestone is achieved only if the
milestone is substantive in its entirety. A milestone is considered substantive when it meets all of the following criteria:

1. The consideration is commensurate with either the entity s performance to achieve the milestone or the enhancement of the value of the
delivered item(s) as a result of a specific outcome resulting from the entity s performance to achieve the milestone,

2. The consideration relates solely to past performance, and

3. The consideration is reasonable relative to all of the deliverables and payment terms within the arrangement.
A milestone is defined as an event (i) that can only be achieved based in whole or in part on either the entity s performance or on the occurrence
of a specific outcome resulting from the vendor s performance, (ii) for which there is substantive uncertainty at the date the arrangement is
entered into that the event will be achieved, and (iii) that would result in additional payments being due to the vendor.

Reimbursements of research and development services are recognized as revenue during the period in which the services are performed as long
as there is persuasive evidence of an arrangement, the fee is fixed or determinable and collection of the related receivable is probable. Revenue
from the manufacture of rHuPH20 API is recognized when the API has met all specifications required for the collaborator s acceptance and title
and risk of loss have transferred to the collaborator. We do not directly control when any collaborator will request research and development
services or supply of rHuPH20 API; therefore, we cannot predict when we will recognize revenues in connection with research and development
services and supply of rHuPH20 API. Royalties to be received based on sales of licensed products by our collaborators incorporating rHuPH20
will be recognized as earned.

The collaborative agreements typically provide the partners the right to terminate such agreements in whole or on a product-by-product or
target-by-target basis at any time upon 90 days prior written notice to us. There are no performance, cancellation, termination or refund
provisions in any of our collaborative agreements that contain material financial consequences to us.

Cost of Product Sales

Cost of product sales consists primarily of raw materials, third-party manufacturing costs, fill and finish costs, freight costs, internal costs and
manufacturing overhead associated with the production of Hylenex recombinant. Cost of product sales also consists of the write-down of excess,
dated and obsolete inventories.

Research and Development Expenses

Research and development expenses include salaries and benefits, facilities and other overhead expenses, external clinical trials, research related
manufacturing services, contract services and other outside expenses. Research and development expenses are charged to operations as incurred
when these expenditures relate to our research and development efforts and have no alternative future uses.
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Advance payments, including nonrefundable amounts, for goods or services that will be used or rendered for future research and development
activities are deferred and capitalized. Such amounts will be recognized as an expense as the related goods are delivered or the related services
are performed or at such time when we do not expect the goods to be delivered or services to be performed.

Milestone payments that we make in connection with in-licensed technology or product candidates are expensed as incurred when there is
uncertainty in receiving future economic benefits from the licensed technology or product candidates. We consider the future economic benefits
from the licensed technology or product candidates to be uncertain until such licensed technology or product candidates are approved for
marketing by regulatory bodies such as the FDA or when other significant risk factors are abated. Management has viewed future economic
benefits for all of our licensed technology or product candidates to be uncertain and has expensed these amounts as incurred.

Clinical Trial Expenses

Expenses related to clinical trials are accrued based on our estimates and/or representations from service providers regarding work performed,
including actual level of patient enrollment, completion of patient studies and progress of clinical trials. Other incidental costs related to patient
enrollment or treatment are accrued when reasonably certain. If the contracted amounts are modified (for instance, as a result of changes in the
clinical trial protocol or scope of work to be performed), we modify our accruals accordingly on a prospective basis. Revisions in the scope of a
contract are charged to expense in the period in which the facts that give rise to the revision become reasonably certain.

Share-Based Compensation

Total share-based compensation expense related to all of our share-based awards was allocated as follows:

Three Months Ended
March 31,
2012 2011

Research and development $1,127,283 $ 400,685
Selling, general and administrative 1,027,645 530,385
Share-based compensation expense $2,154,928 $931,070
Net share-based compensation expense, per basic and diluted share $ 0.02 $ 0.01
Share-based compensation expense from:
Stock options $1,133,571 $ 706,611
Restricted stock awards and restricted stock units 1,021,357 224,459

$2,154,928 $931,070

Since we have a net operating loss carryforward as of March 31, 2012, no excess tax benefits for the tax deductions related to share-based
awards were recognized in the interim unaudited condensed consolidated statements of comprehensive loss. For the three months ended
March 31, 2012 and 2011, employees exercised stock options to purchase 342,209 and 1,452,642 shares of common stock, respectively, for
aggregate proceeds of approximately $1.6 million and $1.9 million, respectively.

As of March 31, 2012, total unrecognized estimated compensation cost related to non-vested stock options and non-vested restricted stock
awards and restricted stock units granted prior to that date was approximately $11.8 million and $6.9 million, respectively, which is expected to
be recognized over a weighted-average period of approximately 3.0 years and 2.8 years, respectively.
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Fair Value of Financial Instruments

We follow the authoritative guidance for fair value measurements and disclosures which, among other things, defines fair value, establishes a
consistent framework for measuring fair value and expands disclosure for each major asset and liability category measured at fair value on either
a recurring or nonrecurring basis. Fair value is defined as an exit price that would be received to sell an asset or paid to transfer a liability in an
orderly transaction between market participants. As such, fair value is a market-based measurement that should be determined based on
assumptions that market participants would use in pricing an asset or liability.

The framework for measuring fair value provides a hierarchy that prioritizes the inputs to valuation techniques used in measuring fair value as
follows:

Level 1 Quoted prices (unadjusted) in active markets for identical assets or liabilities,
Level 2 Inputs other than quoted prices included within Level 1 that are either directly or indirectly observable, and

Level 3 Unobservable inputs in which little or no market activity exists, therefore requiring an entity to develop its own
assumptions about the assumptions that market participants would use in pricing.
Our financial instruments include cash and cash equivalents, accounts receivable, prepaid expenses, accounts payable and accrued expenses. The
carrying amounts of financial instruments approximate their fair values due to their short maturities. Cash equivalents of approximately $112.5
million and $51.8 million at March 31, 2012 and December 31, 2011, respectively, are carried at fair value and are classified within Level 1 of
the fair value hierarchy because they are valued based on quoted market prices for identical securities. We have no instruments that are classified
within Level 2 and Level 3.

Segment Information

We operate our business in one segment, which includes all activities related to the research, development and commercialization of human
enzymes that either transiently modify tissue to facilitate injection of other therapies or correct diseased tissue structures for clinical benefit. This
segment also includes revenues and expenses related to (1) research and development activities conducted under our collaborative agreements
with third parties and (ii) product sales of Hylenex recombinant. The chief operating decision-maker reviews the operating results on an
aggregate basis and manages the operations as a single operating segment.

3.  Collaborative Agreements
Roche Partnership

In December 2006, we and Roche entered into a license and collaborative agreement under which Roche obtained a worldwide, exclusive
license to develop and commercialize product combinations of rtHuPH20 and up to thirteen Roche target compounds (the Roche Partnership ). As
of March 31, 2012, Roche has elected a total of five exclusive targets and retains the option to develop and commercialize rHuPH20 with three
additional targets, provided that Roche continues to pay annual maintenance fees to us. As of March 31, 2012, we have received $57 million
from Roche, including the $20 million upfront license fee payment for the application of rHuPH20 to the initial three Roche exclusive targets,
$20 million in connection with Roche s election of two additional exclusive targets and annual license maintenance fees for the right to designate
the remaining targets as exclusive targets, $13 million in clinical development milestone payments and a $4 million regulatory milestone
payment. If Roche successfully develops all five exclusive targets and achieves pre-agreed sales targets, we could receive additional milestone
payments of up to $178 million, including up to $17 million for the achievement of clinical development milestones, up to $16 million for the
achievement of regulatory milestones and up to $145 million for the achievement of sales-based milestones. Under the terms of the Roche
Partnership, Roche will also pay us royalties on product sales for each target. For each of the additional targets, Roche may pay us upfront and
milestone payments of up to $47 million per target, as well as royalties on product sales for each of the additional targets. Additionally, Roche
will obtain access to our expertise in developing and applying rHuPH20 to Roche targets.
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Under the terms of the Roche Partnership, we were obligated to scale up the production of rHuPH20 and to identify a second source
manufacturer that would help meet anticipated production obligations arising from the Roche Partnership.

Due to our continuing involvement obligations (for example, support activities associated with rHuPH20), revenues from the upfront payment,
exclusive designation fees and annual license maintenance fees were deferred and are being recognized over the term of the Roche Partnership.
We have determined that the clinical and regulatory milestones are substantive; therefore, we expect to recognize such clinical and regulatory
milestone payments as revenue upon achievement of the milestones. In addition, we have determined that the sales-based milestone payments
are similar to royalty payments and are not considered milestone payments under the Milestone Method of revenue recognition; therefore, we
will recognize such sales-based milestone payments as revenue upon achievement of the milestones.

In March 2012, Roche submitted a Line Extension Application to the European Medicines Agency for Herceptin® formulated with rHuPH20
(subcutaneous Herceptin). Upon achievement of this milestone, we recognized a regulatory milestone payment of $4 million as revenue under
collaborative agreements in accordance with the Milestone Method for the three months ended March 31, 2012. For the three months ended
March 31, 2011, we recognized $5 million as revenue under collaborative agreements in accordance with the Milestone Method related to the
achievement of certain clinical milestone pursuant to the terms of the Roche Partnership.

