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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
WASHINGTON, D.C. 20549

FORM 8-K

CURRENT REPORT
Pursuant to Section 13 or 15(d)
of the Securities Exchange Act of 1934

Date of Report (Date of earliest event reported): uly 10, 2014

QUESTCOR PHARMACEUTICALS, INC.

(Exact Name of Registrant as Specified in Charter)

California 001-14758 33-0476164
(State or Other Jurisdiction (Commission (I.LR.S. Employer
of Incorporation) File Number) Identification No.)

1300 Kellogg Drive, Suite D

Anaheim, California 92807
(Address of Principal Executive Offices’ (Zip Code)

Registrant’s telephone number, including area code(714) 786-4200

Check the appropriate box below if the Form 8-{lis intended to simultaneously satisfy the {jlimbligation of the registrant under any of
the following provisions:

O
O
O

Written communications pursuant to Rule 425 underSecurities Act (17 CFR 230.4z
Soliciting material pursuant to Rule -12 under the Exchange Act (17 CFR 240-12)
Pre-commencement communications pursuant to Rul-2(b) under the Exchange Act (17 CFR 240-2(b))

Pre-commencement communications pursuant to Rul-4(c) under the Exchange Act (17 CFR 240-4(c))




ITEM 8.01 OTHER EVENTS

Questcor Pharmaceuticals, Inc. (the * Compgny filing this Current Report on Form 8-K in coeaction with the preparation of the
Registration Statement on Form S-4 of Mallinckmpldt (“Mallinckrodt”) (File No. 333-196054) (the “&jistration Statemefi}, which
includes the Company’s Proxy Statement relatinigstpending merger transaction with Mallinckrodhid Current Report on Form 8-K revises
the disclosure contained within the following itemghe Company’s Annual Report on Form 10-K, agaded, for the year ended
December 31, 2013 (the “ 2013 FormHK0):

e Partl, Item 1. Busines
e Partl, Item 1A. Risk Facto

« Partll, Item 7. Manageme's Discussion and Analysis of Financial Conditiod &esults of Operatior
The preceding information is filed hereunder asikix199.1 which is incorporated herein by reference

All revisions to the 2013 Form 10-K relate soladythe items set forth above. These revisions haweffect on the Company’s previously
reported results of operations, financial positiongash flows. The information in this Current BRemn Form 8-K should be read in
conjunction with the 2013 Form 10-K (except for tteens revised herein), which was previously fileith the Securities and Exchange
Commission. All other information in the 2013 Fot®-K remains unchanged and neither the items st &ove nor any other items in the
2013 Form 10-K have been updated for events ocauaiter December 31, 2013, except as expressfpidtin Exhibit 99.1. For significant
developments since December 31, 2013, refer tceguiesitly filed Quarterly Reports on Form 10-Q amdrént Reports on Form 8-K.

The information in this Current Report on Form 8skdeemed incorporated by reference into the Cogipaagistration statements filed
under the Securities Act of 1933, as amended, alhdlgo be incorporated by reference into the Rigtion Statement.

Cautionary Statement Regarding Forwhmbking Statements

Statements in this document that are not strigd{ohical, including statements regarding the psgubacquisition, the expected timetable
for completing the transaction, future financiatiaperating results, benefits and synergies ofrdresaction, future opportunities for the
combined businesses and any other statements ieg@ncents or developments that we believe or gaiie will or may occur in the future,
may be “forward-looking” statements within the miegnof the Private Securities Litigation Reform Axt1995, and involve a number of risks
and uncertainties. There are a number of impoftantors that could cause actual events to diffetenlly from those suggested or indicated
by such forward-looking statements and you shooldoface undue reliance on any such forward-lookitagements. These factors include
risks and uncertainties related to, among othegthigeneral economic conditions and conditionsctifig the industries in which Mallinckrodt
and the Company operate; the commercial succedsltihckrodt's and the Company’s products, incluglid.P. Actha® Gel; Mallinckrodt’s
and the Company'’s ability to protect intellectusdperty rights; the parties’ ability to satisfy theerger agreement conditions and consummat
the merger on the anticipated timeline or at hk; availability of financing, including the finamgj contemplated by the debt commitment le
on anticipated terms or at all; Mallinckrodt’s dtyilto successfully integrate the Company’s operatiand employees with Mallinckrodt’s
existing business; the ability to realize anticgzhgrowth, synergies and cost savings; the Compaerformance and maintenance of
important business relationships; the lack of pgpeotection for Acthar, and the possible Unitedt& Food and Drug Administration (“FDA”
approval and market introduction of additional cetive products; the Company'’s reliance on Actioarsubstantially all of its net sales and
profits; the Company’s ability to continue to gesterrevenue from sales of Acthar to treat on-laimktations associated with nephrotic
syndrome, multiple sclerosis, infantile spasmsheuumatology-related conditions, and the Companyilityato develop other therapeutic uses
for Acthar; volatility in the Company’s Acthar shigents, estimated channel inventory, and end-useadd; an increase in the proportion of
the Company’s Acthar unit sales comprised of Mddigdigible patients and government entities; tlempany’s research and development
risks, including risks associated with the Comparnwork in the area of nephrotic syndrome and LuthesCompany’s efforts to develop and
obtain FDA approval of Synacthen Depot; Mallincki’s ability to receive procurement and productiontgag@ranted by th



U.S. Drug Enforcement Administration; Mallinckrosltbility to obtain and/or timely transport molybden-99 to our technetium-99m
generator production facilities; customer conceittna cost-containment efforts of customers, pusah@ groups, third-party payors and
governmental organizations; Mallinckrodt's abilttysuccessfully develop or commercialize new présjummpetition; Mallinckrodt’s ability
to integrate acquisitions of technology, productd bBusinesses generally; product liability losses @ther litigation liability; the
reimbursement practices of a small number of langaic or private issuers; complex reporting angrpant obligation under healthcare rebate
programs; changes in laws and regulations; cormulyittiisiness internationally; foreign exchange ratederial health, safety and
environmental liabilities; litigation and violatispinformation technology infrastructure; and resturing activities. Additional information
regarding the factors that may cause actual resuttéfer materially from these forward-lookingatments is available in (i) Mallinckrodt’s
SEC filings, including its Annual Report on FormKJor the fiscal year ended September 27, 2013Qualrterly Reports on Form 10-Q for
the quarterly periods ended December 27, 2013 aandtvR28, 2014; (ii) the SEC filings of Cadence Riageuticals, Inc., which was acquired
by Mallinckrodt on March 19, 2014, including its Amal Report on Form 10-K for the fiscal year enBedember 31, 2013; and (iii) the
Company’s SEC filings, including the 2013 Form 1@akd the amendment thereto on Form 10-K/A) an@itarterly Report on Form 10-Q
for the quarterly period ended March 31, 2014. filneard-looking statements made herein speak amnlyf she date hereof and none of
Mallinckrodt, the Company or any of their respeetaffiliates assumes any obligation to update wisesany forward-looking statement,
whether as a result of new information, future ésemd developments or otherwise, except as refjbirdaw.

Important Information for Investors and Sharehadder

This Current Report on Form 8-K does not constituteffer to sell or the solicitation of an offertiuy any securities or a solicitation of
any vote or approval, nor shall there be any skéecurities in any jurisdiction in which such affeolicitation or sale would be unlawful prior
to registration or qualification under the secestlaws of any such jurisdiction. In connectionhvifie proposed transaction between
Mallinckrodt and the Company, Mallinckrodt filedtiithe Securities and Exchange Commission (theC 3©n May 16, 2014 a registration
statement on Form S-4 that includes a preliminaint joroxy statement of Mallinckrodt and the Conypand also constitutes a preliminary
prospectus of Mallinckrodt. The registration stagairnis not yet effective. The definitive joint psogtatement/prospectus will be delivered to
shareholders of Mallinckrodt and the Company. INTERS AND SECURITY HOLDERS OF MALLINCKRODT AND THE OMPANY
ARE URGED TO READ THE DEFINITIVE JOINT PROXY STATEENT/PROSPECTUS AND OTHER DOCUMENTS THAT WILL BE
FILED WITH THE SEC CAREFULLY AND IN THEIR ENTIRETYWHEN THEY BECOME AVAILABLE BECAUSE THEY WILL
CONTAIN IMPORTANT INFORMATION. Investors and sectyriholders will be able to obtain free copies & tegistration statement and
the definitive joint proxy statement/prospectus ¢wlavailable) and other documents filed with th€ $i Mallinckrodt and the Company
through the website maintained by the SEC at hitpiv.sec.gov. Copies of the documents filed with 8EC by Mallinckrodt will be availak
free of charge on Mallinckrodt’s internet websitevavw.mallinckrodt.com or by contacting Mallinckrdsl Investor Relations Department at
(314) 654-6650. Copies of the documents filed \hih SEC by the Company will be available free afrge on the Comparg/internet websit
at www.questcor.com or by contacting the Compahwestor Relations Department at (714) 497-4899.

Participants in the Merger Solicitation

Mallinckrodt, the Company, their respective direstand certain of their executive officers and exypes may be considered participant:
in the solicitation of proxies in connection withetproposed transaction. Information regardingoirsons who may, under the rules of the
SEC, be deemed patrticipants in the solicitatiothefMallinckrodt and the Company shareholders imeation with the proposed merger and
description of their direct and indirect intere$tg,security holdings or otherwise, will be settfoin the joint proxy statement/prospectus when
it is filed with the SEC. Information about theatitors and executive officers of Mallinckrodt i$ &®th in its proxy statement for its 2014
annual meeting of stockholders, which was filechwiite SEC on January 24, 2014. Information abadttectors and executive officers of the
Company is set forth in the amendment to its AnfiRegdort on Form 1-K/A, which was filed with the SEC on April 30, 201



ITEM 9.01 FINANCIAL STATEMENTS AND EXHIBITS
(d) Exhibits

99.1  Revisions, where applicable, to the 2013 Form libdfude:
e Partl, Item 1. Business
e Partl, Item 1A. Risk Factors
e Partll, Item 7. Manageme's Discussion and Analysis of Financial Conditiod &esults of Operatior
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Pursuant to the requirements of the Securities &xgh Act of 1934, the registrant has duly caussdréport to be signed on its behalf
the undersigned hereunto duly authorized.

Date: July 10, 201
QUESTCOR PHARMACEUTICALS, INC.

By /s/ Michael H. Mulroy
Michael H. Mulroy

Executive Vice President, Strategic Affairs and
General Counse
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Exhibit 99.1

Iltem 1. Business
Business Overview

We are a biopharmaceutical company focused orrd¢la¢gntent of patients with serious, difficult-todt@utoimmune and inflammatory
disorders. We also supply specialty contract mastufang services to the global pharmaceutical antebhnology industry through our
wholly-owned subsidiary, BioVectra Inc.

We have historically operated in one business sagrm January 18, 2013, we acquired all of theddsand outstanding shares of
BioVectra Inc, a wholly-owned subsidiary throughigfhwe supply specialty contract manufacturing mewto the global pharmaceutical and
biotechnology industry. We now manage our operatibnough two operating segments that are defigenlib separate companies - Questcor
Pharmaceuticals, Inc. and BioVectra, Inc. Each ssgris operated as an independent business usdewit management team, and has
responsibility for its commercial activities, optoas, and research and development activitiesele its products.

Except to the extent that differences among opagaegments are material to an understanding dbusiness taken as a whole, the
description of our business in this Annual Reporform 10-K is presented on a consolidated basis.

For financial information relating to our reportisggments, see Note 1 to our consolidated finastaééments included in Item 15 of F
IV “ Exhibits and Financial Statement Schedtile§this Annual Report on Form 10-K., which areamporated herein by reference.

Questcor Pharmaceutical Segment

Our primary product is H.P. Acth&®Gel (repository corticotropin injection), or Acthan injectable drug that is approved by the U.S.
Food and Drug Administration, or FDA, for the tma&nt of 19 indications. Of these 19 indications,tfe year ended December 31, 2013, we
generated substantially all of our pharmaceutietilsales from the use of Acthar in connection withfollowing indications:

* Nephrotic Syndrome (NS): Acthar is indicat“to induce a diuresis or a remission of proteinimighe nephrotic syndrome without
uremia of the idiopathic type or that due to lupaghematosus.According to the National Kidney Foundation, negiltreyndrome
can result from several idiopathic type kidney digss, including idiopathic membranous nephropditgal segmental
glomerulosclerosis, IgA nephropathy and minimalngedisease. Nephrotic syndrome can also occutodugus erythematosus.
this Form 10-K, the terms “nephrotic syndrome” dN&” refer only to the proteinuria in nephrotic girome conditions that are
covered by the Acthar label of approved indicatic

 Rheumatology Related Conditions: Acthar is appd for the following rheumatology related corafit: (i) Collagen Diseases:
Acthar is indicate¢'during an exacerbation or as maintenance the



in selected cases of systemic lupus erythemategstemic dermatomyositis (polymyositigiid (i) Rheumatic Disorders: Acthai
indicated as “adjunctive therapy for short-term adstration (to tide the patient over an acute egésor exacerbation) in: Psoriatic
arthritis, Rheumatoid arthritis, including juveniteeumatoid arthritis (selected cases may reqaikedose maintenance therapy),
Ankylosing spondyliti¢”

e Multiple Sclerosis (MS): Acthar is indicatedtfthe treatment of acute exacerbations of mulgplerosis in adults. Controlled
clinical trials have shown H.P. Acthar Gel to beefive in speeding the resolution of acute exaat@whs of multiple sclerosis.
However, there is no evidence that it affects tiienate outcome or natural history of the dise”

» Infantile Spasms (IS): Acthar is indicated fasnotherapy for the treatment of infantile spasmisifiants and children under 2 years
of age”

Acthar was originally approved by the FDA in 195%,the treatment of approximately 50 different rigaticonditions, or “indications.”
This was prior to the enactment of the 1962 Kefatderris Amendment, or the “Drug Efficacy Amendmémd the Food, Drug, and Cosmetic
Act, which introduced the requirement that drug ofaoturers provide proof of the effectiveness @didon to the previously required proof
safety) of their drugs before approval. As such,FDA’s original approval in 1952 was based ontgafdinical trials evaluating efficacy were
not required. In the 1970s the FDA reviewed thetyadind efficacy of Acthar during its approval aftAar for the treatment of acute
exacerbations in Multiple Sclerosis (MS) and eviddaall other previous indications on the labebtlgh the process called DESI — Drug
Efficacy Study Implementation. In this process tiedical and scientific merits of the label and eiaclication on the label were evaluated
based on publications, information from sponsansl, the judgment of the FDA. The label obtainedrdfie DESI review and the addition of
the MS indication is the Acthar label that was usgetll the most recent changes in 2010.