Gammagard Partnership

In September 2007, we entered into a license and collaborative agreement with Baxter, under which Baxter obtained a worldwide, exclusive
license to develop and commercialize product combinations of rHuPH20, with a current Baxter product, GAMMAGARD LIQUID (the
Gammagard Partnership ). As of March 31, 2012, we have received $13 million under the Gammagard Partnership, including the $10 million
upfront license fee payment and a $3 million regulatory milestone payment. If Baxter successfully receives marketing approval for the licensed
product candidate and achieves pre-agreed sales targets, we could receive additional milestone payments of up to $34 million for the
achievement of sales-based milestones. In addition, Baxter will pay royalties on the sales, if any, of the products that result from the
collaboration. The Gammagard Partnership is applicable to both kit and formulation combinations. Baxter assumes all development,
manufacturing, clinical, regulatory, sales and marketing costs under the Gammagard Partnership, while we are responsible for the supply of
rHuPH20 enzyme. We perform research and development activities at the request of Baxter, which are reimbursed by Baxter under the terms of
the Gammagard Partnership. In addition, Baxter has certain product development and commercialization obligations in major markets identified
in the Gammagard Partnership.

Under the terms of the Gammagard Partnership, Baxter paid us a nonrefundable upfront payment of $10 million. Due to our continuing
involvement obligations (for example, support activities associated with rHuPH20 enzyme), the $10 million upfront payment was deferred and is
being recognized over the term of the Gammagard Partnership.

We have determined that sales-based milestone payments are similar to royalty payments and are not considered milestone payments under the
Milestone Method of revenue recognition; therefore, such payments will be recognized as revenue upon achievement of the milestones. There
were no milestone payments recognized as revenue under collaborative agreements under the Gammagard Partnership for the three months
ended March 31, 2012 and 2011.

ViroPharma and Intrexon Partnerships

Effective May 10, 2011, we and ViroPharma entered into a collaboration and license agreement, under which ViroPharma obtained a worldwide
exclusive license for the use of rHuPH20 enzyme in the development of a subcutaneous injectable formulation of ViroPharma s commercialized
product, Cinryze® (C1 esterase inhibitor [human]) (the ViroPharma Partnership ). In addition, the license provides ViroPharma with exclusivity
to C1 esterase inhibitor and to the hereditary angioedema indication, along with three additional orphan indications. As of March 31, 2012, we
have received $12 million from ViroPharma, including the $9 million nonrefundable upfront license fee payment and a $3 million clinical
development milestone payment. If ViroPharma successfully develops the licensed product candidate, we could receive additional milestone
payments of up to $41 million for the achievement of development and regulatory milestones. In addition, so long as the agreement is in effect,
we are
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entitled to receive a nonrefundable annual exclusivity fee of $1 million commencing on May 10, 2012 and on each anniversary of the effective
date of the agreement thereafter until a certain development event occurs. ViroPharma is solely responsible for the development, manufacturing
and marketing of any products resulting from this partnership. We are entitled to receive payments for research and development services and
supply of rHuPH20 API if requested by ViroPharma. In addition, we are entitled to receive additional cash payments potentially totaling $10
million upon achievement of certain development and regulatory milestones for each product targeting the treatment of any of the three
additional orphan indications. We are also entitled to receive royalties on future product sales by ViroPharma. ViroPharma may terminate the
agreement prior to expiration for any reason on a product-by-product basis upon 90 days prior written notice to us. Upon any such termination,
the license granted to ViroPharma (in total or with respect to the terminated product, as applicable) will terminate.

Effective June 6, 2011, we and Intrexon entered into a collaboration and license agreement, under which Intrexon obtained a worldwide
exclusive license for the use of rHuPH20 enzyme in the development of a subcutaneous injectable formulation of Intrexon s recombinant human
alpha 1-antitrypsin (tHuA1AT) (the Intrexon Partnership ). In addition, the license provides Intrexon with exclusivity for a defined indication
( Exclusive Field ). As of March 31, 2012, we have received a nonrefundable upfront license fee payment of $9 million from Intrexon. If Intrexon
successfully develops the licensed product candidate and achieves the pre-agreed sales target, we could receive additional milestone payments of
up to $54 million, including $44 million for the achievement of development and regulatory milestones and $10 million for the achievement of a
sales-based milestone. In addition, so long as the agreement is in effect, we are entitled to receive a nonrefundable annual exclusivity fee of $1
million commencing on June 6, 2012 and on each anniversary of the effective date of the agreement thereafter until a certain development event
occurs. Intrexon is solely responsible for the development, manufacturing and marketing of any products resulting from this partnership. We are
entitled to receive payments for research and development services and supply of rHuPH20 API if requested by Intrexon. In addition, we are
entitled to receive additional cash payments potentially totaling $10 million for each product for use outside the Exclusive Field upon
achievement of development and regulatory milestones. We are also entitled to receive royalties on product sales at a royalty rate which
increases with net sales of product. Intrexon may terminate the agreement prior to expiration for any reason on a product-by-product basis upon
90 days prior written notice to us. Upon any such termination, the license granted to Intrexon (in total or with respect to the terminated product,

as applicable) will terminate. Intrexon s chief executive officer, chairman of its board of directors and major shareholder is also a member of our
board of directors.

We identified the deliverables at the inception of the ViroPharma and Intrexon agreements which are the license, research and development
services and API supply. We have determined that the license, research and development services and API supply individually represent
separate units of accounting, because each deliverable has standalone value. The estimated selling prices for these units of accounting was
determined based on market conditions, the terms of comparable collaborative arrangements for similar technology in the pharmaceutical and
biotech industry and entity-specific factors such as the terms of our previous collaborative agreements, our pricing practices and pricing
objectives and the nature of the research and development services to be performed for the partners. The arrangement consideration was
allocated to the deliverables based on the relative selling price method. Based on the results of our analysis, we determined that the upfront
payment was earned upon the granting of the worldwide, exclusive right to our technology to the collaborator in both the ViroPharma
Partnership and Intrexon Partnership. However, the amount of allocable arrangement consideration is limited to amounts that are fixed or
determinable; therefore, the amount allocated to the license was only to the extent of cash received. As a result, we recognized the $9 million
upfront license fee received under the ViroPharma Partnership and the $9 million upfront license fee received under the Intrexon Partnership as
revenues under collaborative agreements upon receipt of the upfront license fees.

We will recognize the exclusivity fees as revenues under collaborative agreements when they are earned. We will recognize reimbursements for
research and development services as revenues under collaborative agreements as the related services are delivered. We will recognize revenue
from sales of API as revenues under collaborative agreements when such API has met all required specifications by the partners and the related
title and risk of loss and damages have passed to the partners. We cannot predict the timing of delivery of research and development services and
API as they are at the partners requests.

We are eligible to receive additional cash payments upon the achievement by the partners of specified development, regulatory and sales-based
milestones. We have determined that each of the development and
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regulatory milestones is substantive; therefore, we expect to recognize such development and regulatory milestone payments as revenues under
collaborative agreements upon achievement in accordance with the Milestone Method. In addition, we have determined that the sales-based
milestone payment is similar to a royalty payment and is not considered a milestone payment under the Milestone Method of revenue
recognition; therefore, we will recognize the sales-based milestone payment as revenue upon achievement of the milestone because we have no
future performance obligations associated with the milestone. There were no milestone payments recognized as revenue under the collaborative
agreements under these partnerships for the three months ended March 31, 2012 and 2011.

4. Inventories
Inventories consist of the following:

March 31, December 31,
2012 2011
Raw materials $ 853,885 $ 201,822
Work-in-process 314,185 290,647
Finished goods 328,713 74,794
$ 1,496,783 $ 567,263
5.  Property and Equipment, Net
Property and equipment, net consist of the following:
March 31, December 31,
2012 2011
Research equipment $ 5,589,515 $ 5,231,763
Computer and office equipment 1,443,355 1,266,041
Leasehold improvements 1,078,167 1,019,147
8,111,037 7,516,951
Accumulated depreciation and amortization (5,958,103) (5,745,903)
$ 2,152,934 $ 1,771,048

Depreciation and amortization expense totaled approximately $238,000 and $326,000 for the three months ended March 31, 2012 and 2011,
respectively.

6.  Accrued Expenses
Accrued expenses consist of the following:

March 31, December 31,
2012 2011
Accrued outsourced research and development expenses $ 3,546,961 $ 1,910,273
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Other accrued expenses 1,059,113
$ 7,184,794
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7. Deferred Revenue
Deferred revenue consists of the following:

March 31, December 31,
2012 2011
Collaborative agreements $ 42,447,979 $ 40,716,806
Product sales 167,588 167,184
Total deferred revenue 42,615,567 40,883,990
Less current portion 6,484,800 4,129,407
Deferred revenue, net of current portion $ 36,130,767 $ 36,754,583

Roche Partnership. Under the terms of the Roche Partnership, Roche paid $20 million to us in December 2006 as an initial upfront payment for
the application of rHuPH20 to three pre-defined Roche biologic targets. As of March 31, 2012, Roche has paid an aggregate of $20 million in
connection with Roche s election of two additional exclusive targets and annual license maintenance fees for the right to designate the remaining
targets as exclusive targets. Roche currently retains the option to develop and commercialize rHuPH20 with three additional targets, provided
that Roche continues to pay annual license maintenance fees to us.

Due to our continuing involvement obligations (for example, support activities associated with rHuPH20 enzyme), revenues from the upfront
payment, exclusive designation fees and annual license maintenance fees were deferred and are being recognized over the term of the Roche
Partnership. We recognized revenue from the upfront payment, exclusive designation fees and annual license maintenance fees under the Roche
Partnership in the amounts of approximately $503,000 and $491,000 for the three months ended March 31, 2012 and 2011, respectively.
Deferred revenue relating to the upfront payment, exclusive designation fees and annual license maintenance fees under the Roche Partnership
was $34.2 million and $31.7 million as of March 31, 2012 and December 31, 2011, respectively.

Gammagard Partnership. Under the terms of the Gammagard Partnership, Baxter paid us a nonrefundable upfront payment of $10 million. Due
to our continuing involvement obligations (for example, support activities associated with rHuPH20 enzyme), the $10 million upfront payment
was deferred and is being recognized over the term of the Gammagard Partnership. We recognized revenue from the upfront payment under the
Gammagard Partnership in the amounts of approximately $121,000 for each of the three months ended March 31, 2012 and 2011. Deferred
revenue relating to the upfront payment under the Gammagard Partnership was $7.5 million and $7.6 million as of March 31, 2012 and
December 31, 2011, respectively.

8.  Net Income (Loss) Per Share

Basic net loss per common share is computed by dividing net loss for the period by the weighted average number of common shares outstanding
during the period, without consideration for common stock equivalents. Stock options, unvested restricted stock awards and unvested restricted
stock units are considered to be common equivalents and are only included in the calculation of diluted earnings per common share when their
effect is dilutive. Because of our net loss, outstanding stock options, outstanding restricted stock units and unvested restricted stock awards
totaling 7.5 million and 6.8 million were excluded from the calculation of diluted net loss per common share for the three months ended
March 31, 2012 and 2011, respectively, because their effect is anti-dilutive.

9.  Stockholders Equity

During the three months ended March 31, 2012 and 2011, we issued an aggregate of 342,209 and 1,452,642 shares of common stock,
respectively, in connection with the exercises of stock options at a weighted average exercise price of $4.81 and $1.61 per share, respectively,
for net proceeds of approximately $1.6 million and $1.9 million, respectively. Options to purchase approximately 6.3 million and 5.9 million
shares of our common stock were outstanding as of March 31, 2012 and December 31, 2011, respectively. In addition, we issued 260,158 shares
of common stock in connection with the grants of restricted stock awards during the three months ended March 31, 2012.
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On February 15, 2012, we completed an underwritten public offering and issued 7,820,000 shares of common stock, including 1,020,000 shares
sold pursuant to the full exercise of an over-allotment option granted to the underwriter. All of the shares were offered at a public offering price
of $10.61 per share, generating approximately $81.5 million in net proceeds. Randal J. Kirk, a member of our board of directors, through his
affiliates, purchased 1,360,000 shares of common stock in this offering at the public offering price of $10.61 per share for a total of
approximately $14.4 million.

10. Commitments and Contingencies

From time to time, we may be involved in disputes, including litigation, relating to claims arising out of operations in the normal course of our
business. Any of these claims could subject us to costly legal expenses and, while we generally believe that we have adequate insurance to cover
many different types of liabilities, our insurance carriers may deny coverage or our policy limits may be inadequate to fully satisfy any damage
awards or settlements. If this were to happen, the payment of any such awards could have a material adverse effect on our consolidated results of
operations and financial position. Additionally, any such claims, whether or not successful, could damage our reputation and business. We
currently are not a party to any legal proceedings, the adverse outcome of which, in management s opinion, individually or in the aggregate,
would have a material adverse effect on our consolidated results of operations or financial position.
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Item 2. Management s Discussion and Analysis of Financial Condition and Results of Operations
As used in this report, unless the context suggests otherwise, the terms we, our, ours, and us refer to Halozyme Therapeutics, Inc.,
and its wholly owned subsidiary, Halozyme, Inc., which are sometimes collectively referred to herein as the Company.

The following information should be read in conjunction with the unaudited condensed consolidated financial statements and notes thereto
included in Item 1 of this Quarterly Report on Form 10-Q. Past financial or operating performance is not necessarily a reliable indicator of
future performance, and our historical performance should not be used to anticipate results or future period trends.

Except for the historical information contained herein, this report contains forward-looking statements within the meaning of the Private
Securities Litigation Reform Act of 1995. Such statements reflect management s current forecast of certain aspects of our future. Words such as
expect, anticipate, intend, plan, believe, seek, estimate, think, may, could, will, would, should,

continue,  potential,  likely,  opportunity and similar expressions or variations of such words are intended to identify forward-looking
statements, but are not the exclusive means of indentifying forward-looking statements in this report. Additionally, statements concerning future
matters such as the development or regulatory approval of new products, enhancements of existing products or technologies, third party
performance under key collaboration agreements, revenue and expense levels and other statements regarding matters that are not historical are
forward-looking statements. Such statements are based on currently available operating, financial and competitive information and are subject
to various risks, uncertainties and assumptions that could cause actual results to differ materially from those anticipated or implied in our
forward-looking statements due to a number of factors including, but not limited to, those set forth below under the section entitled Risks
Factors and elsewhere in this Quarterly Report on Form 10-Q and our most recent Annual Report on Form 10-K.

Overview

We are a biopharmaceutical company dedicated to developing and commercializing innovative products that advance patient care. Our research
targets the extracellular matrix, an area outside the cell that provides structural support in tissues and orchestrates many important biological
activities, including cell migration, signaling and survival. Over many years, we have developed unique scientific expertise that allows us to
pursue this target-rich environment for the development of future therapies.

Our research focuses primarily on human enzymes that alter the extracellular matrix. Our lead enzyme, the recombinant human hyaluronidase
(rHuPH20), temporarily degrades hyaluronan (HA), a matrix component in the skin, and facilitates the dispersion and absorption of drugs and
fluids. We are also developing novel enzymes that may target other matrix structures for therapeutic benefit. Our Enhanze technology is the
platform for the delivery of proprietary small and large molecules. We apply our research to develop products in partnership with other
companies as well as for our own proprietary pipeline in therapeutic areas with significant unmet medical need, such as diabetes, oncology and
dermatology.

Our operations to date have involved: (i) organizing and staffing our operating subsidiary, Halozyme, Inc.; (ii) acquiring, developing and
securing our technology; (iii) undertaking product development for our existing products and a limited number of product candidates;
(iv) supporting the development of partnered product candidates; and (v) selling Hylenex® recombinant (hyaluronidase human injection). We
continue to increase our focus on our proprietary product pipeline and have expanded investments in our proprietary product candidates. We
currently have multiple proprietary programs in various stages of research and development. In addition, we currently have collaborative
partnerships with F. Hoffmann-La Roche, Ltd and Hoffmann-La Roche, Inc. (Roche), Baxter Healthcare Corporation (Baxter), ViroPharma
Incorporated (ViroPharma) and Intrexon Corporation (Intrexon) to apply Enhanze technology to the partners biological therapeutic compounds.
Currently, we have received only limited revenue from the sales of Hylenex recombinant, in addition to other revenues from our partnerships.

We and our partners have product candidates in the research, preclinical and clinical stages, but future revenues from the sales and/or royalties of
these product candidates will depend on our partners abilities and our ability to develop, manufacture, obtain regulatory approvals for and
successfully commercialize product candidates.
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It may be years, if ever, before we and our partners are able to obtain regulatory approvals for these product candidates. We have incurred net
operating losses each year since inception, with an accumulated deficit of approximately $260.1 million as of March 31, 2012.

Product and Product Candidates

We have one marketed product and multiple product candidates targeting several indications in various stages of development. The following
table summarizes our proprietary product and product candidates as well as our partnered product candidates:
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Ultrafast Insulin Program

Our lead proprietary program focuses on the formulation of rHuPH20 with prandial (mealtime) insulins for the treatment of diabetes mellitus.
Diabetes mellitus is an increasingly prevalent, costly condition associated with substantial morbidity and mortality. Attaining and maintaining
normal blood sugar levels to minimize the long-term clinical risks is a key treatment goal for diabetic patients. We have combined rHuPH20
with a rapid acting analog insulin, e.g., insulin lispro (Humalog®) (Lispro-PH20), insulin aspart (Novolog®) (Aspart-PH20), and insulin glulisine
(Apidra®), (each such combination, Analog-PH20), to accelerate their action. These Analog-PH20 combinations facilitate faster insulin
dispersion in, and absorption from, the subcutaneous space into the vascular compartment, leading to faster insulin response. By making
mealtime insulin onset faster, i.e., providing earlier insulin to the blood and thus earlier glucose lowering activity, Analog-PH20 may yield a
better profile of insulin effect, more like that found in healthy, non-diabetic people.

The primary goal of our ultrafast insulin program is to develop a best-in-class insulin product, with demonstrated clinical benefits for type 1 and
2 diabetes mellitus patients, in comparison to the current standard of care analog products. With a more rapidly absorbed, faster acting insulin
product, we seek to demonstrate one or more significant improvements relative to existing treatment, such as improved glycemic control, less
hypoglycemia, and less weight gain. A number of Phase 1 and Phase 2 clinical pharmacology trials and registration trial-enabling treatment
studies in connection with our ultrafast insulin program investigating the various attributes of our insulin candidates have been completed, are
ongoing or planned. The status of some of these trials is summarized below:

In June 2011, we reported results from the first stage of an insulin pump study comparing Aspart-PH20 versus aspart alone at the
Scientific Sessions of the American Diabetes Association in San Diego, California. The results demonstrated that Aspart-PH20 has
pharmacokinetic and glucodynamic profiles that were accelerated and showed more consistent absorption and action rates over
infusion set life as compared to analog alone, and the Aspart-PH20 also provided a reduction of post-meal glycemic excursions
relative to aspart alone.