In 2010, in connection with its review of our sugplental New Drug Application, or SNDA, the FDA agagviewed evidence of safety
and efficacy, added the treatment of Infantile &@éS) to the label of approved indications, araintained its approval of Acthar for the
treatment of acute exacerbations in MS and 17 atfgkeations, including proteinuria in the Nephoolyndrome without uremia of the
idiopathic type or that due to lupus erythematosadain rheumatology-related indications and maspiy manifestations of symptomatic
sarcoidosis. In conjunction with its decision ttare these indications on a modernized Acthar lahel FDA eliminated approximately 30
indications from the label. The FDA review includednedical and scientific review of Acthar and eanttication (for example, an evaluation
of the pathophysiology associated with each in@caand the known and potential mechanism of aatiocthar for each indication) and an
evaluation of available clinical and non-clinicié¢fature that had become available through the ofthe review. The FDA did not require us
to perform additional clinical trials for Acthar.

FDA approval of Acthar for the treatment of spexifidications allows Questcor to promote Acthadenregulations provided by the
FDA for such marketing, to physicians for such gadions. Since 2008, Questcor has grown its fietdd of Acthar Specialists in order to
increase physician awareness of the availabilitkaihar to



treat certain of its on-label indications. The Camygs promotional efforts surrounding Acthar torie@se awareness of, and familiarity with,
Acthar is monitored by our regulatory, compliance éegal departments and is subject to FDA review.

Ultimately, each physician must decide for himselherself whether the patient’s medical conditiarrants the use of Acthar. In
making that decision, the physician considers veriorms of evidence as to the safety and efficddycthar for each specific patient. Because
Acthar was originally approved in 1952, prior te tt962 Drug Efficacy Amendment, the evidence ofstifety and efficacy of Acthar does not
include clinical trials except for the IS and M$liications. By contrast, clinical trials have beequired to establish both safety and efficacy
drugs approved since 1962. However, evidence safety and efficacy is not limited to clinical i§aEvidence can come in other forms such
as prospective clinical datasets generated by parties through independent clinical trials ansecseries or retrospective case reviews
involving small numbers of patients. The approvetidations for which Acthar is promoted and whi@ngrate a significant amount of the
Company’s revenues typically include clinical evide of this type. Physicians may also base tredtdasisions on their own clinical
experience, or the clinical experience of theirrpem prescribing a drug. Physicians likely comsidther factors as well, including the
availability and relative safety and efficacy ofiet therapies and, if applicable, the patient’soinjson any such other therapies. In many case:
where Acthar is a treatment option, the patiergseatremely ill or debilitated from their conditioim IS, Acthar is a leading therapy, and on
only two FDA-approved therapies. For other indigasi, Acthar is often used as a “rescue” therar afpatient has not adequately responde
to, or had difficulties with, other treatment regins.

We derive net sales of Acthar from our sales olsvi@ our distributor, which in turn sells Acthairparily to specialty pharmacies. These
specialty pharmacies place orders with our distdbbased on their respective levels of sales anentory practices. End-user demand for
Acthar results from physicians writing prescripsdo patients for the treatment of NS, rheumatoledgted conditions, MS exacerbations, IS,
respiratory manifestations of symptomatic sarcaglaad various other conditions.

Acthar is a low-volume, specialty pharmaceuticalduct. Physicians do not purchase Acthar from @oedbor resale to patients.
Typically, patients purchase Acthar directly fropesialty pharmacies after receiving a prescripéind after arranging for third party
reimbursement (government or commercial insuranuegt often after satisfying a prior authorizatiequirement imposed by their insurance
carrier or a third-party administrator for a gowaent healthcare program. Alternatively, eligibléigats who are uninsured or under-insured,
may receive Acthar through a Questcor sponsoredrmatssistance program. We do not generate amyuevor net sales from the vials
provided through our sponsored patient assistaragrgms. See Business—Reimbursement.

Our total net sales were $798.9 million for theryeraded December 31, 2013 as compared to $509i8nraind $218.2 million for the
years ended December 31, 2012 and 2011, respgcietr 95% of our net sales in each of these yware from Acthar. Our net income w
$292.6 million for the year ended December 31, 284 8ompared to $197.7 million and $79.6 milliontfee years ended December 31, 2012
and 2011, respectivel



Healthcare provider understanding of Acthar islfiated by our experienced team of sales repredeessand managers. See Business -
Sales and Marketing.

Our research and development program for Acthfcigsed on: (i) the continued evaluation of the afs&cthar for certain on-label
indications; (ii) the investigation of other pothiuses of Acthar for indications not currently ARpproved; and (iii) the expansion of our
understanding of how Acthar works in the human bgaharmacology), and ultimately, its mechanism{syation in the disease states for
which it is currently used, or may be used in titeife. We have also implemented a research andogerent program for Synacthen Depot.
See Business - Research and Development.

Our primary corporate objectives entering 2014tareontinue to create shareholder value by:
» continuing the commercial growth of our existingsimess
e pursuing our efforts to grow the body of evidengeActhar, anc

e assessing various strategic opportunit

To assist with maximizing our strategic options; Board has established two new committees: a Sei@ommittee and a Strategic
Advisory Committee. The committees will assist ngaraent and the Board in its ongoing assessmendevelopment of potential strategies
to supplement our strong sales growth, both orgdigithrough internal research and developmenviiets and potentially through external
strategic activity.

Acquisition of Synacthen and Synacthen Depot

On June 11, 2013, the Effective Date, we acquirech fNovartis AG and Novartis Pharma AG, collectwBlovartis, a license to develc
market, manufacture, distribute, sell and commaézeisSynacthen and Synacthen Depot for all usésimans in the United States. Subject to
certain conditions and limitations in the Licensgréement, the license is exclusive, perpetual aedacable. Synacthen Depot is a synthetic
melanocortin agonist approved in various counwigside of the United States for certain autoimmaime inflammatory conditions. Since our
acquisition of Synacthen and Synacthen Depot, we maplemented a new research and developmentarofpr Synacthen Depot and intend
to seek FDA approval. Prior to our acquisition, &then Depot has never been developed for appimvphtients in the United States.

Subject to certain closing conditions, we also aifuire from Novartis a license and certain agsatgvelop, market, manufacture,
distribute, sell and commercialize Synacthen ambSthen Depot in certain countries outside the fdi/Sall uses in humans. Subject to certair
conditions and limitations, these rights and asaet®exclusive, perpetual and irrevocable.

Under the terms of the transaction agreements,aiceNbovartis an upfront consideration of $60.0 il We will also be making annual
cash payments of $25 million on each of the fsstond and third anniversaries of the EffectiveeDatpotential additional annual cash
payment on each anniversary subsequent to theahitversary until we obtain the first approvatioéd FDA related to the products, or the
FDA Approval, and a milestone payment upon ouripga#f the FDA Approval. If we successfully obtdiDA Approval, we will pay ai



annual royalty to Novartis based on a percentagkeohet sales of the product in the U.S. markét e maximum payment is met. The first
three annual payments aggregating to $75.0 miliensecured by a letter of credit and classifiecessicted cash on the Consolidated Balanc
Sheets. In no event will the total payments relabetthis transaction exceed $300 million.

See Item 1ARisk Factors:Risks Associated with our Business” for a discussibrisks related to the Synacthen and SynacthepoD
acquisition.

BioVectra Segment

On January 18, 2013, we completed our acquisitidi@Vectra Inc. As a result of this acquisitionguave greater control over the
manufacturing and quality of the active pharmaaalingredient, or API, in Acthar.

We acquired 100% of the issued and outstandingstarBioVectra for $50.3 million utilizing cash dand. The former shareholders of
BioVectra could receive additional cash consideratf up to C$50.0 million based on BioVectra'safiial results over the next 3 years.
Contingent consideration in conjunction with theuaisition of BioVectra of $30.4 million was recortien our Consolidated Balance Sheet at
the acquisition date. Any differences between atingte and actual payments or subsequent adjustmwidhbe recorded in operating
expenses. Consequently, in 2013, BioVectra mgietiormance milestones for the year and earnediditianal C$5.0 million in consideratic
Additionally, financial projections for 2014 andZ®improved resulting in an increase in the vali#he contingent consideration, which was
recorded during the fourth quarter as a reductiooperating income.

BioVectra is a supplier of contract manufacturiegvices to the global pharmaceutical and bioteampindustry. BioVectra
manufactures API's, chemical intermediates, angtoicessing reagents, and is our manufacturing @aftm the APl in our H.P. Acth& Gel
(repository corticotropin injection). BioVectrapsoficient in synthetic organic chemistry, natugatraction of bioactive compounds,
PEGylation and conjugation chemistry, and fermémtabf chemical and biologic molecules.

See Item 1ARisk Factors:Risks Associated with our Business” for a discusibrisks related to BioVectra acquisition.

Sales and Marketing

Our sales forces seek to educate physicians abeytatential benefit of Acthar for their patierifée have a Neurology Sales Force, a
Nephrology Sales Force and a Rheumatology SalesFahich, as of January 31, 2014, consists of 881and 69 sales personr
respectively. Most recently, we initiated a pilaifdionology Sales Force to communicate to physicihasActhar is a treatment option for the
treatment of respiratory manifestations of sympttcrsarcoidosis.

See Item 1/“Risk Factors: Risks Associated with our Busi” for a discussion of risks related to sales and etarg.



Customers and Distribution

In the U.S., our exclusive customer for Acthar spacialty distributor, CuraScript Specialty Distrior. We sell Acthar at a discount fr
our list price to this specialty distributor, whitten resells Acthar primarily to approximately siicialty pharmacy companies and to
children’s hospitals.

We recognize revenue when we have persuasive éadbat an arrangement, agreement or contracsexiben title for our product and
risk of loss have passed to our customer, the preceharge for our product is fixed or is readigterminable, and we are reasonably assur
collecting the amounts owed under the resultingixable. For Acthar, this occurs when the specidijributor accepts a shipment of Acthar
based on its order of Acthar. We do not requiréatetal from our customers for sales of our product

See Item 1ARisk Factors:Risks Associated with our Business” for a discussibrisks related to Risks Associated with Acthar.

Reimbursement

Sales of Acthar depend in significant part on theecage and reimbursement policies of third paatyeps, including government payers
such as Medicare and Medicaid, and private headtrers. All third party payers are sensitive ®ahst of drugs, have taken efforts to contro
those costs, and presumably will continue to dimgbe future. Acthar will likely continue to belgect to payer-driven restrictions.

We provide administrative reimbursement suppoxugh our Acthar Support and Access Program, amanse reimbursement support
program that provides administrative support tIpeltients work with their insurance companies.

See Iltem 1ARisk Factors:Risks Associated with Government Regulations analtHeCare Reform” for a discussion of risks relaied
reimbursement.

Competition

The pharmaceutical and biotechnology industriesraemsely competitive and subject to rapid andifiigant technological change. Th
are products and treatments currently on the méahnla¢tcompete with Acthar. In addition, a numbecaipanies are pursuing the developmer
of pharmaceuticals and products that target theestiseases and conditions for which Acthar is culyeapproved to treat or which we may
seek to add to the label of approved indicationsAfithar. There are also products and treatmersghier parts of the world that could be
introduced into the United States following FDA apl.

Many of our competitors are larger than we aretesnce substantially greater financial, marketing sewthnical resources than we have.
Other smaller companies may also prove to be sigmf competitors, sometimes through collaboratirangements with large and establishe
companies. If any of our present or future competiievelop new products that are superior to Actha financial performance may be
materially and adversely affected.

With the increase in our net sales, we likely wttract additional competitiol



See Item 1ARisk Factors:Risks Associated with our Business” for a discussibadditional risks related to competition.

Manufacturing

Acthar is derived from the extraction and purifioatof porcine pituitary glands through complicafgdcesses, and is difficult to
manufacture. Acthar bulk concentrate, the activ@rplaceutical ingredient, or API, used in Acthaprscessed in several stages to produce a
purified raw material for formulation. We producar@wn API at our BioVectra subsidiary. We havaip@y agreement with Cangene
bioPharma Inc., or Cangene, to manufacture comaldeyaantities of Acthar finished product. Cangeeur sole source supplier for Acthar
finished product. The processes used to manufaanddest Acthar are complex and subject to FDfaéndgon and approval. Acthar has a s
life of 18 months from the date of manufacture.