In October 2011, we announced positive results from the second stage of an insulin pump study in patients with type 1 diabetes at
the Diabetes Technology Meeting in San Francisco, California, which took place from October 27 to 29, 2011. This Phase 1b study
was conducted as a randomized, double-blind, crossover design, to determine insulin pharmacokinetics, glucodynamics, safety and
tolerability of rHuPH?20 as a single injection prior to the start of three days of commercially available mealtime insulin aspart pump
infusion therapy. The data demonstrated that pre-administration of rHuPH20 led to a consistent and faster insulin exposure profile
over the infusion set life and superior glucose control following meals. Compared to insulin aspart alone, pre-administration with
rHuPH20 reduced the variability in insulin exposure and action profiles observed with continuous insulin infusion and provided a
consistent ultrafast profile over three days of use. In the test meal setting, the consistent ultrafast profile with pre-administration of
rHuPH20 led to consistently reduced postprandial excursions. Insulin aspart infusion with and without rHuPH20 pretreatment was
similarly well tolerated.

In October 2011, we announced the positive results from two Phase 2 clinical trials of our ultrafast Analog-PH20 injection
formulations in patients with type 1 and type 2 diabetes. More than 110 patients enrolled in each of the trials and received an
insulin analog alone or an Analog-PH20 treatment for 12 weeks along with basal insulin, followed by the opposite treatment for an
additional 12 weeks in a 2-way double blind crossover design. The primary endpoint of each study was a comparison of glycemic
control, the main measurement that people with diabetes use to assess treatment effectiveness, as assessed by the change in HbA1C
from baseline. Data regarding post-prandial glucose levels, the proportion of patients that safely achieve HbA1C targets, rates of
hypoglycemia, weight change and additional endpoints were collected as well. Both trials met the primary endpoint of
non-inferiority for HbA1C, which reflects average blood sugar level over a prolonged period of time, compared to the insulin
analog comparator, with superior reductions in post-prandial glucose excursions in the Analog-PH20 arms. Compared to insulin
analog alone, Analog-PH20 use resulted in a greater than 50% increase in the proportion of both type 1 and type 2 patients
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able to consistently achieve AACE (American Association of Clinical Endocrinologists) post-prandial glucose targets at both one
and two hours. In the study of patients with type 1 diabetes, overall hypoglycemia (defined either as blood glucose £70 mg/dL or
<56 mg/dL) was modestly but statistically significantly reduced for both definitions of hypoglycemia compared to analog alone; in
the study of patients with type 2 diabetes hypoglycemia rates were comparable between treatment groups. Hypoglycemia events
were generally mild, and adverse events with Analog-PH20 formulations were similar to those observed during the insulin analog
comparator phase. We currently expect to present the detailed results of these studies at a major medical meeting in 2012.
We view Analog-PH20 for injection and pump therapy as distinct product opportunities that could be pursued separately. Based on the data we
have seen thus far, we believe that a large biotech or pharmaceutical company with global access to the primary care markets would be best
positioned to maximize the value of the injectable market, and therefore entering into a collaboration would be an attractive option for us to
exploit this opportunity. We believe that the pre-administration of rHuPH20 could be the best product offering for the pump market. The next
step will be for us to evaluate this opportunity using Hylenex recombinant in a clinical study (tHuPH20 is the underlying drug delivery
technology in Hylenex recombinant). We expect to present results from this study at an appropriate scientific meeting in 2012.

PEGPH20

We are developing an investigational PEGylated form of rHuPH20 (PEGPH20), a new molecular entity as a candidate for the systemic treatment
of tumors that accumulate HA. PEGylation refers to the attachment of polyethylene glycol to rHuPH20, now known as PEGPH20, which
converts rHuPH20 from a transient and short-lived enzyme to a more stable entity in blood that can be used to treat systemic disease.

Certain cancers, including pancreatic, lung, breast, colon and prostate cancers, have been shown to accumulate high levels of HA. Aberrant
accumulation of this component of the tumor s infrastructure supports a protective network that surrounds certain tumors. This pathologic
accumulation of HA along with other matrix components creates a unique microenvironment for the growth of tumor cells compared to normal
cells. We believe that depleting the HA component of the tumor architecture with PEGPH20 disrupts the tumor microenvironment and opens the
previously constricted vessels to allow anti-cancer therapies to have greater access to the tumor, which may enhance the chemotherapy s
treatment effect. Increased blood flow may also enhance radiotherapy treatment effect. We have generated data showing that disrupting the
specialized environment around tumors will directly inhibit the growth. Because HA accumulates in about 25% of all solid tumors, we believe
that PEGPH20 has the potential to help patients with many different kinds of cancer.

We are currently conducting a Phase 1 clinical trial with PEGPH20 in the treatment of solid tumors. This trial incorporates the use of oral
dexamethasone as prophylactic treatment for all patients prior to receiving intravenous administration of PEGPH20 and subsequent post-dose
oral dexamethasone. We are also conducting a Phase 2 clinical trial, with a Phase 1b run-in period, for patients with metastatic pancreatic cancer.
In the on-going Phase 1b portion, the patients will receive PEGPH20 in combination with gemcitabine. The objective of the phase 1b is to
identity the recommended phase 2 dose of PEGPH20 in combination with gemcitabine. The Phase 2 will be a randomized, double-blind,
placebo-controlled study to assess safety, tolerability, and efficacy of PEGPH20 in combination with gemcitabine versus gemcitabine alone.

HTI-501

HTI-501, a recombinant human proteinase known as cathepsin L, is a lysosomal proteinase that acts by degrading collagen and is our first
conditionally-active biologic. Collagen is an abundant protein in the body, particularly in connective tissue, and is present in high amounts in the
extracellular matrix in the form of collagen fibers. Collagens are a class of helical proteins that are assembled into macromolecular fibrils and
fibers. The collagen fiber network provides a structural scaffolding framework in the extracellular matrix. In the skin, these collagen fibers
connect the superficial epithelial tissues to the underlying connective tissues. Collagen abnormalities contribute to a number of conditions,
including frozen shoulder, Dupuytren s contracture, Peyronie s disease and cellulite.
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A conditionally active biologic is a molecule that is only active under certain physiological conditions. HTI-501 is active under mildly acidic
conditions and inactive at the pH normally found in the tissue. The enzyme is combined with a low pH buffer and injected in its active state. The
enzyme is only active locally and for a short period of time. Once the mildly acidic conditions of the HTI-501 administration have been
neutralized by the body, the enzyme becomes inactive. We intend to harness this conditional activity to exert control over the duration and
location of the enzyme s therapeutic activity, potentially improving the efficacy or safety of this product candidate for both medical and aesthetic
conditions.

We are exploring HTI-501 as an approach to the treatment of edematous fibrosclerotic panniculopathy, also known as cellulite. The condition
affects 80 to 90 percent of post-adolescent women and is prevalent in all races. The collagen fibers (fibrous septa) anchor the epidermis against
the swelling of subcutaneous fat, which creates the dimpled appearance associated with the condition. We believe that HTI-501 acts by releasing
the tension in the collagenous fibrous septa and smoothing the dimpled appearance of the skin. HTI-501 has the potential to be studied as a
treatment for other conditions involving collagen, such as frozen shoulder, Dupuytren s contracture, Peyronie s disease, keloids and hypertrophic
scarring.

In September 2011, we initiated a Phase 1/2 clinical trial of HTI-501 in women with moderate to severe cellulite. The Phase 1 dose escalation
portion of the trial evaluates a single injection of different HTI-501 formulations into dimpled lesions of the skin followed by a Phase 2 portion
of the trial where multiple lesions will be targeted with the optimal dose and formulation. Up to 48 and 76 subjects may be enrolled in the Phase
1 and Phase 2 portions of the trial, respectively. We presented interim results from the Phase 1 proof-of-concept and local tolerability study of
HTI-501 at the 8" World Congress of the International Academy of Cosmetic Dermatology in Cancun, Mexico, which was held from
January 31to February 3, 2012. In the ongoing Phase 1 portion of the clinical trial, no serious or severe adverse events have been reported and
the injection has been well tolerated. The most common adverse event has been mild to moderate pain at the injection site that was generally
bilateral (present at both investigational drug and buffer control injection sites), lasted a few minutes and did not require treatment. Data from
this study support commencement of the future Phase 2 portion of the clinical trial.

Enhanze Technology

Enhanze technology is a proprietary delivery platform using rHuPH20. This enzyme temporarily degrades HA. We believe this temporary
degradation creates an opportunistic window for the improved subcutaneous delivery of injectable biologics, such as monoclonal antibodies and
other large therapeutic molecules, as well as small molecules and fluids. The HA reconstitutes its normal density within several days and,
therefore, we anticipate that any effect of rHuPH20 on the architecture of the subcutaneous space is temporary. By using our rHuPH20 enzyme,
many therapeutics that could normally only be injected intravenously can now be administered subcutaneously. This change in the route of
delivery to subcutaneous from intravenous (IV), can often improve patient convenience, enhance pharmacokinetics, boost efficacy, extend the
product lifecycle and reduce cost.

We currently have Enhanze technology partnerships with Roche, Baxter, ViroPharma and Intrexon. We are currently pursuing additional
partnerships with biopharmaceutical companies that market drugs requiring or benefiting from injection via the subcutaneous route of
administration.

Roche Partnership

In December 2006, we and Roche entered into an agreement under which Roche obtained a worldwide, exclusive license to develop and
commercialize product combinations of rHuPH20 with up to thirteen Roche target compounds (the Roche Partnership). Roche initially had the
exclusive right to apply rHuPH20 to only three pre-defined Roche biologic targets with the option to exclusively develop and commercialize
rHuPH20 with ten additional targets. As of March 31, 2012, Roche has elected a total of five exclusive targets and retains the option to develop
and commercialize rtHuPH20 with three additional targets through the payment of annual license maintenance fees. Pending the successful
completion of various clinical, regulatory and sales events, Roche will be obligated to make milestone payments to us, as well as royalty
payments on the sales of products that result from the partnership.