During the year ended December 31, 2011, we enierte@n agreement with a third party vendor tovjate potency and toxicity testing
on Acthar prior to releasing the product for comoredrdistribution. Beginning on January 1, 2012 #greement provides for a maximum
number of tests to be performed each year. Testsrpeed in excess of the maximum are to be paid per test basis. We have been in
compliance with the terms of our agreement with third party vendor.

Our internal manufacturing facilities for API orrdiinished goods contract manufacturers may natlide to continue to meet our
requirements for quality, quantity and timelineSsir internal manufacturing facilities or contrachmufacturers may not be able to meet all of
the FDA'’s current good manufacturing practice, GBMP, requirements.

Our dependence upon others for the manufacturerdirished products may adversely affect the fiforofit margin on the sale of thc
products and our ability to develop and deliverduets on a timely and competitive basis. We ddohawe substitute suppliers for our products
although we strive to plan appropriately and mamsafety stocks of product to cover unforeseemesvat manufacturing sites.

See Item 1ARisk Factors:Risks Associated with our Business” for a discussibadditional risks related to manufacturing.

Research and Development

Our research and development program for Acthfocigsed on: (i) the continued evaluation of the afs&cthar for certain on-label
indications; (ii) the investigation of other potiahuses of Acthar for indications not currently &ARpproved; and (iii) the expansion of our
understanding of how Acthar works in the human bgaharmacology), and ultimately, its mechanism{ation in the disease states for
which it is currently used, or may be used in thiife. We conduct research internally and alsautiinaccontracts with third parties.

We are currently conducting on-label Phase 4 dirticals in Nephrotic Syndrome and Systemic Lugaghematosus. We are currently
conducting Phase 2 clinical trials in Diabetic Neygathy, Amyotrophic Lateral Sclerosis and Acutsteatory Distress Syndrome to explore
the possibility of pursuing FDA approval for indimas not currently on the Acthar label. We conéirta conduct non-clinical and clinical
pharmacology studies to expand our understandigthfar and its mechanism of action|



We also provide financial grants to support indejegn academic research such as investigator gttistudies. In 2013, we provided $
million in financial grants to support investigatoitiated studies.

We have also initiated a research and developnregtam for Synacthen Depot. Novartis has the righérminate the license allowing
us to develop, market, manufacture, distributd,as@ commercialize Synacthen and Synacthen Depbei United States under certain
circumstances, including if we fail within time pedts set forth in the License Agreement to achmamtain development milestones related to
(i) conducting a préND meeting with the United States Food and Drugniwdstration, or FDA, with respect to SynactherBgnacthen Depao
(i) commencing a clinical trial with respect tor&cthen or Synacthen Depot and (iii) submittingga dlrug application, or NDA, for
Synacthen or Synacthen Depot for filing with theA=D

We anticipate that these research and developrifentsewill result in a significant increase in essch and development expense in 201
and future years.

During the years ended December 31, 2013, 2012@hd, we spent $59.7 million, $34.3 million and EL&illion, respectively, on
research and development activities.

The expenditures that will be necessary to exenute@levelopment plans are subject to numerous taicges, which may affect our
research and development expenditures and cap#alirces. For instance, the duration and the ¢atinaal trials may vary significantly
depending on a variety of factors including a Bigkrotocol, the number of patients in the tribk turation of patient follow-up, the number of
clinical sites in the trial, and the length of timegjuired to enroll suitable patients or subjeteen if earlier results are positive, we may obtain
different results in later stages of developmenrtiuding failure to show the desired safety oraaitiy, which could impact our development
expenditures for a particular indication, affectA&-Bpproval of the indication in the label, and/feat our sales of Acthar for existing
commercialized indications. Although we spend astigrable amount of time planning our developmetividies, we may be required to
deviate from our plan based on new circumstances@nts or our assessment from time to time ofrécpéar indication’s market potential,
other product opportunities and our corporate firgs. Any deviation from our plan may require asricur higher or lower levels of
expenditures or accelerate or delay the timinguofdevelopment spending. Furthermore, as we obtguits from trials and review the path
toward regulatory approval, we may elect to distw# development of certain indications or prodistdidates, in order to focus our
resources on more promising indications or candglahs a result, we are unable to reliably estirtts#eamount or range of the cost and timing
to complete our product development programs anl &dure product development program.

See Item 1/ Risk FactorsRisks Associated with our Busin” for a discussion of additional risks related toesgsh and developmel



Compliance

We have an active compliance program led by ouefGBompliance Officer who reports directly to ouni€f Executive Officer and to tl
Compliance Committee of our Board of Directors. ©@ompliance program is based on the Office of InggeGeneral’s guidance relating to
the following elements of an effective compliancegram: (i) written policies and procedures, (dhtpliance officer and compliance
committee, (iii) effective training and communiaatj (iv) effective lines of communication, (v) mtoring and auditing, (vi) enforcement and
disciplinary guidelines, and (vii) corrective actiprocess.

Patents and Proprietary Rights

The FDA first approved the use of Acthar in 195%] &cthar is no longer subject to patent protectiethar does have orphan drug
exclusivity for its infantile spasm indication thettends until October 15, 2017 for that indicatiory.

For Acthar, our success depends partially uporability to maintain confidentiality and operate mout infringing upon the proprietary
rights of third parties. We rely primarily on a cbimation of copyright, trademark and trade se@wefs| confidentiality procedures, and
contractual provisions to protect our intellectpedperty.

Our efforts to protect our intellectual propertyymeot be adequate. Our competitors may independdatielop similar technology or
duplicate our products or services. Unauthorizetiggamay infringe upon or misappropriate our prduservices, trade secrets or other
proprietary information. In addition, the laws @inse foreign countries do not protect intellectualgerty rights as well as the laws of the
United States. In the future, litigation may beessary to enforce our intellectual property rigit$o determine the validity and scope of the
proprietary rights of others. Any such litigatiooutd be time consuming, costly and face an uncedaicome.

We could be subject to intellectual property inflgment claims as we expand our position in oureily targeted therapeutic areas and
enter new therapeutic areas. Defending against ttlasns, even if the claims are without merit,Iddue expensive and may divert our
attention from our operations. If we become lidbl¢hird parties for infringing upon their intelke@l property rights, we could be required to
pay substantial damage awards and be forced tdagemen-infringing technology, obtain a licensecease using the applications that contain
the infringing technology or content. We may behiado develop non-infringing technology or contenbbtain a license on commercially
reasonable terms, or at all.

See Item 1ARisk Factors:Risks Associated with our Business” for a discussibadditional risks related to patents and petariy
rights.

Government Regulation

Our pharmaceutical products are subject to extergdvernment regulation in the United States. FBdufations govern, among other
things, the research, development, testing, matwioquality control, labeling, storage, recor@iieg, approval, sale, distribution,
advertising and promotion of our products.

The FDA testing and approval process for new irtdhoa for previously approved drugs requires suligthtime, effort and money. Any
application we submit to the FDA may not be timapproved, if at all



Under the Food, Drug, and Cosmetic Act, or FDCAARIpproval is required before any new drug, or prgviously approved drug with
a new indication, can be marketed in the UnitedeStaAs a general matter, the FDA must approve A Nefore a new drug product may be
marketed in the United States, and a supplemeateldnug application, or SNDA, before a previoughpived drug with a new indication can
be marketed in the United States. NDAs and sNDAenafequire extensive studies and submission afgelamount of data by the applicant.

The FDA may withdraw product approval for non-coiapte with regulatory requirements or if safetyefficacy problems occur after
the product reaches the market. The FDA also repdiwver to require changes in labeling or to prefether marketing of a product based on
the results of post-marketing programs.

The facilities, procedures, and operations of aternal manufacturing facilities and contract mactiirers must be determined to be
adequate by the FDA before an NDA or sNDA is apptb\Additionally, manufacturing facilities are setj to inspections by the FDA for
compliance with cGMP, licensing specifications, atider FDA regulations on an @wing basis. Vendors that supply to us finishedipots o
components used to manufacture, package and ledmbliqis are subject to similar regulations andgukciinspections.

Following such inspections, the FDA may issue region Form 483 and issue Warning Letters that coaulde us to modify certain
activities identified during the inspection. The AQenerally issues a Form 483 notice at the coratusf an FDA inspection and lists
conditions the FDA investigators believe may vielaGMP or other FDA regulations. FDA guidelinesdifyethat a Warning Letter be issued
only for violations of “regulatory significance” favhich the failure to adequately and promptly aghicorrection may be expected to result in
an enforcement action.

In addition, the FDA imposes a number of complegutatory requirements on entities that advertise@momote pharmaceuticals,
including but not limited to, standards and regalat for direct-to-physician promotion, directd¢onsumer advertising, payments to physici
communications about off-label uses, industry-spoed scientific and educational activities and potional activities involving the internet.

Our sales and marketing activities are monitoredurycompliance team, which is headed by our GB@hpliance Officer. Our Chief
Compliance Officer reports to our Chief Executivificer and the Compliance Committee of our Boardokctors. Our Chief Compliance
Officer is also supported by our General Counsdlather internal and external personnel.

Failure to comply with FDA and other governmenggulations can result in fines, unanticipated caamgle expenditures, recall or
seizure of products and promotional materials] tmtg@artial suspension of production and/or disttion, suspension of the FDA'’s review of
NDAs or sNDAs, injunctions, disqualification fronagicipation in government reimbursement progrant @iminal prosecution. Any of the
actions or events could have a material adversetafih us both financially and reputationally.

In addition to regulation by the FDA, the Drug Ermfement Administration, or DEA, imposes variousisergtion, recordkeeping and
reporting requirements, procurement and manufaguguotas, labeling and packaging requirementsirisgcontrols and a restriction on
prescription refills on certain pharmaceutical pro



under the Controlled Substances Act. States alposmsimilar requirements for handling controlledstances. A principal factor in
determining the particular requirements, if anyplaable to a product is the actual or potentialsgbprofile. Controlled substances are subjec
to DEA and state regulations relating to manufactyrstorage, distribution and physician presooiptprocedures, and the DEA regulates the
amount of the scheduled substance that would bi&ableafor clinical trials and commercial distrilon.

We are also subject to federal, state, local areido environmental laws and regulations. We belighat our operations comply in all
material respects with applicable environmentakland regulations in each country where we haussméss presence. The costs of
compliance with these laws and regulations are highare likely to increase in the future and ailpufe on our part to comply with these laws
may subject us to significant liabilities and otpenalties.

See Iltem 1ARisk Factors:Risks Associated with Government Regulation andtH&zare Reform” for a discussion of additionakss
related to government regulation.

Human Resources
As of January 31, 2014, we had 703 full-time empts; 324 of whom are engaged in sales and comndimatian activities.

Our continued success will depend in large paidwumability to attract and retain key employees. Mébeve that our relationship with ¢
employees is good. None of our employees is repteddy a collective bargaining agreement, nor heeexperienced work stoppages.

General Information

We incorporated in California in September 199Zgpros Pharmaceutical Corporation. In November 1889changed our name to
Questcor Pharmaceuticals, Inc. We are located@ Nérth Kellogg Drive, Suite D, Anaheim, Califoar®2807, and our telephone number is
(714) 786-4200.

We make the following reports available on our vighstwww.questcor.comfree of charge as soon as practicable aftegfilith the
U.S. Securities and Exchange Commission, or SEC:

e Our annual reports on Form 10-K, quarterly r&pon Form 10-Q, current reports on Form 8-K, jpnaxy statements on Schedule
14A, and amendments to these reports and stater

» Our policies related to corporate governaneeluding our Code of Conduct which apply to ouediors, officers and employees
(including our principal executive officer and pripal financial and accounting officer) that we badopted to meet the
requirements set forth in the rules and regulatafithe SEC and its corporate governance princijpaled

e The charters of the Audit, Compensation, Norima& Corporate Governance, Compliance, ScienckStrategic Advisory Committees
of our Board of Directors



All such reports are also available free of chaiigeEDGAR through the SEC websitevw.sec.govIn addition, the public may read and
copy material filed by us with the SEC at the SE@iblic reference room located at 100 F St., NEsNifggton, D.C., 20549. Information
regarding operation of the SEC’s public referermmmn can be obtained by calling the SEC at 1-800-888D. The contents of our website are
not incorporated by reference into this Annual Réj



Iltem 1A. Risk Factors

Investment in our stock involves a high degredsi. 1Our business, operating results, growth prospend financial condition are subj
to various risks, many of which are not exclusiwithin our control, that may cause actual perfanogato differ materially from historical or
projected future performance. We urge you to carsidrefully the risks described below, togethahhe other information in this report and
our other public filings, before making investmentisions regarding our stock. Each of these &skofs, as well as additional risks not
presently known to us or that we currently deem atemial, could adversely affect our business, dpegaesults, growth prospects or financial
condition, as well as the trading price of our comnnstock, in which case you may lose all or pastafr investment.

Risks Associated with our Business
Substantially all of our net sales and profits are derived from Acthar.

For the year ended December 31, 2013, approxim@&éty of our total net sales were attributable togale of Acthar for the treatment
the following on-label indications: Nephrotic Syodre, certain rheumatology-related conditions, M&cexbations in adults and IS. We expec
to continue to rely on sales of Acthar for thesdidations for a significant percentage of our ra¢s and profits for the foreseeable future.