In March 2012, Roche submitted a Line Extension Application to the European Medicines Agency for a compound, directed at one of the five
Roche excusive targets, formulated with rHuPH20 (subcutaneous Herceptin®).
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In addition, clinical trials have commenced for compounds directed at two other Roche exclusive targets under the Roche Partnership. One
compound formulated with rHuPH20 (subcutaneous MabThera®) is in a Phase 3 clinical trial and one compound formulated with rHuPH20
(subcutaneous Actemra®) has completed a Phase 1 clinical trial.

In October 2011, Roche announced positive top line results from the Phase 3 clinical trial in women with early HER2-positive breast cancer who
received a fixed dose of a new subcutaneously delivered version of Roche s anticancer biologic, Herceptin (trastuzumab) (Herceptin SC). In the
study, the subcutaneous formulation showed comparable results to Herceptin given as an IV infusion (Herceptin IV). Herceptin SC takes about 5
minutes to administer whereas Herceptin IV takes about 30-90 minutes to infuse. Roche is also developing an auto-injector device that should
further simplify the process and could enable patients to be dosed at home or in the doctor s office rather than at an infusion clinic or hospital.
The ready to use formulation may also significantly reduce pharmacy time as no medicine preparation time is required. This Phase 3 clinical trial
was an open-label trial involving 596 women with HER2-positive early breast cancer. The trial was designed to compare trastuzumab
concentration in the blood (pharmacokinetics), efficacy (pathologic complete response) and safety of Herceptin SC to that of Herceptin IV. The
trial met its co-primary endpoints including trastuzumab concentration in the blood (serum concentrations) and efficacy. No new safety signals
were observed and adverse events were overall consistent with Herceptin IV. Herceptin is approved to treat HER2-positive breast cancer and
currently is given intravenously. Breast cancer is the most common cancer among women worldwide. Each year, more than 1.4 million new
cases of breast cancer are diagnosed worldwide, and nearly 450,000 people will die of the disease annually. In HER2-positive breast cancer,
increased quantities of the HER2 protein are present on the surface of the tumor cells. This is known as HER2 positivity and affects
approximately 15-20% of people with breast cancer. Roche recently announced that data from this trial was presented at the European Breast
Cancer Conference in Vienna, which was held from March 21 to 24, 2012.

In February 2011, Roche began a Phase 3 clinical trial for a subcutaneous formulation of MabThera (rituximab) (MabThera SC). The study
investigates pharmacokinetics, efficacy and safety of MabThera SC. IV administered MabThera is approved for the treatment of non-Hodgkin s
lymphoma (NHL) and Chronic Lymphocytic Leukemia (CLL), types of cancer that affects lymphocytes (white blood cells). An estimated
66,000 new cases of NHL were diagnosed in the U.S. in 2009 with approximately 125,000 new cases reported worldwide. Roche has stated that
they will present data from the program in 2012 and that they expect to file a marketing application to regulatory authorities in the European
Union in 2012.

In 2009, Roche completed a Phase 1 clinical trial for a subcutaneous formulation of Actemra. This trial investigated the safety and
pharmacokinetics of subcutaneous Actemra in patients with rheumatoid arthritis. The results from this Phase 1 trial suggest that further
exploration may be warranted. Actemra administered intravenously is approved for the treatment of rheumatoid arthritis. Roche is separately
developing a subcutaneous form of Actemra that does not use rHuPH20 and is being investigated for weekly or biweekly administration.

Additional information about the Phase 3 subcutaneous Herceptin and Phase 3 subcutaneous MabThera clinical trials can be found at
www.clinicaltrials.gov and www.roche-trials.com. Information available on these websites is not incorporated into this report.

Baxter Gammagard Partnership

GAMMAGARD LIQUID is a Baxter product that is indicated for the treatment of primary immunodeficiency disorders associated with defects
in the immune system. In September 2007, we and Baxter entered into an agreement under which Baxter obtained a worldwide, exclusive
license to develop and commercialize product combinations of rHuPH20 with GAMMAGARD LIQUID (HyQ) (the Gammagard Partnership).
Pending the successful completion of various regulatory and sales milestones, Baxter is obligated to make milestone payments to us, as well as
royalty payments on the sales of products that result from the partnership. Baxter is responsible for all development, manufacturing, clinical,
regulatory, sales and marketing costs under the Gammagard Partnership, while we are responsible for the supply of rHuPH20. We perform
research and development activities at the request of Baxter, which are reimbursed by Baxter under the terms of the Gammagard Partnership. In
addition, Baxter has certain product development and commercialization obligations in major markets identified in the Gammagard License. In
September 2011, Baxter submitted an application to the European Medicines Agency s Committee for Human Medicinal products seeking
marketing approval for HyQ. Baxter filed a biologic license application (BLA) for HyQ in the U.S. in the second quarter of 2011. In April 2012,
we and Baxter
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announced that the U.S. Food and Drug Administration (FDA) requested additional data to complete its review of Baxter s HyQ BLA. We and
Baxter expect these requests will require additional time to complete and will delay the companies anticipated regulatory review and approval
timeline.

ViroPharma Partnership

Effective May 10, 2011, we and ViroPharma entered into a collaboration and license agreement under which ViroPharma obtained a worldwide
exclusive license for the use of rHuPH20 in the development of a subcutaneous injectable formulation of ViroPharma s commercialized product,
Cinryze® (C1 esterase inhibitor [human]) (the ViroPharma Partnership). In addition, the license provides ViroPharma with exclusivity to C1
esterase inhibitor and to the hereditary angioedema indication, along with three additional orphan indications. ViroPharma is solely responsible
for the development, manufacturing, regulatory approval and marketing of any products resulting from this partnership. We are entitled to
receive payments for research and development services and supply of bulk formulation of rHuPH20 (active pharmaceutical ingredient or API),
if requested by ViroPharma. We are also entitled to receive milestone payments and royalties on product sales by ViroPharma.

In March 2012, ViroPharma reported positive data from ViroPharma s Phase 2 subcutaneous trial of Cinryze in combination with Enhanze
technology in patients with hereditary angioedema, a rare, debilitating and potentially fatal genetic disease. These data demonstrate that
subcutaneous co-administration of Cinryze with rHuPH20 was easy to administer, well tolerated and resulted in sustained physiologically
relevant C1 INH functional concentrations. This innovative combination administered subcutaneously as a single injection will be further
evaluated for the prevention of hereditary angioedema attacks. The results were presented at the 2012 annual meeting of the American Academy
of Allergy Asthma & Immunology, held from March 2 to 6, 2012 in Orlando, Florida. The open-label, multiple-dose Phase 2 clinical trial was
conducted in 12 subjects with hereditary angioedema. The study was designed to evaluate the safety, pharmacokinetics and pharmacodynamics
of subcutaneous administration of Cinryze in combination with rHuPH20. We believe this product candidate could improve flexibility and
convenience, and potentially allow prevention-minded patients living with hereditary angioedema to self administer every three or four days, just
as they do today with the current IV formulation, but with a single subcutaneous injection. ViroPharma announced that it plans to conduct a
larger Phase 2 dose ranging clinical trial beginning in 2012.

Intrexon Partnership

Effective June 6, 2011, we and Intrexon entered into a collaboration and license agreement under which Intrexon obtained a worldwide
exclusive license for the use of rHuPH20 enzyme in the development of a subcutaneous injectable formulation of Intrexon s recombinant human
alpha 1-antitrypsin (tHuA1AT) (the Intrexon Partnership). In addition, the license provides Intrexon with exclusivity for a defined indication
(Exclusive Field). Intrexon is solely responsible for the development, manufacturing, regulatory approval and marketing of any products
resulting from this partnership. We are entitled to receive payments for research and development services and supply of rHuPH20 API if
requested by Intrexon. We are also entitled to receive milestone payments and royalties on product sales.

Hylenex Recombinant

Hylenex recombinant is a formulation of rHuPH20 that has received FDA approval to facilitate subcutaneous fluid administration for achieving
hydration, increase the dispersion and absorption of other injected drugs and, in subcutaneous urography, improve resorption of radiopaque
agents.
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We generate revenues from product sales and collaborative agreements. Revenue from product sales depends on our ability to develop,
manufacture, obtain regulatory approvals for and successfully commercialize our products and product candidates. Payments received under
collaborative agreements may include nonrefundable payments at the inception of the arrangement, license fees, exclusivity fees, payments
based on achievement of specified milestones designated in the collaborative agreements, reimbursements of research and development services,
payments for the manufacture of bulk formulation of rHuPH20 (active pharmaceutical ingredient or API) for partners and/or royalties, as
applicable, on sales of products resulting from collaborative agreements. We analyze each element of our collaborative agreements and consider

a variety of factors in determining the appropriate method of revenue recognition. See Critical Accounting Policies and Estimates Revenue
Recognition  Revenue Under Collaborative Agreements below for our revenue recognition policies for payments received under collaborative
agreements.

Costs and Expenses

Cost of Product Sales. Cost of product sales consists primarily of raw materials, third-party manufacturing costs, fill and finish costs, freight
costs, internal costs and manufacturing overhead associated with the production of our products. Cost of product sales also consists of the
write-down of excess, dated and obsolete inventories.

Research and Development. Research and development expenses include salaries and benefits, research related manufacturing services, clinical
trials, contract research services, supplies and materials, facilities and other overhead costs and other outside expenses. Research and
development expenses are charged to operations as incurred when these expenditures relate to our research and development efforts and have no
alternative future uses. Our research and development activities are primarily focused on the development of our various product candidates.