In 2010, the FDA completed its review and modenimzeof the Acthar label, which led to Acthar maiiming its approval for 19
indications. However, relative to other more rebeapproved pharmaceutical products, evidence offi gfficacy for Acthar does not include
clinical trials except for the IS and MS indicatioespite the recent significant increase in Acfitascriptions for on-label indications, this
limited clinical efficacy profile could impact fute sales of Acthar. Questcor has commenced Phaggcal trials in an effort to supplement
the non-clinical evidence supporting the use ohactin the treatment of the on-label indicationsdaidpathic Membraneous Nephropathy and
Systemic Lupus Erythematosus. The completion obomggor future clinical trials to provide furthevidence on the efficacy of Acthar in the
treatment of its approved indications could takess& years to complete and will require the exjtenel of significant time, financial and
management resources and a clinical trial mayesilt in data that supports the use of Acthardattany of its approved indications. In
addition, a clinical trial to evaluate the use aftidar to treat indications not on the current Actbel may not provide a basis to pursue addin
such indications to the current Acthar label. Oftwrés to receive approval for new indications tiddao the current Acthar label would require
one or more additional clinical studies and thepration and submission of a SNDA with the FDA, angt submission may not ultimately be
approved by the FD/



The demand for Acthar to treat NS, rheumatologgtesl conditions, MS exacerbations, IS, and respiyahanifestations of symptomatic
sarcoidosis is subject to significant short-termalaility. We believe that investors should consider results over several quarters when
analyzing our performance. We believe that thisalmlity in demand can be caused by several factioctuding the following:

«  Small Number of Prescriptions. Acthar is apguto treat patients with rare diseases. Therefloeenumber of prescriptions for
Acthar is small relative to many other drug produbtat are used for larger patient populationsa Assult, prescriptions and sales
for Acthar can have greater variability from quattequarter

» MS Exacerbation Seasonality. The incidence 8f@&tacerbations is potentially higher in the summenths, possibly due to
warmer weather, as well as during the holiday segsossibly due to increased stre

* Insurance Plan Annual Enrollment. In prior ffigeiarter periods, there were temporary reductiotise number of paid and shipped
prescriptions for Acthar due to a slowdown in thegessing of insurance coverage. Based on disaisssiith our reimbursement
hub, as well as personnel at specialty pharmab#&sprocess and ship Acthar prescriptions, we beliBese slowdowns may have
been due to additional insurance coverage velrifioactivities required as a result of annual inasge plan r-enrollment.

Recommended treatment regimens among physiciassriiieg Acthar for use in treating NS, rheumatgloglated conditions, MS
exacerbations, IS and respiratory manifestatiorsyofptomatic sarcoidosis vary within each theraperea. If physicians prescribe a lower
number of vials for the treatment of any of thesdidations, our net sales of Acthar could declikdditionally, we are aware that some
prescriptions are initially for a lower number ¢&lg than is necessary to complete the physici@temmended treatment regimen, and allow
for one or more prescription refills. If patients ot obtain their refill prescriptions in orderdomplete their recommended treatment regin
our net sales from the sale of Acthar would be tieglgg impacted. We may not be able to increassg@iption levels by enough to offset any
decline in vials per prescription.

If the sales of or demand for Acthar declineshifd-party payers refuse to provide, or make itssaibtially more difficult to obtain,
reimbursement for purchases of Acthar, if a greateportion of our Acthar unit sales is compriségmduct dispensed to Medicaid eligible
patients or if vials sourced through various pdtassistance programs increase as a percent bshipanents, our net sales of Acthar would be
negatively impacted. If the cost to produce Actinareases, our gross margins on the sale of Acihald decline. If our net sales or gross
margins from the sale of Acthar decline, our apild generate profits would be harmed.

We may be negatively affected by lower reimbursement rates.

Our ability to generate pharmaceutical net sale$fected by the availability of third party reinMsement for Acthar, and our ability to
generate net sales will be diminished if we faiftaintain an adequate level of reimbursement fahéwcfrom such third party payers.

Acthar is a very low-volume, highly-specialized phaceutical product and the sale of Acthar depamngart on the availability of
reimbursement from insurers, including state awifal health care plans such as Medicare and Mddasiwell as managed care providers
and private insurance plans. Like other very lowsuee, highly specialized pharmaceutical productgthAr is expensive relative to other types
of pharmaceutical products, with the cost per bihg approximately $31,000 (this is the amountsfagr invoices its specialty distributor; 1



Company does not have visibility into the mark-apglied by specialty pharmacies). In the U.S. dleve been, and we expect there will
continue to be, a number of state and federal malpdhat limit the amount that third party pay@sy pay to reimburse the cost of drugs,
including Acthar. We believe the increasing emphasi managed care in the U.S. has and will contiogeit pressure on the usage of Acthar.
In addition, current third party reimbursement pi@ls for Acthar may change at any time and suchgéscould include, among other things,
required pre- authorizations, lower reimbursemerthe loss of insurance coverage. For exampleQir2 ZAetna issued a policy update that
appeared to remove coverage for Acthar for mulgproved indications and limit coverage to Westdsgme (infantile spasms). However,
Aetna like most health insurers, offers plans wilhying levels of coverage. In its most recent@plipdate (June 2014) Aetna clarified that
certain Aetna plans cover all FDA-approved indimasi for Acthar. For patients with those plans,28&2 policy update would not apply. Like
most insurance carriers, Aetna provides approvalotifiar on a patient-by-patient basis, after cdmefuiew of prior authorization submission,
and appeal submission, if applicable. However, tiegg@hanges in policies or practices of third parayers or third party payers’ refusal to
reimburse for Acthar may reduce the demand fothemprice of, Acthar, which could result in slovggowth in Acthar sales or even lower
Acthar net sales overall.

Beginning April 1, 2013, Medicare payments foritdms and services, including drugs and biologjdads'e been reduced by 2% under
sequestration (i.e., automatic spending reductimtg)ired by the Budget Control Act of 2011, PubNb. 112-25, as amended by the
American Taxpayer Relief Act of 2012, Pub. L. 1482The Bipartisan Budget Act of 2013, Pub. L. M53-67, extended the 2% reduction to
2023. Medicare Part D plans may seek discounts freiifiCongress does not modify these sequestsatiothe future. Other legislative or
regulatory cost containment provisions, as desdrilow, could have a similar effect. This may niegdy impact our net sales. In December
2013, Tricare issued a coverage policy bulletinfothar restricting the use of Acthar to infansigasms and limited other cases. The use of
Acthar by patients enrolled in Tricare may decressa result of this coverage decision. Based fmnnation available to the Company,
prescriptions for Acthar covered by Tricare repnésd approximately 3.1% of the total patients piiescl Acthar for the year ended
December 31, 2013.

Reimbursement of highly-specialized products, saghcthar, is typically reviewed and approved arigé on a patient-by-patient, case-
by-case basis, after careful review of details réigg a patient’s health and treatment history thgtrovided to the insurance carriers through
prior authorization submission, and appeal submissf applicable. During this case-by-case revithe, reviewer may refer to coverage
guidelines issued by that carrier. These coveragdetines are generally updated annually, semi-altyyor spontaneously by insurance
carriers. Because of the large number of carribese is a large number of guideline updates issaet year.

For the past several years, the overall reimburaénages (i.e., the percentage of prescriptions@apgal for insurance coverage out of the
total number reviewed for coverage) for Acthar asrall third party payers have remained favorabteralatively consistent. Specifically,
based on information available to the Companygtherall reimbursement rate for Acthar across attitparty payers was approximately 94%,
91% and 89% for the years ended 2011, 2012 and, 2843ectively. The Company views these rates\asdble because they indicate that
significantly more prescriptions are being approtrezh are being denied, meaning that a high Iefyghtients



who are being prescribed Acthar are receiving msce coverage for such prescriptions upon completidhe insurance review process. We
also view these rates as relatively consistentrgiliat the overall reimbursement rates have notdhted significantly over the three year
period. The Company believes that reimbursemeasifar Acthar have remained favorable and relatigehsistent in large part because
Acthar is generally reserved by physicians forgras with more severe forms of the medical conalitifior which the drug is being prescribed,
the patient has often not properly responded terdtierapies and Acthar is approved by the FDAHat medical condition. Notwithstanding
the reimbursement experience of Acthar in receats/ghere can be no assurance that the reimbunseates for Acthar will not decline in the
future due to, among other possible events, pal@nges by third party payers.

We are unable to predict what additional legistatio regulation or changes in third party coverage reimbursement policies may be
enacted or issued in the future or what effect degtslation, regulation and policy changes wowddion our business.

The manufacture of Acthar isa highly exacting and complex process and, if our internal manufacturing operations or any of our suppliers
encounter problems manufacturing products, our business could suffer.

Acthar is derived from the extraction and purifioatof porcine pituitary glands through complicadcesses and, as a result, Acthar is
difficult to manufacture. Biological products sua$ Acthar require production processes that argfisigntly more complicated than those
required for chemical pharmaceuticals, due in fmastrict regulatory requirements. Problems mageaduring manufacturing for a variety of
reasons, including equipment malfunction, failwédlow specific protocols and procedures, protgesith raw materials, natural disasters,
and environmental factors. In addition, we curngnse single source and sole source supplierseftaio aspects of the manufacturing proces:
of Acthar. For example, we currently obtain ouiidired Acthar product from a sole source suppliangene. Reliance on those third party
suppliers entails risks to which we would not bbjeat if we conducted those aspects of manufaguwinrselves, including reliance on those
third parties for regulatory compliance and quadisgurance.

If problems arise during the production of a bat€product, that batch of product may have to lsealided. Among other impacts to our
business, lost batches could lead to increased,dost revenue, damage to our reputation, chaingasysician practices with respect to the
of Acthar, time and expense spent investigatingcthese of such problems and, depending on the csiusiar losses with respect to other
batches of Acthar. If we do not discover problerafole Acthar is released to the market, we also imayr recall and product liability costs.
To the extent that our internal manufacturing fdes or one of our suppliers experiences significaanufacturing problems, these could have
a material adverse effect on our revenues andtabilfty.

On January 18, 2013, we acquired all of the outktanshares of BioVectra which, among other thipgeduces the API for Acthar. As
result of the acquisition of BioVectra, we currgnise our own internal facilities to manufacture &PI for Acthar. Our ability to adequately
and timely manufacture and supply Acthar is depehde the uninterrupted and efficient operatiomuwi facilities, which may be impacted by
many events. Furthermore, our ability to retain BéyVectra management and successfully integraté/&itra could impact ot



ability to manufacture or sell Acthar. In the eveht material disruption in the manufacturing dafity of BioVectra for any reason, if we
were unable to enter into a supply agreement wittird party manufacturer, or are unable to obEDA approval for a third party
manufacturer, we may not be able to manufactuselbActhar, which would result in a loss of alma#tof our revenues and damage to our
business.

We have a supply agreement with Cangene to prooucgnished vials of Acthar. Our supply agreemwiih this vendor is in effect un
terminated by either party upon 12 months’ notitthe vendor terminates the agreement, it is @léid under the agreement to continue to
provide manufacturing services for up to three gediter the termination. If either party cancels spply agreement, and we are unable to
enter into a new supply agreement on substansatylar terms with a new manufacturer, or are uaablobtain FDA approval for a new
manufacturer, we may not be able to manufactussibActhar, which would result in a loss of almaBtof our revenues and damage to our
business.

Failure by our internal manufacturing facilitiesaur third-party suppliers or manufacturers to chnwith regulatory requirements could
adversely affect our ability to manufacture APRathar or our third-party suppliers’ ability to sulp finished vials of Acthar. All facilities and
manufacturing techniques used for the manufactuph@armaceutical products must be operated in corifg with the FDA’'s cGMP
requirements. In complying with cGMP requirements, and our suppliers, must continually expend timeney and effort in production,
record-keeping and quality assurance and contrehsuoire that our products and product candidates applicable specifications and other
requirements for product safety, efficacy and dyaManufacturing facilities are subject to periodinannounced inspection by the FDA and
other regulatory authorities, including state adthes. The failure of our internal manufacturiragilities or our third-party suppliers to comply
with applicable legal requirements could be thesbfas the FDA to issue a warning or untitled letteithdraw approvals for product candidz
previously granted to us, or to take other legakgulatory action, including recall or seizurdatar partial suspension of production,
suspension of ongoing clinical trials, refusal pp@ve pending applications or supplemental apiiing, detention of product, refusal to
permit the import or export of products, injuncti@n imposing civil and criminal penalties.

Any delay in supplying, or failure to supply, Actiay our manufacturing facilities or any of our pliprs could result in our inability to
meet the commercial demand for Acthar or our néadsse in clinical trials, and could adverselyeatfour business, financial condition,
results of operations and growth prospects.

Product Safety

Negative health outcomes for patients using Actioaild (1) lessen the frequency with which physisidecide to prescribe Acthar,
(2) encourage physicians to stop prescribing Actbidineir patients who previously had been prescricthar, (3) cause reportable serious
adverse events and give rise to product liabiliynes against us, and (4) result in our need tbdvaw or recall Acthar from the marketpla



Patients who use Acthar already often have sevet@dvanced stages of disease and known as watkaswn significant pre-existing
and potentially life-threatening health risks, irdihg, for example, congestive heart failure, diebmellitus, chronic kidney failure,
encephalopathies, and seizures. Additionally, Acidaften used to treat certain auto-immune caomaltand is known to impact the immune
system, creating risk for the increased potenfiaifection in patients while taking Acthar. Duritige course of treatment, patients may suffer
adverse events, including death, for reasons thgtan may not be related to Acthar. Such eventtdcsubject us to costly litigation, delay,
negatively impact or end our opportunity to recadvenaintain regulatory approval to market Actlmarmaterially impact our
commercialization efforts. Even in a circumstantehich we do not believe that an adverse everléded to Acthar, the investigation into
circumstance may be time consuming or inconclusifese investigations may interrupt our sales &ffor impact and limit the type of
regulatory approvals Acthar receives or maintains.