Since our inception in 1998 through March 31, 2012, we have incurred research and development expenses of $275 million. From January 1,
2009 through March 31, 2012, approximately 28% and 16% of our research and development expenses were associated with the development of
our ultrafast insulin and PEGPH20 product candidates, respectively. Research and development expenses incurred for the three months ended
March 31, 2012 and 2011 were as follows:

Three Months Ended March 31,

Programs 2012 2011
Product Candidates:

Analog Insulin-PH20 $ 1,467,036 $ 6,477,617
PEGPH20 3,042,829 1,388,160
HTI-501 669,170 923,690
Hylenex recombinant 2,330,482 885,205
Enhanze partnerships 3,958,003 1,791,168
rHuPH20 platform (1) 2,956,594 1,818,587
Other 1,466,995 501,370
Total research and development expenses $ 15,891,109 $ 13,785,797

(1) Includes research, development and manufacturing expenses related to our proprietary recombinant human PH20 enzyme, rHuPH20.
These expenses were not designated to a specific program at the time the expenses were incurred.

Due to the uncertainty in obtaining the FDA and other regulatory approvals, our reliance on third parties and competitive pressures, we are

unable to estimate with any certainty the additional costs we will incur in the continued development of our proprietary product candidates for
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Clinical development timelines, likelihood of success and total costs vary widely. We anticipate that we will make ongoing determinations as to
which research and development projects to pursue and how much funding to direct to each project on an ongoing basis in response to existing
resource levels, the scientific and clinical progress of each product candidate, and other market and regulatory developments. We plan on
focusing our resources on those proprietary and partnered product candidates that represent the most valuable economic and strategic
opportunities.

Product candidate completion dates and costs vary significantly for each product candidate and are difficult to estimate. The lengthy process of
seeking regulatory approvals and the subsequent compliance with applicable regulations require the expenditure of substantial resources. Any
failure by us to obtain, or any delay in obtaining, regulatory approvals could cause our research and development expenditures to increase and,
in turn, have a material adverse effect on our results of operations. We cannot be certain when, or if, our product candidates will receive
regulatory approval or whether any net cash inflow from our other product candidates, or development projects, will commence.

Selling, General and Administrative (SG&A). Through the second quarter of 2011, our selling expenses, which include sales and marketing
costs, primarily consisted of compensation, consulting fees and costs of market research studies related to our product and product candidates. In
the third and fourth quarters of 2011, we expanded our commercial infrastructure, including hiring of sales and marketing management and sales
representatives. In addition, we began incurring costs related to advertising, marketing and logistics services for Hylenex recombinant in
connection with the reintroduction of Hylenex recombinant in December 2011.

Our general and administrative expenses consist primarily of compensation and other expenses related to our corporate operations and
administrative employees, accounting and legal fees, other professional services expenses, as well as other expenses associated with operating as
a publicly traded company.

Critical Accounting Policies and Estimates

Our discussion and analysis of our financial position and results of operations are based on our consolidated financial statements, which have
been prepared in accordance with U.S. generally accepted accounting principles (U.S. GAAP). The preparation of our consolidated financial
statements requires us to make estimates and judgments that affect the reported amounts of assets, liabilities, revenues and expenses and related
disclosure of contingent assets and liabilities. We review our estimates on an ongoing basis. We base our estimates on historical experience and
on various other assumptions that we believe to be reasonable under the circumstances, the results of which form the basis for making judgments
about the carrying values of assets and liabilities. Actual results may differ from these estimates under different assumptions or conditions. We
believe the following accounting policies to be critical to the judgments and estimates used in the preparation of our consolidated financial
statements.

Revenue Recognition

We generate revenues from product sales and collaborative agreements. Payments received under collaborative agreements may include
nonrefundable fees at the inception of the agreements, license fees, milestone payments for specific achievements designated in the collaborative
agreements, reimbursements of research and development services and/or royalties on sales of products resulting from collaborative
arrangements.

We recognize revenue in accordance with the authoritative guidance on revenue recognition. Revenue is recognized when all of the following
criteria are met: (1) persuasive evidence of an arrangement exists; (2) delivery has occurred or services have been rendered; (3) the seller s price
to the buyer is fixed or determinable; and (4) collectibility is reasonably assured.

Product Sales

Hylenex recombinant was approved for marketing by the FDA in December 2005. From 2005 through January 7, 2011, Baxter had the
worldwide market rights for Hylenex recombinant under the terms of the Hylenex
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Partnership. Baxter commercially launched Hylenex recombinant in October 2009. However, Hylenex recombinant was voluntarily recalled in
May 2010 because a portion of the product manufactured by Baxter was not in compliance with the requirements of the underlying partnership.
Effective January 7, 2011, we and Baxter mutually agreed to terminate the Hylenex Partnership. During the second quarter of 2011, we
submitted the data that the FDA had requested to support the reintroduction of Hylenex recombinant to the market. The FDA approved the
submitted data and granted the reintroduction of Hylenex recombinant.

In December 2011, we reintroduced Hylenex recombinant to the market, shipped initial stocking orders to our wholesaler customers and began
promoting Hylenex recombinant through our sales force. We sell Hylenex recombinant in the United States to wholesale pharmaceutical
distributors, who sell the product to hospitals and other end-user customers. The wholesale distributors take title to the product, bear the risk of
loss of ownership and have economic substance to the inventory. Further, we have no significant obligations for future performance to generate
pull-through sales; however, we do allow the wholesale distributors to return product that is damaged or received in error. In addition, we allow
for product to be returned beginning six months prior to and ending twelve months following product expiration. Given our limited experience
history of selling Hylenex recombinant and the lengthy return period, we currently cannot reliably estimate expected returns and chargebacks of
Hylenex recombinant at the time the product is received by the wholesale distributors. Therefore, we do not recognize revenue upon delivery of
Hylenex recombinant to the wholesale distributor until the point at which we can reliably estimate expected product returns and chargebacks
from the wholesale distributors. Shipments of Hylenex recombinant are recorded as deferred revenue until evidence exists to confirm that
pull-through sales to the hospitals or other end-user customers have occurred. We recognize revenue when the product is sold through from the
distributors to the distributors customers. In addition, the costs of manufacturing Hylenex recombinant associated with the deferred revenue are
recorded as deferred costs, which are included in inventory, until such time as the related deferred revenue is recognized. We estimate
sell-through revenue and certain gross to net sales adjustments based on analysis of third-party information including information obtained from
certain distributors with respect to their inventory levels and sell-through to the distributors customers. At the time we can reliably estimate
product returns and chargebacks from the wholesale distributors, we will record a one-time increase in net product sales revenue related to the
recognition of product sales revenue previously deferred.

We recognize product sales allowances as a reduction of product sales in the same period the related revenue is recognized. Product sales
allowances are based on amounts owed or to be claimed on the related sales. These estimates take into consideration the terms of our agreements
with wholesaler customers, hospitals and the levels of inventory within the distribution channels that may result in future discounts taken. We
must make significant judgments in determining these allowances. If actual results differ from our estimates, we will be required to make an
adjustment to these allowances in the future, which could have an effect on product sales revenue in the period of adjustment. Our product sales
allowances include:

Distribution Fees. The distribution fees, based on contractually determined rates, arise from contractual agreements we have with certain
wholesale distributors for distribution services they provide with respect to Hylenex recombinant. At the time the sale is made to the respective
wholesale distributors, we record an allowance for distribution fees by reducing our accounts receivable and deferred revenue associated with
such product sales.

Prompt Payment Discounts. We offer cash discounts to certain wholesale distributors as an incentive to meet certain payment terms. We expect
our customers to take advantage of this discount. Therefore, at the time the sale is made to the respective wholesale distributors, we accrue the
entire prompt payment discount, based on the gross amount of the invoice by reducing our accounts receivable and deferred revenue associated
with such product sales.

Chargebacks. We provide discounts to certain hospitals. These hospitals purchase products from the wholesale distributors at a discounted price,
and the wholesale distributors then charge back to us the difference between the current retail price and the price the hospitals paid for the
product. Given our lack of historical sales data, we recognize chargebacks in the same period the related product sales revenue is recognized and
reduce our accounts receivable accordingly.

Product Returns. The product returns reserve is based on management s best estimate of the product sales recognized as revenue during the
period that are anticipated to be returned. The product returns reserve is recorded as a reduction of product sales revenue in the same period the
related product sales revenue is recognized and is included in accrued expenses.
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We have entered into license and collaboration agreements under which the collaborative partners obtained worldwide exclusive rights for the
use of our proprietary rHuPH20 enzyme in the development and commercialization of the partners biologic compounds. The collaborative
agreements contain multiple elements including nonrefundable payments at the inception of the arrangements, license fees, exclusivity fees,
payments based on achievement of specified milestones designated in the collaborative agreements, reimbursements of research and
development services, payments for supply of rHuPH20 API for the partner and/or royalties on sales of products resulting from collaborative
agreements. We analyze each element of the collaborative agreements and consider a variety of factors in determining the appropriate method of
revenue recognition of each element.

Prior to the adoption of ASU No. 2009-13, Multiple-Deliverable Revenue Arrangements, on January 1, 2011, in order for a delivered item to be
accounted for separately from other deliverables in a multiple-element arrangement, the following three criteria had to be met: (i) the delivered
item had standalone value to the customer, (ii) there was objective and reliable evidence of fair value of the undelivered items, and (iii) if the
arrangement included a general right of return relative to the delivered item, delivery or performance of the undelivered items was considered
probable and substantially in the control of the vendor. For the collaborative agreements entered into prior to January 1, 2011, there was no
objective and reliable evidence of fair value of the undelivered items. Thus, the delivered licenses did not meet all of the required criteria to be
accounted for separately from undelivered items. Therefore, we recognized revenue on nonrefundable upfront payments and license fees from
these collaborative agreements over the period of significant involvement under the related agreements.

For new collaborative agreements or material modifications of existing collaborative agreements entered into after December 31, 2010, we
follow the provisions of ASU No. 2009-13. In order to account for the multiple-element arrangements, we identify the deliverables included
within the agreement and evaluate which deliverables represent units of accounting. Analyzing the arrangement to identify deliverables requires
the use of judgment, and each deliverable may be an obligation to deliver services, a right or license to use an asset, or another performance
obligation. The deliverables under our collaborative agreements include (i) the license to rHuPH20 technology, (ii) at the collaborator s request,
research and development services which are reimbursed at contractually determined rates, and (iii) at the collaborator s request, supply of
rHuPH20 API which is reimbursed at our cost plus a margin. A delivered item is considered a separate unit of accounting when the delivered
item has value to the collaborator on a standalone basis based on the consideration of the relevant facts and circumstances for each arrangement.
Factors considered in this determination include the research capabilities of the partner and the availability of research expertise in this field in
the general marketplace.

Arrangement consideration is allocated at the inception of the agreement to all identified units of accounting based on their relative selling price.
The relative selling price for each deliverable is determined using vendor specific objective evidence (VSOE) of selling price or third-party
evidence of selling price if VSOE does not exist. If neither VSOE nor third-party evidence of selling price exists, we use our best estimate of the
selling price for the deliverable. The amount of allocable arrangement consideration is limited to amounts that are fixed or determinable. The
consideration received is allocated among the separate units of accounting, and the applicable revenue recognition criteria are applied to each of
the separate units. Changes in the allocation of the sales price between delivered and undelivered elements can impact revenue recognition but
do not change the total revenue recognized under any agreement.

Upfront license fee payments are recognized upon delivery of the license if facts and circumstances dictate that the license has standalone value
from the undelivered items, which generally include research and development services and the manufacture of rHuPH20 API, the relative
selling price allocation of the license is equal to or exceeds the upfront license fee, persuasive evidence of an arrangement exists, our price to the
partner is fixed or determinable and collectability is reasonably assured. Upfront license fee payments are deferred if facts and circumstances
dictate that the license does not have standalone value. The determination of the length of the period over which to defer revenue is subject to
judgment and estimation and can have an impact on the amount of revenue recognized in a given period.
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The terms of our collaborative agreements provide for milestone payments upon achievement of certain development and regulatory events
and/or specified sales volumes of commercialized products by the collaborator.

Effective January 1, 2011, we adopted on a prospective basis the Milestone Method. Under the Milestone Method, we recognize consideration
that is contingent upon the achievement of a milestone in its entirety as revenue in the period in which the milestone is achieved only if the
milestone is substantive in its entirety. A milestone is considered substantive when it meets all of the following criteria:

1. The consideration is commensurate with either the entity s performance to achieve the milestone or the enhancement of the value of the
delivered item(s) as a result of a specific outcome resulting from the entity s performance to achieve the milestone,

2. The consideration relates solely to past performance, and

3. The consideration is reasonable relative to all of the deliverables and payment terms within the arrangement.
A milestone is defined as an event (i) that can only be achieved based in whole or in part on either the entity s performance or on the occurrence
of a specific outcome resulting from the vendor s performance, (ii) for which there is substantive uncertainty at the date the arrangement is
entered into that the event will be achieved, and (iii) that would result in additional payments being due to the vendor.

Reimbursements of research and development services are recognized as revenue during the period in which the services are performed as long
as there is persuasive evidence of an arrangement, the fee is fixed or determinable and collection of the related receivable is probable. Revenue
from the manufacture of rHuPH20 API is recognized when the API has met all specifications required for the collaborator s acceptance and title
and risk of loss have transferred to the collaborator. We do not directly control when any collaborator will request research and development
services or supply of rHuPH20 API; therefore, we cannot predict when we will recognize revenues in connection with research and development
services and supply of rHuPH20 API. Royalties to be received based on sales of licensed products by our collaborators incorporating rHuPH20
will be recognized as earned.

The collaborative agreements typically provide the partners the right to terminate such agreements in whole or on a product-by-product or
target-by-target basis at any time upon 90 days prior written notice to us. There are no performance, cancellation, termination or refund
provisions in any of our collaborative agreements that contain material financial consequences to us.

Roche Partnership

In December 2006, we and Roche entered into the Roche Partnership under which Roche obtained a worldwide, exclusive license to develop and
commercialize product combinations of rHuPH20 with up to thirteen Roche target compounds. As of March 31, 2012, we have received $57
million from Roche, including the $20 million upfront license fee payment for the application of rHuPH20 to the initial three Roche exclusive
targets, $20 million in connection with Roche s election of two additional exclusive targets and annual license maintenance fees for the right to
designate the remaining targets as exclusive targets, $13 million in clinical development milestone payments and a $4 million regulatory
milestone payment. If Roche successfully develops all five exclusive targets and achieves pre-agreed sales targets, we could receive additional
milestone payments of up to $178 million, including up to $17 million for the achievement of clinical development milestones, up to $16 million
for the achievement of regulatory milestones and up to $145 million for the achievement of sales-based milestones. Under the terms of the
Roche Partnership, Roche will also pay us royalties on product sales for each exclusive target. Roche currently retains the option to develop and
commercialize rtHuPH20 with three additional targets under the Roche Partnership, provided that it continues to pay annual maintenance fees to
us. For each of the additional targets, Roche may pay us upfront and milestone payments of up to $47 million per target, as well as royalties on
product sales, for each of the additional targets.

Due to our continuing involvement obligations (for example, support activities associated with rHuPH20), revenues from the upfront payment,
exclusive designation fees and annual license maintenance fees were deferred and are being recognized over the term of the Roche Partnership.
We have determined that the clinical and regulatory milestones are substantive; therefore, we expect to recognize such clinical and regulatory
milestone payments as revenue upon achievement. In addition, we have determined that the sales-based milestone payments
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are similar to royalty payments and are not considered milestone payments under the Milestone Method of revenue recognition; therefore, we
will recognize such sales-based milestone payments as revenue upon achievement of the milestone. In March 2012, Roche submitted a Line
Extension Application to the European Medicines Agency for Herceptin SC. Upon achievement of this milestone, we recognized a regulatory
milestone payment of $4 million as revenue under collaborative agreements in accordance with the Milestone Method in the three months ended
March 31, 2012. For the three months ended March 31, 2011, we recognized $5 million as revenue under collaborative agreements in
accordance with the Milestone Method related to the achievement of certain clinical milestone pursuant to the terms of the Roche Partnership.

Gammagard Partnership

In September 2007, we and Baxter entered into the Gammagard Partnership under which Baxter obtained a worldwide, exclusive license to
develop and commercialize product combinations of rHuPH20 with HyQ. As of March 31, 2012, we have received $13 million under the
Gammagard Partnership, including the $10 million upfront license fee payment and a $3 million regulatory milestone payment. If Baxter
successfully receives marketing approval for the licensed product candidate and achieves pre-agreed sales targets, we could receive additional
milestone payments of up to $34 million for the achievement of sales-based milestones. In addition, Baxter will pay royalties on the sales, if any,
of the products that result from the collaboration. The Gammagard Partnership is applicable to both kit and formulation combinations. Baxter
assumes all development, manufacturing, clinical, regulatory, sales and marketing costs under the Gammagard Partnership, while we are
responsible for the supply of the rHuPH20 enzyme. We perform research and development activities at the request of Baxter, which are
reimbursed by Baxter under the terms of the Gammagard Partnership. In addition, Baxter has certain product development and
commercialization obligations in major markets identified in the Gammagard Partnership.

Due to our continuing involvement obligations (for example, support activities associated with rHuPH20), revenues from the upfront payment
was deferred and are being recognized over the term of the Gammagard Partnership. We have determined that sales-based milestone payments
are similar to royalty payments and are not considered milestone payments under the Milestone Method of revenue recognition; therefore, such
payments will be recognized as revenue upon achievement of the milestone. There were no milestone payments recognized as revenue under the
terms of the Gammagard Partnership for the three months March 31, 2012 and 2011.

ViroPharma and Intrexon Partnerships

Effective May 2011, we and ViroPharma entered into the ViroPharma Partnership. As of March 31, 2012, we have received $12 million from
ViroPharma, including the $9 million nonrefundable upfront license fee payment and a $3 million clinical development milestone payment. If
ViroPharma successfully develops the licensed product candidate, we could receive additional milestone payments of up to $41 million for the
achievement of development and regulatory milestones. In addition, so long as the agreement is in effect, we are entitled to receive an annual
exclusivity fee of $1 million commencing May 2012 and on each anniversary of the effective date of the agreement thereafter until a certain
development event occurs. We are entitled to receive payments for research and development services and supply of rHuPH20 API if requested
by ViroPharma. In addition, we are entitled to receive additional cash payments potentially totaling $10 million upon achievement of certain
development and regulatory milestones for each product targeting the treatment of any of the three additional orphan indications. We are also
entitled to receive royalties on product sales by ViroPharma.