From January 1, 2011 to December 31, 2013, 1,022nts have reported an adverse event while onakathd 3,100 adverse events t
been reported by these patients. The number adiatieporting an adverse event as a percentggesyriptions was 4.8%, 4.9%, and 3.0%,
respectively, for the years ended 2013, 2012 aid .Zbhe number of adverse events reported perayaang patients reported to have been
using Acthar as a percentage of prescriptions \8a&4, 15.8% and 9.1%, respectively, for the yeaded 2013, 2012 and 2011. These ad\
events are based on reports to the Company arieltAe As the FDA’s FAERS website points out, “thé&eo certainty that the reported even
(adverse event or dedication error) was actualy/tduthe product. FDA does not require that a daesationship between a product and event
be proven, and reports do not always contain endetgil to properly evaluate an event.” For these @ther reasons, the FDA states “FAERS
data cannot be used to calculate the incidence aflgerse event or medication error in the U.Sufadjpn.” Also, the types of adverse events
that have occurred are consistent with the cusafety profile of Acthar as presented in its priddeg information, no new safety signals have
occurred, and we continue to comply with all appiate safety, surveillance and reporting requirgdhe FDA.

Since 2011, Questcor has continued to launch gatesbtional efforts to new specialty physician aundies related to an increasing
number of on-label indications. These efforts ideld an increase in promotion to nephrologists beggin late 2011, a new promotional
effort to rheumatologists focusing on dermatomysigiblymyositis beginning in 2012, and a furthesrgmse in promotion to rheumatologists
for DM/PM and other rheumatology-related indicaidreginning in early 2013. More recently, we begarew promotional effort to
pulmonologists for respitory manifestations of syampatic sarcoidosis in early 2013 and in June 2@&4ncreased our promotional efforts in
rheumotology for SLE. Typically there is an expécigcrease in the reporting rate of adverse evasgsciated with the increased use of the
product in the new patient population.

We believe the increase in reported adverse easnaspercentage of total prescriptions from 201208 is primarily attributable to the
fact that prior to 2012, the primary use of Acthas for the treatment of infantile spasms or aewtecerbations in MS. In general, the number
of concomitant medications (i.e, medications be



used by the patient at the same time the patiertiigy Acthar) or comorbidities (i.e., the patieas one or more medical conditions in additior
to the medical condition related to the patiense of Acthar) for these two patient populationstipalarly MS, is relatively small and stable.
However, for nephrology and rheumatology patiettts,patients generally have a significant numberoofiorbidities, and are usually taking
multiple concomitant medications. Many of the patseare on multiple other medications such as inoauppressants, antihypertensives,
diuretics, etc. These medications may also be a@dedowith adverse events similar to those repdded\cthar, such as infections,
hypertension, renal changes, weight changes etarBless of other medications or comorbidities thay be present in a patient report, any
adverse event report received by Questcor is repactthe FDA even if other medications or comati@d may also be present and could be
potentially contributing to the adverse event répor

We have no patent protection for Acthar, and existing and potentially competitive products to Acthar may reduce or eliminate our
commercial opportunity.

The composition patent for Acthar has expired archvay have no patent-based market exclusivity meispect to any indication or
condition we might target.

There are products and treatments currently omtdmdket that compete with Acthar. In addition, thepnaceutical and biotechnology
industries are intensely competitive and subjecapod and significant technological change, amdimber of companies are pursuing the
development of products that target the same diseasd conditions that we target. Some of the caiepaleveloping products have
significantly greater financial resources and etipelin development, manufacturing, obtaining ratarly approvals and marketing than we do
Other smaller companies may also prove to be $ogmf competitors, particularly through collabovatarrangements with large and
established companies. In the event we are sucté@sgtirther developing markets for Acthar, ouclieasing the overall sales volume of Ac
may lead other companies to dedicate greater res®to attempt to develop and introduce gener@asimilar versions of Acthar and other
competitive therapies for the same diseases artitamrs that we target. We cannot predict with aiacy the timing or impact of the
introduction of additional competitive productstbeir possible effect on our net sales. If a coibgedid apply to the FDA for a generic or
biosimilar version of Acthar or any competitive guzt not based on ACTH (adrenocorticotropic hormpowe would not receive any notice
from the FDA about the existence of the applicatfeurther, the announcement of a filing with theARiglating to a potentially competitive
product could have an adverse effect on our busiaed share price, regardless of the ultimate outoaf such filing.

We rely on trade secrets and proprietary know-hawAicthar. We currently seek protection, in pdrtpugh confidentiality and
proprietary information agreements. These agreesmaay not provide meaningful protection or adequeteedies for proprietary technology
in the event of unauthorized use or disclosureoofidential and proprietary information. The pasti@ay not comply with or may breach these
agreements. Furthermore, our trade secrets mawosiegebhecome known to, or be independently develdpe competitors.

Our success will further depend, in part, on odulitglio operate without infringing the proprietarights of others. If our activities
infringe on patents owned by others, we could irstrstantial costs in defending oursel



in suits brought against a licensor or us. In aoldjtsuch litigation or the threat of litigationudd create substantial distractions for our
management, which would decrease our ability tagam increasing sales of Acthar. Should Acthatsosissociated technologies be found to
infringe on patents issued to third parties, theufiacture, use and sale of Acthar could be enjgiaed we could be required to pay substanti
damages. In addition, we, in connection with theeflgpment and use of Acthar and its associatechtdabies, may be required to obtain
licenses to patents or other proprietary rightshfl parties, which may not be made availableesms acceptable to us or at all.

Our attemptsto further develop other on-label therapeutic uses for our pharmaceutical products may be unsuccessful.

In connection with the FDA’s October 2010 appraviadbur SNDA to add the treatment of IS to the ladfedpproved indications for
Acthar, the overall label for Acthar was modernized there are now 19 approved indications, inalgidie treatment of IS, the treatment of
acute exacerbations of MS in adults, the use ofidcto induce a diuresis or a remission of proténin the nephrotic syndrome without
uremia of the idiopathic type or that due to lupaghematosus, and the treatment of certain rhealogpt related conditions including the rare
and closely related neuromuscular disorders DM/Ebmmercializing Acthar to treat other on-label gations, such as for the treatment of
respiratory manifestations of symptomatic sarcagjagill be time consuming, expensive and unpredilet. We may not be able to, either by
ourselves or in collaboration with others, sucadstommercialize Acthar for the treatment of nem;label therapeutic uses.

Once developed, a number of factors may negatafédct the market acceptance of additional therapeses for our pharmaceutical
products, including, among others:

» the price of our products relative to other thegagor the same or similar treatmet
« limited published data of the efficacy of our prottufor such additional therapeutic us

» the perception by patients, physicians andratiembers of the health care community of the gafetl efficacy of our products for
their prescribed treatmen

» the availability of thir-party reimbursement for our products; ¢

» the effectiveness of our sales and marketing eff

If the additional therapeutic uses for our prodaetsnot accepted by the market, our ability toagoor business will be affected.

If our business partners do not fulfill their obligations with respect to any future collaboration agreements our revenues and our business
will suffer.

We may decide to collaborate with third partiethe commercialization of new products or new orelaberapeutic uses for Acthar or
our products, such collaboration may require usotomit substantial effort and expense in seekingeualuating and negotiating collaborat

agreements, which expense may be incurred withthieging our desired results and which effort imed inherent risks, including
uncertainties due to matte



that may affect the successful commercializatiosuwh uses, as well as the possibility of contedaisagreements with regard to terms suu
proprietary rights, license scope, net income aydlty calculation or termination rights. It may becessary for us to enter into arrangements
with other pharmaceutical companies in order teaifely market any new, on-label therapeutic dese#cthar. We may not be successful in
entering into such arrangements on terms favotahls or at all.

The amount and timing of resources dedicated bycolleborators to their collaborations with us aog within our control. If any
collaborator breaches or terminates its agreenvetiisus or fails to conduct its collaborative adtas in a timely manner, the
commercialization of our product candidates cowddlowed or blocked completely. In addition, oultatmorative partners may change their
strategic focus, pursue alternative technologiegeselop alternative products as a means for dpirejdreatments for the diseases targeted b
these collaborative programs and these could campigh products we are developing.

Further, our collaborations may not be succesBhisputes may arise between us and our collaborasts a variety of matters, includi
financing obligations under our agreements and ostnig of intellectual property rights. These digsutay be both expensive and time-
consuming and may result in delays in the developgraed commercialization of products. If any of lreduct candidates that we are
commercializing with collaborators are delayed locked from entering the market or we experiencegased costs as a result of our
relationship with our collaborators, our finangi@rformance could be adversely affected.

We depend substantially on third partiesto assist usin our research and development; our efforts to increase our in-house capabilitiesto
conduct research and development projects may be unsuccessful.

We heavily rely upon third-party vendors to plaonduct and report on clinical trials for uses ottfer and other products. Managing
these third-party contract research organization€ROs, requires significant time and resourageshé event that any of our CROs has
unforeseen compliance, quality assurance, or dpagadtdifficulties that negatively impact the quglof its work, our ability to evaluate and
rely upon clinical results may also be negativetpacted. A CRO'’s failure to appropriately conductinical study could also result in FDA
rejecting the data from that study. In additiony ane of these vendors could determine that its @search and development requirements ol
those of other parties take precedence over tlearels and development they provide to us. We cexperience a development gap if one or
more of our clinical trial vendors does not properkecute a clinical trial or chose to prioritizher projects over our development projects.
This prioritization could cause a gap in our reskand development timelines until we achieve frréidvancement of our own capabilities.
Any gap could impact our ability to develop and coencialize other therapeutic uses for Acthar orather products.

Switching or adding new CROs involves additionatand requires management time and focus. If &oyiorelationships with our
third-party CROs terminate, we may not be ablentereinto arrangements with alternative CROs afdso on commercially reasonable terms
We are actively growing our ability to conduct awvn clinical trial research and development prgekt the event that we fail to manage tt
in-house capabilities, we may negatively impact oulitalbo successfully conduct clinical trials foses of Acthar and other produc



A clinical trial failure could adversely affect oability to develop data to support the use of Aciin the treatment of olabel indication:
or file for or gain regulatory approvals for newdications for Acthar or other products on a timedsis.

If pre-clinical trials do not produce successful results or if clinical trials do not demonstrate safety and efficacy in humans, we will not be
able to obtain approval for new products or to add to the label of approved indicationsfor Acthar or our other products.

The regulatory process, which may include extengieeclinical trials and clinical trials to estadflithe safety and efficacy of a new
product or the expansion of a label for an exisfingduct in a new therapeutic area, can lead tenmio outcomes, can span many years, and
requires the expenditure of substantial time asdueces to conduct and to ensure compliance wittptex regulations. Should we fail to
comply with applicable regulations, possible retpiaactions could include warning letters, fineamages, injunctions, civil penalties, reci
seizures of our products and criminal prosecufldrese actions could result in, among other thiagbstantial modifications to our business
practices and operations; refunds, recalls ora twtpartial shutdown of production in one or mof@ur suppliers’ facilities while our
suppliers remedy the alleged violation; the in&piid obtain future pre-market clearances or apgvestrictions on the labeling, promotion
and use of Acthar; and withdrawals or suspensibdusioproducts from the market. Any of these eveotsid disrupt our business and have a
material adverse effect on our revenues and fiadoondition.

In addition, data obtained from peéinical and clinical activities are susceptibleverying interpretations that could delay, limitgeven
regulatory approval or clearance. Also, we may anter delays or rejections based upon changeginatry policy during the development
period and the period of review of any applicationregulatory approval or clearance for Acthapar other products.

Our success in obtaining approval for new prodantsin adding to the label for approved indicatitorsActhar or our other products
will depend on the success of the pre-clinical elimdcal trials conducted by us and our clinica@ltrendors. It can take several years to
complete the pre-clinical and clinical trials ofiew therapeutic use, and a failure of one or mbthese pre-clinical or clinical trials can occur
at any stage of testing. We believe that the dgweémt of new therapeutic uses for our productsliesosignificant risks at each stage of
testing. If pre-clinical or clinical trial difficties and failures arise, new therapeutic usesdopooducts may never be approved for sale or
become commercially viable.

In addition, the possibility exists that:

« the results from early pre-clinical or clinidakls may not be statistically significant or gigtive of results that will be obtained
from expanded, advanced clinical trie

» there may be delay or failure in reaching agres on acceptable terms with prospective contesgtarch organizations, or CROs,
and clinical trial sites, the terms of which canshéject to extensive negotiation and may varyigamtly among different CROs
and trial sites

e we may experience delay or failure in recruiting @nrolling suitable patients to participate imialt



clinical sites and investigators may deviatarfitrial protocol or fail to conduct the trial ic@rdance with regulatory requirements,
or drop out of a trial

feedback from FDA, the institutional review bdgor data safety monitoring boards, or resuttsnfearlier stage or concurrent pre-
clinical and clinical studies, may require modifioa to the study protoca

a proposed new use for Acthar may not exhifgtéxpected therapeutic results in humans, mayedaarsnful side effects or have
other unexpected characteristics that may delgyewniude regulatory approval or limit commerciag usven if approvec

we, institutional review boards, or regulatangluding the FDA, may hold, suspend or termir@ie pre-clinical or clinical research
or the pre-clinical or clinical trials of Actharrfearious reasons, including noncompliance withutatpry requirements or if, in our
or their opinion, the participating subjects arenbeexposed to unacceptable health ri:

the cost of our prclinical or clinical trials may be greater than werently anticipate; an

the difficulties and risks associated with ph@ical and clinical trials may result in the faié to receive regulatory approval, and
could impact our ability to continue to test orstll our products in new or existing therapeutiesusr the inability to commerciali
our products for any of these therapeutic u

The time required to obtain approval by the FDAnpredictable but typically takes many years folligthe commencement of
preclinical studies and clinical trials and depengsn numerous factors, including the substanigardtion of the regulatory authorities. In
addition, approval policies, regulations, or theeyand amount of clinical data necessary to gginaaal may change during the course of a
product’s clinical development and may vary amaurgsglictions. It is possible that Acthar or our@tiproducts will never obtain regulatory
approval for new therapeutic uses.

There are many reasons why we may fail to receiegalatory approval from the FDA, including:

failure to demonstrate to F['s satisfaction that our products are safe and téféefor their proposed indication
failure of clinical trials to meet the level of 8stical significance required for approv

failure to demonstrate that clinical and other ligsheutweigh its safety risk:

disagreement with our interpretation of data framcpinical studies or clinical trial:

the data collected from clinical trials mayibsufficient to support the submission and filifgga NDA or supplement or to obtain
regulatory approval; an

changes in the approval policies or regulationstader our preclinical and clinical data insuffitt for approval



The FDA may require more information, including #idehal preclinical or clinical data to support appal of our products for new
therapeutic uses, which may delay or prevent agbreavd our commercialization plans, or we may detidabandon the development prog
If we were to obtain approval, regulatory authestmay approve our products for fewer or more édhihdications than we request, may gran
approval contingent on the performance of coststoarketing clinical trials, or may approve a prodcandidate with a label that does not
include the labeling claims necessary or desirfdsléhe successful commercialization of that pradiandidate. In addition, if the FDA
determines that there are undesirable side eféectafety issues, the FDA may require the estahblkstt of Risk Evaluation Mitigation
Strategies that may, for instance, restrict distidn and impose burdensome implementation reqengésnon us. Any of the foregoing
scenarios could materially harm the commercial peots for our products in new therapeutic areas.

In addition to regulations in the U.S., if we exdawur operations to the European Union, or EU, vag be subject to a variety of EU, I
Member States, and other foreign regulations gorgrdinical trials. Whether or not we obtain FDppoval for a product, we must obtain
approval of a product by the comparable reguladmtiorities of foreign countries before we can canae clinical trials or marketing of the
product in those countries. The approval processy&om country to country, and the time maydregler or shorter than that required for
FDA approval. The requirements governing the cohd€iclinical trials, product licensing, pricing éimeimbursement vary greatly from
country to country.

If we are unable to obtain approval to add newdations for our products, or if we are unable topgut the commercialization of other
currently labeled indications with additional datar sales and marketing efforts and market acoeptand the commercial potential of Acthar
and our other products may be negatively affected.

We are dependent on third partiesto distribute our pharmaceutical products who may not fulfill their obligations.

We currently have no in-house distribution chanfi@sActhar and we are dependent on a third-parécmlty distributor, CuraScript
Specialty Distributor, to distribute Acthar. Weyreln this distributor for all of our proceeds fraales of Acthar in the United States. The
outsourcing of our distribution function is complexd we may experience difficulties that coulduaa delay or stop shipments of Acthar. If
we encounter such distribution problems, and weauasble to quickly enter into a similar agreemeith\another specialty distributor on
substantially similar terms, Acthar distributionubd become disrupted, resulting in lost revenuesyider dissatisfaction, and/or patient
dissatisfaction.

We may be unable to identify, acquire, close or integrate acquisition targets successfully.

Part of our business strategy includes evaluatotgrgial acquisitions and other business combinatto help create shareholder value.
Acquisitions or similar arrangements may be compliexe consuming and expensive. We may not consumstane negotiations for
acquisitions or other arrangements, which couldltés significant diversion of management and otl@ployee time, as well as substantial
out-of-pocket costs. In addition, there are a numberstéGrand uncertainties relating to our closing ahsactions



If an acquisition or other potential business camabion is consummated, the integration of the aegubusiness, product or other assets
into our company may be complex and time-consuraimd if such businesses, products or assets asuootssfully integrated, we may not
achieve the anticipated benefits.

Furthermore, these acquisitions and other arrangeneven if successfully integrated, may failugter our business strategy as
anticipated or expose us to additional liabilitesociated with an acquired business, productntdoly or other asset or arrangement. Any
of these challenges or risks could impair our gbib realize any benefit from our acquisition oramgement after we have expended resource
on them.

If wefail to realize the anticipated benefits from our acquisition of BioVectra our business and financial condition may be adversely affected.

» the difficulties of overseeing manufacturing opinas in a foreign country where we have no or kditlirect prior experienc
» failure to successfully manage relationships withgdiers and customer

« difficulties in integrating and harmonizing busisesystems

» the loss of key employees; a

» failure to properly protect against foreign curngeachange rate fluctuatior

If we are not able to successfully manage these$sghe anticipated benefits and efficienciehefBioVectra acquisition may not be
realized fully or at all, or may take longer tolizathan expected, and our revenue and gross nsaagid our results of operations may be
adversely affected.

The acquisition of Synacthen and Synacthen Depot could have an adverse impact on future operationsif we are unable to successfully
develop Synacthen Depot for commercial salein the US and/or are unable to successfully transition or grow the international business.

On June 11, 2013 we acquired from Novartis cerigints to Synacthen and Synacthen Depot. The Ledageement we entered into
with Novartis provides for an exclusive, perpetaiadl irrevocable license to develop, market, marnufecdistribute, sell and commercialize
Synacthen and Synacthen Depot. Since our acquisifi®ynacthen and Synacthen Depot, we have impitsdea new research and
development program for Synacthen Depot and intersgéek FDA approval. Novartis has the right tonieate the license under certain
circumstances, including if Questcor fails withimé periods set forth in the License Agreementtuieve certain development milestones
related to (i) conducting a pre-IND meeting witle fRDA with respect to Synacthen or Synacthen Dépptommencing a clinical trial with
respect to Synacthen or Synacthen Depot and (liijrétting an NDA for Synacthen or Synacthen Depoffiling with the FDA. The timing
and process for completing these regulatory mitestas difficult to predict and we may not be ablachieve any or all of these milestones or
a timely basis. We plan to rely on third-partiesémduct research and clinical trials necessamgdet each of the milestones. Our ability to
meet these milestones will depend on a numberabbfs, including our ability to oversee third-pargsearch and clinical trials and our ability
to successfully show the safety and efficacy oféyimen or Synacthen Depot. If Novartis terminateslicense as a result of our failure to n
these milestones, we will not be able to realizeghins in revenues and gross margins and outtsedudperations may be adversely affec



Under an asset purchase agreement with Novartigiie has the right to terminate the right to pase assets and intellectual property
related to Synacthen and Synacthen Depot on amgooyicountry basis if we are unable to obtainribeessary regulatory approvals for such
country or if we fail to make Synacthen Depot ielsgountry for a period of time following the tré@sof the applicable marketing
authorization. If our right to sell Synacthen Dejyoany or all of the countries we have contradtedare terminated, we will not be able to
realize revenue in those countries, which may amhlgaffect our results of operations.

Our business and operations have experienced rapid growth. | f wefail to effectively manage our growth, our business and operating results
could be harmed.

We have experienced rapid growth, both from orggnievth and our recent acquisition of BioVectra aedain rights to Synacthen and
Synacthen Depot, in our headcount and operati@tshts placed, and will continue to place, sigaiftcdemands on our management and
operational and financial infrastructure. To effeelly manage this growth, we will need to contiriaémprove our operational, financial and
management controls and our reporting systems amwgures. These systems enhancements and impnotgewit require significant capital
expenditures and management resources. Failunepierinent these improvements could hurt our alititnanage our growth and our finan
position.

We have begun to establish our international footprint and operations, and we may expand further in the future, which subjectsusto
additional business risks. We may not achieve the results that we or our shareholders expect.

As a result of the BioVectra and Synacthen Depotdactions, we expect to be conducting a portiauobusiness outside of the United
States. Accordingly, we are now subject to risks e@mplexities that could materially and adversdfgct our business, results of operations
and financial condition, including, among othents:

» The increased complexity and costs inherent in giaganternational operation
* The ability of our international subsidiaries ta@sessfully implement their commercial objectiv

» Diverse regulatory, financial and legal reqoients, and any changes to such requirements inoromere countries where we are
located or do busines

e Countny-specific tax laws and regulatior
» Financial risks such as longer sales and paymeahesand difficulty collecting accounts receivab
» Political and economic instabilit

»  Complying with applicable international tra@devs, including but not limited to U.S. and EU s&td laws and regulations, U.S.
anti-boycott laws and regulations, U.S. and EU expontrol laws and regulations; tariffs, exporbtps, custom duties and other
requirements; or other trade restrictions and dranges to then



»  Complying with applicable antierruption laws, including but not limited to theSJ Foreign Corrupt Practices Act, or FCPA, wl
generally prohibit directly or indirectly givingffering, or promising inducements to public officido elicit an improper
commercial advantage. Under the FCPA, this prabibihas been interpreted to apply to doctors ahdranedical professionals
who work in state-run hospitals and state-run healte systems outside the U.S. Some of these lavpwohibit directly or
indirectly giving, offering, or promising (and, some cases, accepting or soliciting) inducemengsrtrom) private parties to elicit
(or grant) an improper commercial advante

» Challenges inherent in efficiently managing emptsya diverse geographies, including the need aptaglystems, policies, bene
and compliance programs to differing labor and otegulations

e Changes in currency rates; ¢

» Regulations relating to data security and the uraiged use of, or access to, commercial and palsoformation.

Failure to effectively manage these risks couldehawnaterial adverse effect on our business.

Theloss of our key management personnel or failure to integrate new management personnel could have an adverse impact on future
operations.

We are highly dependent on the services of thecipdth members of our senior management team, ankb#is of one or more member:
senior management could create significant disoagti our ability to operate our business. We dbcaery key person life insurance for our
senior management or other personnel. Additiontily future potential growth and expansion of ausibess is placing increased demands ot
our management skills and resources. Recruitingetaghing management and operational personneiiorm sales and marketing, financial
operations, clinical development, regulatory affagompliance, quality assurance, medical affaics@ntract manufacturing in the future will
also be critical to our success. We do not knoweifwill be able to attract and retain skilled angerienced management and operational
personnel in the future on acceptable terms gikienrttense competition among numerous pharmaceéaticabiotechnology companies for
such personnel. If we are unable to hire necessdaligd personnel in the future, or we are unablsuccessfully integrate new management
personnel into their roles, our business coulddrenked.

Our financial results can be negatively impacted by economic downturns.

Downturns in the general economic environment priess with several potential challenges. In chajfieg economies and periods of
increased unemployment, a greater percentage afrouvolume may be subject to reimbursement uiisdicaid and other government
programs. This shift in payer mix can negativelpaot our financial results because of the resulfiegyease in our net sales. In addition, third
party payers such as private insurance companigdmbess willing to satisfy their reimbursemenligdtions in a timely manner, or at ¢



As a result of downturns in the economy, there b disruption or delay in the performance oftbird-party contractors, suppliers or
collaborators. If a significant third-party contraG supplier or collaborator is unable to satisfycommitments to us, our business could be
adversely affected.

Downturns in the capital markets may have a neganpact on the market values of the investmentaiminvestment portfolio. We
cannot predict future market conditions or mariatitity and the markets for these securities metgidorate or the institutions that hold these
investments may not be able to meet their debgatitins at the time we may need to liquidate sogbdtments or until such time as the
investments mature.

If product liability or other lawsuits are successfully brought against us, we may incur substantial liabilities and costs and may be required to
limit commercialization of Acthar.

The development, manufacture, testing, marketingsahe of pharmaceutical products entail significzk of product liability claims or
recalls. Side effects of, or manufacturing deféttshe products sold by us could result in exaagolp of a patiens condition, serious injury
impairments or even death. This could result irdpa liability claims and/or recalls of one or mafeour products. Acthar has boxed warni
in its label.

Product recalls may be issued at our discreticat tine discretion of our suppliers, government agenand other entities that have
regulatory authority for pharmaceutical sales. Aagall of Acthar could materially adversely affecir business by rendering us unable to sell
Acthar for some time, causing us to incur significeecall costs and by adversely affecting our tafion. A recall could also result in product
liability claims.

Product liability claims may be brought by indivas seeking relief for themselves, or by groupisgeto represent a class. While we
have not had to defend against any product lighglaims to date, as sales of our products increasdoelieve it is likely product liability
claims will be made against us. We cannot pretietftequency, outcome or cost to defend any swmsl Under a 2009 United States
Supreme Court ruling, FDA approval of a drug doetsprevent the filing of product liability claima btate courts, potentially making it more
costly and time consuming to defend against suaimsl.

Product liability insurance coverage is expensbas be difficult to obtain and may not be availahl¢ghe future on acceptable terms, if a
all. We currently have product liability insurarfoe claims up to $10 million. Partly as a resultpobduct liability lawsuits related to
pharmaceutical products, product liability and otlypes of insurance have become more difficult emstly for pharmaceutical companies to
obtain. Our product liability insurance may not eowll of the future liabilities we might incur @onnection with the development, manufac
or sale of our products or, in the case of BioVadtne liabilities we might incur in connection wtheir manufacture of product for other
companies. In addition, we may not continue tolide &0 obtain insurance on satisfactory terms @daquate amounts.