Effective June 2011, we and Intrexon entered into the Intrexon Partnership. As of March 31, 2012, we have received a nonrefundable upfront
license fee payment of $9 million from Intrexon. If Intrexon successfully develops the licensed product candidate and achieves the pre-agreed
sales target, we could receive additional milestone payments of up to $54 million, including $44 million for the achievement of development and
regulatory milestones and $10 million for the achievement of a sales-based milestone. In addition, so long as the agreement is in effect, we are
entitled to receive an annual exclusivity fee of $1 million commencing June 2012 and on each anniversary of the effective date of the agreement
thereafter until a certain development event occurs. We are entitled to receive payments for research and development services and supply of
rHuPH20 API if requested by Intrexon. In addition, we are entitled to receive additional cash payments potentially totaling $10 million for each
product for use outside the Exclusive Field upon achievement of development and regulatory milestones. We are also entitled to receive
royalties on product sales at a royalty rate which increases with net sales of product.
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We identified the deliverables at the inception of the ViroPharma and Intrexon Partnerships which are the license, research and development
services and API supply. We have determined that the license, research and development services and API supply individually represent
separate units of accounting, because each deliverable has standalone value. The estimated selling prices for these units of accounting were
determined based on market conditions, the terms of comparable collaborative arrangements for similar technology in the pharmaceutical and
biotech industry and entity-specific factors such as the terms of our previous collaborative agreements, our pricing practices and pricing
objectives and the nature of the research and development services to be performed for the partners. The arrangement consideration was
allocated to the deliverables based on the relative selling price method. Based on the results of our analysis, we determined that the upfront
payment was earned upon the granting of the worldwide exclusive right to our technology to the collaborator in both the ViroPharma Partnership
and Intrexon Partnership. However, the amount of allocable arrangement consideration is limited to amounts that are fixed or determinable;
therefore, the amount allocated to the license was only to the extent of cash received. As a result, we recognized the $9 million upfront license
fee received under the ViroPharma Partnership and $9 million upfront license fee received under the Intrexon Partnership as revenues under
collaborative agreements upon the receipt of such upfront license fees.

We will recognize the exclusivity fees as revenue under collaborative agreements when they are earned. We will recognize reimbursements for
research and development services as revenue under collaborative agreements as the related services are delivered. We will recognize payments
from sales of API as revenue under collaborative agreements when such API has met all required specifications by the partners and the related
title and risk of loss and damages have passed to the partners. We cannot predict the timing of delivery of research and development services and
API as they are at the partners requests.

We are eligible to receive additional cash payments upon the achievement by the partners of specified development, regulatory and sales-based
milestones. We have determined that each of the development and regulatory milestones is substantive; therefore, we expect to recognize such
development and regulatory milestone payments as revenue under collaborative agreements upon achievement in accordance with the Milestone
Method. In addition, we have determined that the sales-based milestone payment is similar to a royalty payment and is not considered a
milestone payment under the Milestone Method of revenue recognition; therefore, we will recognize the sales-based milestone payment as
revenue upon achievement of the milestone because we have no future performance obligations associated with the milestone. There were no
milestone payments recognized as revenue under collaborative agreements under these partnerships for the three months ended March 31, 2012
and 2011.

Share-Based Payments

We use the fair value method to account for share-based payments in accordance with the authoritative guidance for share-based compensation.
The fair value of each option award is estimated on the date of grant using a Black-Scholes-Merton option pricing model (Black-Scholes model),
that uses assumptions regarding a number of complex and subjective variables. These variables include, but are not limited to, our expected
stock price volatility, actual and projected employee stock option exercise behaviors, risk-free interest rates and expected dividends. Expected
volatilities are based on the historical volatility of our common stock. The expected term of options granted is based on analyses of historical
employee termination rates and option exercises. The risk-free interest rates are based on the U.S. Treasury yields in effect at the time of the
grant. Since we do not expect to pay dividends on our common stock in the foreseeable future, we estimated the dividend yield to be 0%.
Forfeitures are estimated at the time of grant and revised, if necessary, in subsequent periods if actual forfeitures differ from those estimates. We
estimate pre-vesting forfeitures based on our historical experience.

If factors change and we employ different assumptions for determination of fair value in future periods, the share-based compensation expense
that we record may differ significantly from what we have recorded in the current period. There is a high degree of subjectivity involved when
using option pricing models to estimate share-based compensation. Certain share-based payments, such as employee stock options, may expire
worthless or otherwise result in zero intrinsic value as compared to the fair values originally estimated on the grant date and reported in our
consolidated financial statements. Alternatively, values may be realized from these instruments that are significantly in excess of the fair values
originally estimated on the grant date and reported in our consolidated financial statements. There is currently no market-based mechanism or
other practical application to verify the reliability and accuracy of the estimates stemming from these valuation models, nor is there a means to
compare and adjust the estimates to actual values. Although the fair value of employee share-based awards is determined in accordance with
authoritative guidance on share-based payments using an option-pricing model, such value may not be indicative of the fair value observed in a
willing buyer/willing seller market transaction.
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Research and Development Expenses

Research and development expenses include salaries and benefits, facilities and other overhead expenses, clinical trials, research related
manufacturing services, contract services and other outside expenses. Research and development expenses are charged to operations as incurred
when these expenditures relate to our research and development efforts and have no alternative future uses.

Advance payments, including nonrefundable amounts, for goods or services that will be used or rendered for future research and development
activities are deferred and capitalized. Such amounts will be recognized as an expense as the related goods are delivered or the related services
are performed or at such time when we do not expect the goods to be delivered or services to be performed.

Milestone payments that we make in connection with in-licensed technology or product candidates are expensed as incurred when there is
uncertainty in receiving future economic benefits from the licensed technology or product candidates. We consider the future economic benefits
from the licensed technology or product candidates to be uncertain until such licensed technology or product candidates are approved for
marketing by regulatory bodies such as the FDA or when other significant risk factors are abated. Management has viewed future economic
benefits for all of our licensed technology or product candidates to be uncertain and has expensed these amounts as incurred.

Payments made in connection with our clinical trials are often made under contracts with multiple contract research organizations that conduct
and manage clinical trials on our behalf. The financial terms of these agreements are subject to negotiation and vary from contract to contract
and may result in uneven payment flows. Generally, these agreements set forth the scope of work to be performed at a fixed fee, unit price or on
a time-and-material basis. Payments under these contracts depend on factors such as the successful enrollment or treatment of patients or the
completion of other clinical trial milestones. Expenses related to clinical trials are accrued based on our estimates and/or representations from
service providers regarding work performed, including actual level of patient enrollment, completion of patient studies and progress of clinical
trials. Other incidental costs related to patient enrollment or treatment are accrued when reasonably certain. If the contracted amounts are
modified (for instance, as a result of changes in the clinical trial protocol or scope of work to be performed), we modify our accruals accordingly
on a prospective basis. Revisions in scope of contract are charged to expense in the period in which the facts that give rise to the revision
become reasonably certain. Because of the uncertainty of possible future changes to the scope of work in clinical trial contracts, we are unable to
quantify an estimate of the reasonably likely effect of any such changes on our consolidated results of operations or financial position.
Historically, we have had no material changes in our clinical trial expense accruals that would have had a material impact on our consolidated
results of operations or financial position.

Inventories

Inventories are stated at lower of cost or market. Cost, which includes amounts related to materials and costs incurred by our contract
manufacturers, is determined on a first-in, first-out basis. Inventories are reviewed periodically for potential excess, dated or obsolete status.
Management evaluates the carrying value of inventories on a regular basis, taking into account such factors as historical and anticipated future
sales compared to quantities on hand, the price it expects to obtain for products in their respective markets compared with historical cost and the
remaining shelf life of goods on hand.

Raw materials inventories consist of raw materials used in the manufacture of our bulk drug material for Hylenex recombinant product.
Work-in-process inventories consist of in-process Hylenex recombinant. Finished goods inventories consist of finished Hylenex recombinant
product.

We expense costs relating to the purchase and production of pre-approval inventories for which the sole use is pre-approval products as research
and development expense in the period incurred until such time as we believe future commercialization is probable and future economic benefit
is expected to be realized. For products that have been approved by regulatory bodies such as the FDA, inventories used in clinical trials are
expensed at the time the
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inventories are packaged for the clinical trials. Prior to receiving approval from the FDA or comparable regulatory agencies in foreign countries,
costs related to purchases of the API and the manufacturing of the product candidate are recorded as research and development expense. All
direct manufacturing costs incurred after approval are capitalized as inventories.

The above listing is not intended to be a comprehensive list of all of our accounting policies. In many cases, the accounting treatment of a
particular transaction is specifically dictated by U.S. GAAP. There are also areas in which management s judgment in selecting any available
alternative would not produce a materially different result. Please see our audited consolidated financial statements and notes thereto included in
Part II, Item 8 of our Annual Report on Form 10-K for the year ended December 31, 2011, which contain accounting policies and other
disclosures required by U.S. GAAP.

Results of Operations
Three Months Ended March 31, 2012 Compared to Three Months Ended March 31, 2011

Product Sales, Net  Product sales, net were $187,000 for the three months ended March 31, 2012 compared to $165,000 for the three months
ended March 31, 2011. Based on the reintroduction of Hylenex recombinant in December 2011, we expect product sales to increase in 2012 as
compared to 2011.

Revenues Under Collaborative Agreements Revenues under collaborative agreements were $7.3 million for the three months ended March 31,
2012 compared to $7.4 million for the three months ended March 31, 2011. Revenues under collaborative agreements primarily consisted of the
amortization of license fees and milestone payments received from Roche and Baxter of approximately $4.6 million and $5.7 million for three
months ended March 31, 2012 and 2011, respectively. Revenues under collaborative agreements also included reimbursements for research and
development services from our partners of approximately $2.4 million and $1.6 million for the three months ende