In addition to product liability insurance coverage have other insurance coverage, including butimited to directors’ and officers’
liability insurance. Directors’ and officers’ lidlty insurance is also expensive, can be diffitcalbbtain and may not be available in the future
on acceptable terms, if at all. We currently haiveadors’ and officers’ liability insurance for afas up to $45 million. This insurance may not
cover all the future liabilities we may incur inro@ection with lawsuits related to the Company arditectors and officer:



A successful claim or claims brought against usxicess of available insurance coverage could subjei significant liabilities and
could have a material adverse effect on our busjfemncial condition, results of operations anolgh prospects. Such claims could also
harm our reputation and the reputation of our pot&luadversely affecting our ability to market puoducts successfully. In addition, defenc
a lawsuit can be expensive and can divert the taitenf key employees from operating our business.

Businessinterruptions could limit our ability to operate our business.

Our operations, including those of our suppliers,\alnerable to damage or interruption from corepuiruses, human error, natural
disasters, telecommunications failures, intenti@ed$ of vandalism and similar events. We haveestastblished a formal disaster recovery plar
and our back-up operations and our business imtgoruinsurance may not be adequate to compensdt® losses that occur. A significant
business interruption could result in losses orafgas incurred by us and require us to cease ailcoutr operations.

Security breaches and other disruptions could compromise our information and expose us to liability, which would cause our business and
reputation to suffer.

In the ordinary course of our business, we or d@stridution partners and clinical trial partnersyntallect and store sensitive data,
including intellectual property, our proprietarydiness information and that of our customers, sappand business partners, and personally
identifiable information of our customers and enygles, in our outside data centers and on our nksw®he secure processing, maintenance
and transmission of this information is criticaldier operations and business strategy. Despitsenurity measures, our information
technology and infrastructure may be vulnerablattacks by hackers or breached due to employeg emedfeasance or other disruptions. Any
such breach could compromise our networks andnifioemnation stored there could be accessed, puldisiglosed, destroyed or stolen. Any
such access, disclosure or other loss of informatauld result in legal claims or proceedings,iligbunder laws that protect the privacy of
personal information, including state laws andswlad regulations promulgated under the Healthr&mze Portability and Accountability Act
of 1996, or HIPAA, and regulatory penalties, digrapr operations, and damage our reputation, anseca loss of confidence in our products
and services, which could adversely affect ourress.

In addition to regulations in the U.S., if we exdaur operations to the European Union, or EU, vag be subject to a variety of EU, I
Member States, and other foreign regulations. Tecation and use of personal health data in thassgbverned by the provisions of the Data
Protection Directive. This Directive imposes a nembf requirements relating to the consent of tiiividuals to whom the personal data
relates, the information provided to the individyalotification of data processing obligationsite tompetent national data protection
authorities and the security and confidentialitytaf personal data. The Data Protection Directise imposes strict rules on the transfer of
personal data out of the EU to the United StatesBuie to comply with the requirements of the DRtatection Directive and the related
national data protection laws of the EU Membere&d



may result in fines and other administrative peesliThe draft EU Data Protection Regulation cutyegoing through the adoption process is
expected to introduce new data protection requirgsni@ the EU and substantial fines for breachdheflata protection rules. If the draft Data
Protection Regulation is adopted in its currentrforo the extent we expand our operations to theiGay increase our responsibility and
liability in relation to personal data that we pges and we may be required to put in place additimechanisms ensuring compliance with the
new EU data protection rules. This may be onerowdsircrease our cost of doing business if we expamaperations to the EU.

Risks Associated with Government Regulation and Hééh Care Reform

We are involved in an ongoing government investigation by the United States Department of Justice involving our promotional practices and
related matters, the results of which may have a material adverse effect on our sales, financial condition and results of operations.

In September 2012, we received a subpoena frorditited States Attorney’s Office for the Easterntbis of Pennsylvania (or USAO),
requesting documents pertaining to an investigaifosur promotional practices. We have been infatiog the USAO for the Eastern District
of Pennsylvania that the USAO for the Southernridisbf New York and the SEC are also participatimghe investigation to review our
promotional practices and related matters. We apperating with the USAO and the SEC with regarthi® investigation. Responding to this
investigation has been and is expected to contmbe expensive and time-consuming.

If some of our existing business practices arelehgéd as unlawful, we may have to change thosgipea, which could have a material
adverse effect on our business, financial conditiod results of operations. If, as a result of ittestigation, we are found to have violated
or more applicable laws, we could be subject targety of fines, penalties, and related administeasanctions, and our business, financial
condition and results of operations could be maligradversely affected.

We are subject to significant ongoing regulatory obligations and oversight, which may result in significant additional expense and limit our
ability to commercialize our products.

We are subject to significant ongoing regulatorligatiions, such as safety reporting requirementsaattitional post-marketing
obligations, including regulatory oversight of fi®motion and marketing of our products. In additithe manufacture, quality control,
labeling, packaging, safety surveillance, advev@nereporting, storage, advertising, promotion eswbrdkeeping for our products are subject
to extensive and ongoing regulatory requiremeftselbecome aware of previously unknown problemgatential safety risks associated with
any of our products, a regulatory agency may impesgictions on our products, our contract manui#es or on us. If we, our products and
product candidates, or the manufacturing facilite@sour products and product candidates fail tmply with applicable regulatory
requirements, a regulatory agency, including thé&Fay send enforcement letters, mandate labelagges, suspend or withdraw regulatory
approval, suspend any ongoing clinical trials, regnew clinical trials, impose a risk evaluatiordanitigation strategy, refuse to approve
pending applications or supplements filed by uspead or impose restrictions on manufacturing djmers, request a rec:



of, seize or detain a product, seek criminal progen or an injunction, or impose civil or criminaénalties or monetary fines. In such
instances, we could experience a significant dnajhé sales of the affected products, our prodaatmues and reputation in the marketplace
may suffer, and we could become the target of lasisu

The FDA and other governmental authorities alsivelgt enforce regulations prohibiting off-label pnotion, and the government has
levied large civil and criminal fines against comiges for alleged improper promotion. The governnters also required companies to enter
into complex corporate integrity agreements andéor-prosecution or deferred prosecution agreenbatsmpose significant reporting and
other burdens on the affected companies.

We are also subject to regulation by regional ameati, state and local agencies, including but ingitéd to the FDA, Centers for Medice
and Medicaid Services, Department of Justice, #geFal Trade Commission, the Office of Inspectoné&al of the U.S. Department of Health
and Human Services and other regulatory bodies FEderal Food, Drug, and Cosmetic Act, Social Sgcact, Public Health Service Act
and other federal and state statutes and regusagiovern to varying degrees the research, developpmanufacturing and commercial
activities relating to prescription pharmaceutjgalducts, including preclinical testing, clinicalsearch, approval, production, labeling, sale,
distribution, post-market surveillance, advertisidigsemination of information, promotion, marketiand pricing to government purchasers
and government health care programs. Our manufagtpartners are subject to many of the same requgnts.

The federal health care program atitkback statute prohibits, among other things,vkimgly and willfully offering, paying, solicitingor
receiving remuneration, directly or indirectly,dash or in kind, to induce or reward the purchadieasing, ordering or arranging for or
recommending the purchase, lease or order of agyhheare item or service for which payment mayrizele, in whole or in part, by federal
healthcare programs such as Medicare, Medicaidher dederally financed healthcare programs. Ttatuge has been interpreted to apply to
arrangements that pharmaceutical companies hahepvascribers, purchasers and formulary managarthét, the Healthcare Reform Act,
among other things, clarified that a person ortgmid longer needs to have actual knowledge oftttekickback statute or specific intent to
violate it. In addition, the Healthcare Reform Astamended the Social Security Act to providettimgovernment may assert that a claim
including items or services resulting from a viaatof the federal anti-kickback statute constisutefalse or fraudulent claim for purposes of
the false claims statutes. Although there are alrurof statutory exemptions and regulatory safbdrarunder the federal anti-kickback statute
protecting certain common manufacturer businessigaments and activities from prosecution, the gtiems and safe harbors are drawn
narrowly and an arrangement must meet all of tmelitions specified in order to be fully protectedm scrutiny under the federal anti-
kickback statute. We seek to comply with the exéomgtand safe harbors whenever possible, but @atipes may not in all cases meet all of
the criteria for safe harbor protection from antikback liability and may be subject to scrutinyohtions of the federal anti-kickback statute
can result in civil and criminal fines and penatand related administrative sanctions, includixguesion from federal health care prograi



The Federal False Claims Act prohibits any persomfknowingly presenting, or causing to be prestradalse claim for payment of
government funds, or knowingly making, using orsiag to be made or used, a false record or statetmget a false claim paid. Many
pharmaceutical and other health care companiesteam investigated and have reached substantaidial settlements with the federal
government under the Federal False Claims Act f@rety of alleged marketing activities, includipgpviding free product to customers with
the expectation that the customers would bill fabtlprograms for the product; providing consultiegg, grants, free travel, and other benef
physicians to induce them to prescribe the comgapsdducts; and inflating prices reported to pevattice publication services, which may be
used by states to set drug payment rates underrgoeet health care programs. Companies have beseqirted for causing false claims to be
submitted because of the marketing of their praglfart unapproved uses. Pharmaceutical and othéhheae companies are also subject to
other federal false claim laws, including, amonigeos, federal criminal healthcare fraud and falatement statutes that extend to non-
government health benefit programs.

Many states also have statutes or regulationsainalthe federal anti-kickback law and false cklaws, which apply to items and
services reimbursed under Medicaid and other ptaigrams, or, in several states, which apply rdgasdof the payer. Several states now
require pharmaceutical companies to report thgeases relating to the marketing and promotiorhaefimaceutical products in those states
and to report gifts and payments to certain indigichealth care providers in those states. Sontieesk states also prohibit certain marketing
related activities, including the provision of gifimeals, and other items to certain health careigers. In addition, California, Connecticut,
Nevada, and Massachusetts require pharmaceuticgdarties to implement compliance programs or margetodes

Compliance with various federal and state lawsff&cdIt and time consuming, and companies thatat®them may face substantial
penalties. The potential sanctions include sigaiftccivil, criminal and administrative penaltieghtages and fines and exclusion from
participation in federal health care programs. Beeaof the breadth of these laws and the lack teihsive legal guidance in the form of
regulations or court decisions, it is possible #@he of our business activities could be subgechtllenge under one or more of these laws.
Such a challenge, irrespective of the underlyingitsief the challenge or the ultimate outcome ef thatter, could have a material adverse
effect on our business, financial condition, resol operations and growth prospects.

In addition to the pending investigation by the Bement of Justice, we could become subject théurgovernment investigations and
related subpoenas. Such subpoenas are often @sdowith previously filed qui tam actions, or lawsifiled under seal under the Federal F
Claims Act. Qui tam actions are brought by privaitentiffs suing on behalf of the federal governmfem alleged violations of the Federal
False Claims Act. The time and expense associatbd@sponding to such subpoenas, and any relatie@m or other actions, may be
extensive, and we cannot predict the results ofexiew of the responsive documents and underlfaats or the results of such actions.
Responding to government investigations, defendmgclaims raised, and any resulting fines, restitil damages and penalties, settlement
payments or administrative actions, as well asratated actions brought by shareholders or othet garties, could have a material impact on
our reputation, business and financial conditiod divert the attention of our management from ojregsour busines:



The number and complexity of both federal and dtats continues to increase, and additional govemtai resources are being added t
enforce these laws and to prosecute companiesdndduals who are believed to be violating thempaérticular, the Healthcare Reform Act
includes a number of provisions aimed at strengtigetihe government’s ability to pursue anti-kickkamnd false claims cases against
pharmaceutical manufacturers and other healthedities, including substantially increased fundfoghealthcare fraud enforcement activit
enhanced investigative powers, amendments to tlse Edaims Act that make it easier for the govemiaad whistleblowers to pursue cases
for alleged kickback and false claim violations abeginning in March 2014 for payments made onfter &August 1, 2013, public reporting of
payments by pharmaceutical manufacturers to plarsicand teaching hospitals nationwide. While ibésearly to predict what effect these
changes will have on our business, we anticipategbhvernment scrutiny of pharmaceutical salesmaarketing practices will continue for the
foreseeable future and subject us to the risk fién government investigations and enforcemenbgt Responding to a government
investigation or enforcement action would be expenand time-consuming, and could have a matetieéese effect on our business, financia
condition, results of operations and growth prospec

If we or any of our partners fail to comply withmjgable regulatory requirements, we or they cdaddsubject to a range of regulatory
actions that could affect our or our partners’igbtb commercialize our products and could harnpravent sales of the affected products, or
could substantially increase the costs and expasfsgsmmercializing and marketing our products. Alngeatened or actual government
enforcement action could also generate adverseécityldnd require that we devote substantial resesithat could otherwise be used in other
aspects of our business.

In addition to regulations in the U.S., if we exdawur operations to the European Union, or EU, vag be subject to a variety of EU, I
Member States, and other foreign regulations gorgrdinical trials and commercial sales and digttion of our investigational medicinal
products and our authorized medicinal products. téreor not we obtain FDA approval for a producg, must obtain approval of a product by
the comparable regulatory authorities of foreignrtdes before we can commence clinical trials arkating of the product in those countries.
The approval process varies from country to coyrangl the time may be longer or shorter than #aired for FDA approval. The
requirements governing the conduct of clinicallgsi@roduct licensing, pricing and reimbursememy\greatly from country to country.

Failure to comply with the EU Member State laws liempenting the Community Code on medicinal produatsi EU rules governing the
promotion of medicinal products, interactions wpthysicians, misleading and comparative advertiaimg) unfair commercial practices, with
EU Member State laws that apply to the promotiometlicinal products, statutory health insuranciddoy and anti-corruption or with other
applicable regulatory requirements can result foreement action by the EU Member State authoritidgch may include any of the
following: fines, imprisonment, orders forfeitinggulucts or prohibiting or suspending their supplyhte market, or requiring the manufacturer
to issue public warnings, or to conduct a prodacah.



Changesin the health care law and regulations, including those based on recently enacted legislation, as well as changesin healthcare
policy, may adversely affect our business.

The number and complexity of both federal and dtates continue to increase, and additional goventedeesources are being added to
enforce these laws and to prosecute companiesdndduals who are believed to be violating themparticular, in March 2010, the Presid
signed the Healthcare Reform Act. The HealthcaferiReAct includes a number of provisions aimedtegrsggthening the government’s ability
to pursue anti-kickback and false claims casesagpharmaceutical manufacturers and other headtlergities, including substantially
increased funding for healthcare fraud enforceraetitities, enhanced investigative powers, amendsrerthe Social Security Act that make
it easier for the government and whistleblowerpuosue cases for alleged kickback and false claitations. Additionally, Healthcare Refor
Act implemented the Physician Payment Sunshinenviith requires extensive tracking of payments andfers of value to physicians and
teaching hospitals, maintenance of a payments ds¢aland public reporting of the payment data.Jdweters for Medicare and Medicaid
Services, or CMS, recently issued a final rule inpénting the Physician Payment Sunshine provisiadsclarified the scope of the reporting
obligations. The final rule provided that manufaets with products for which payment is availabheler Medicare, Medicaid or the State
Children’s Health Insurance Program must begirkireicpayment or transfers of value on August 1,28dd must report payment data to
CMS by March 31, 2014 and annually thereafter. Whils too early to predict what effect these demwill have on our business, we
anticipate that government scrutiny of pharmaceatisales and marketing practices will continuetfier foreseeable future and subject us to th
risk of government investigations and enforcemetibas. Responding to a government investigatioendorcement action would be expen:
and time-consuming, and could have a material a@veifect on our business, financial conditionyitssof operations and growth prospects.

The Healthcare Reform Act substantially changeswing health care is financed by both governmemédlivate insurers, and could
have a material adverse effect on our future bgsingash flows, financial condition and resultsérations. The Healthcare Reform Act
contains a number of provisions that are expeatéehpact our business and operations, in some dasesys we cannot currently predict.
Changes that may affect our business include thogerning enrollment in federal healthcare programisnbursement changes, rules
regarding prescription drug benefits under thethéakurance exchanges, expansion of the 340B @nogand fraud and abuse and
enforcement. These changes will impact existingegoment healthcare programs and will result indéneelopment of new programs, includ
Medicare payment for performance initiatives angriovements to the physician quality reporting systand feedback program. The
Healthcare Reform Act made significant changes éalighid Drug Rebate Program. Effective March 23,@0ebate liability expanded from
fee-for-service Medicaid utilization to include th#lization of Medicaid managed care organizatiaasvell. This expanded eligibility affected
our rebate liability for that utilization.

The Healthcare Reform Act requires pharmaceuticaufacturers of branded prescription drugs to plasaaded prescription drug fee to
the federal government beginning in 2011. Eachviddal pharmaceutical manufacturer pays a prorshede of the branded prescription drug
fee of $3.0 billion in 2014 (and set to increasemsuing years), based on the dollar value ofrdaaded prescription drug sales to certain
programs identified in the lav



Additional provisions of the Healthcare Reform Astme of which became effective in 2011, may negBbtiaffect our revenues in the
future. For example, as part of the Healthcare Refxct’s provisions closing a coverage gap thatentty exists in the Medicare Part D
prescription drug program (commonly known as therilat hole”), we are required to provide a 50% distan branded prescription drugs
dispensed to beneficiaries within this donut hole.

The Healthcare Reform Act also expanded the Pit#alth Service’s 340B drug pricing discount progrdime 340B pricing program
requires participating manufacturers to agree svgd statutorily-defined covered entities no mbentthe 340B “ceiling price” for the
manufacturess covered outpatient drugs. The Healthcare RefoctreApanded the 340B program to include additityyas of covered entitie
certain free-standing cancer hospitals, criticakas hospitals, rural referral centers and solenwamity hospitals, each as defined by the
Healthcare Reform Act.

The Healthcare Reform Act also obligates the Saryetf the HHS to create regulations and processisprove the integrity of the
340B program and to ensure the agreement that metonérs must sign to participate in the 340B paogobligates a manufacturer to offer
340B price to covered entities if the manufactunakes the drug available to any other purchasamyaprice and to report to the government
the ceiling prices for its drugs. HRSA is expedieissue a comprehensive proposed regulation id Btdt will address many aspects of the
340B program. When that regulation is finalizea:atild affect our obligations under the 340B progia ways we cannot anticipate. In
addition, legislation may be introduced that, i§pad, would further expand the 340B program totewhdil covered entities or would require
participating manufacturers to agree to provideB3di3counted pricing on drugs used in the inpatsetting.

Many of the Healthcare Reform Act’'s most significegforms do not take effect until 2014. In 201 Centers for Medicare and
Medicare Services, or CMS, the federal agencydbatinisters the Medicare and Medicaid programsgdgproposed regulations to implem
the changes to the Medicaid Drug Rebate prograrenuheé Healthcare Reform Act but has not yet isdined regulations. CMS is currently
expected to release the final regulations in 2014.

Some states have elected not to expand their Mddicagrams by raising the income limit to 133%tuod federal poverty level, as is
permitted under the Healthcare Reform Act. For estate that does not choose to expand its Medpragram, there may be fewer insured
patients overall, which could impact our sales,iess and financial condition. We expect any Mddiexpansion to impact the number of
adults in Medicaid more than children because nsaates have already set their eligibility critddachildren at or above the level designated
in the Healthcare Reform Act. An increase in thepprtion of patients who receive Acthar and whoaareered by Medicaid could adversely
affect our net sale:



Presently, uncertainty exists as many of the sjpedéterminations necessary to implement the HeafthReform Act have yet to be
decided and communicated to industry participaftsther, many of the Healthcare Reform Act’ mogh#icant reforms do not take effect
until 2014 and thereafter, and the details of thefmms will be shaped significantly by regulagahat have yet to be proposed. We have t
several estimates with regard to important assumstielevant to determining the financial impacthef Healthcare Reform Act on our
business due to the lack of availability of botht@@ information and complete understanding of tbavprocess of applying the Healthcare
Reform Act will be implemented.

Moreover, legislative changes to the HealthcarefRefAct remain possible, and the President may radkitional refinements to the
implementation of the Healthcare Reform Act thayrhave an additional, potential negative impacbanoverall financial position, results of
operations and cash flows. At this time, we cammetlict the full impact of the Healthcare Refornt Awr the timing and impact of any future
rules or regulations promulgated to implement tlealthcare Reform Act.

Medicaid eligible patients and government entities may account for a greater proportion of our Acthar unit salesresultingin reduced
pharmaceutical net sales.

Our pharmaceutical net sales may be adverselytaffdryy laws and regulations that reduce reimbursénages. Administrative or
judicial interpretations of such laws and regulagi@ould impact reimbursement for our productsiordase the amount of rebates pai
certain government entities. The sources and ammairdgur revenues are determined by a number tdfgdncluding payer reimbursement for
our products. Changes in the payer mix among ipay, Medicaid, and government programs usagesigayficantly affect our profitability.

A portion of the estimated end-user vial demandAitthar is for patients covered under Medicaid atiter governmentelated program
As required by Federal regulations, under the Madi®©rug Rebate Program, we provide rebates retatédthar dispensed to Medicaid
patients. The Healthcare Reform Act made changtdst®edicaid Drug Rebate Program, including insieg the minimum Medicaid rebate
from 15.1% to 23.1% of the average manufacturexepior most innovator products such as Acthardufiteon, federal law requires that any
company that participates in the Medicaid rebatgy@m also participate in the Public Health Sergi@40B drug pricing discount program in
order for federal funds to be available for the nfanturer’s drugs under Medicaid and Medicare Baithe 340B pricing program requires
participating manufacturers to agree to chargeitstdly-defined covered entities no more than th8B “ceiling price” for the manufacturer’s
covered outpatient drugs. Under the 340B progravered entities are permitted to purchase Acth#reaB840B ceiling price. The 340B ceili
price is calculated using a statutory formula, whicbased on the average manufacturer price draderamount for the covered outpatient
as calculated under the Medicaid rebate prograran@és to the definition of average manufacturerepaind the Medicaid rebate amount ur
the Healthcare Reform Act and CMS'’s issuance @ fiagulations implementing those changes alsadcafféct our 340B ceiling price
calculations and negatively impact our resultspmrations. As a result of the enactment of the tHeate Reform Act and fiscal pressures
placed upon federal and state governments to reducent budget deficits, it is possible that aatge proportion of Acthar sales could be
subject to Medicaid rebates and chargebacks, regueir net sales. Additionally, changes to Medicklddicare or other regulations, or the
application of such regulations to our productsuliéng in higher rebates and chargebacks, coado® our pharmaceutical net sales furt



In order to be eligible to have our products paidwith federal funds under the Medicaid and Meriddart B programs and purchase:
certain federal agencies and certain federal geantee participate in the Department of Veterarfaifs, or VA, Federal Supply Schedule, or
FSS, pricing program, established by Section 6aB@eteran’s Health Care Act of 1992. Under phizgram, we are obligated to make our
product available for procurement on an FSS cohtmad charge a price to four federal agencies - Mépartment of Defense, Public Health
Service, and Coast Guard - that is no higher tharstatutory Federal Ceiling Price, or FCP. The iKIrased on the non-federal average
manufacturer price, or Non-FAMP, which we calculatel report to the VA on a quarterly and annuaisb&e also participate in the Tricare
Retail Pharmacy program, established by Sectionof @3 National Defense Authorization Act for R ear 2008 and related regulations,
under which we pay quarterly rebates on utilizatbmnovator products that are dispensed throhghTricare Retail Pharmacy network to
Tricare beneficiaries. The rebates are calculatgti@difference between Annual Non-FAMP and FCP.

Significant judgment is inherent in the selectidrassumptions and the interpretation of historéoglerience as well as the identification
of external and internal factors affecting the deiaation of our reserves for Medicaid rebates atiér government program rebates and
chargebacks. We believe that the assumptions os#ggtérmine these sales reserves are reasonalsideang known facts and circumstances.
However, our Medicaid rebates and other governmprogram rebates and chargebacks could materidfgr diom our reserve amounts
because of unanticipated changes in prescripterds or patterns in the states’ submissions of déédliclaims, adjustments to the amount of
product in the distribution channel, or if our esdtes of the number of Medicaid patients with 1§,MIS and rheumatology related conditions
are incorrect. We have greater visibility on thaufa submission of Medicaid claims and the amo#@iproduct in the distribution channel for
Acthar distributed to a specialty pharmacy owneabyspecialty distributor than we have with respgedcthar distributed through other
specialty pharmacies. If actual Medicaid rebatestleer government program rebates and discouatmaterially different from our estimates,
we would account for such differences as a chamgstimate in the period in which they become kndivactual future payments for such
reserves exceed the estimates we made at the tisadeg our consolidated financial position, resait operations and cash flows may be
negatively impacted.

If we fail to comply with our reporting and payment obligations under the Medicaid Drug Rebate program or other governmental pricing
programs, we could be subject to additional reimbursement requirements, penalties, sanctions and fines which could have a material adverse
effect on our business, financial condition, results of operations and growth prospects.

We have certain price reporting obligations dueupparticipation in the Medicaid Drug Rebate pesgr under several state Medicaid
supplemental rebate programs, related to otherrgoental pricing programs, and we report averatgssaice for the Medicare program.
Under the Medicaid Drug Rebate program, we areiredquo pay a rebate to each state Medicaid prodoarmur covered outpatient drugs that
are dispensed to Medicaid beneficiaries and paitdya state Medicaid program. Those rebates aedoan pricing data (including Average
Manufacturer Price and Best Price data) reportedsbgn a monthly and quarterly basis to CI



Federal law requires that a company that partiegpat the Medicaid Drug Rebate program report @esgsales price, or ASP, informati
to CMS for certain categories of drugs that arel paider Part B of the Medicare program. Manufactucalculate ASP based on a statutorily
defined formula as well as regulations and intagiiens of the statute by CMS as to what shoulshould not be considered in computing
ASP. CMS uses these submissions to determine padyates for drugs under Medicare Part B.

Pricing and rebate calculations vary among prodaictsprograms. The calculations are complex andféea subject to interpretation by
us, governmental or regulatory agencies and thesddMS or another government agency could digagith our interpretation of applicable
law and regulation and could challenge our rebakeutations. If we become aware that our reportong prior quarter was incorrect, or has
changed as a result of recalculation of the priciag, we are obligated to resubmit the corrected.d\ny corrections to our rebate calculat
could result in an overage or underage in our eelability for past quarters, depending on theurabf the correction. Price recalculations :
may affect the ceiling price at which we are reegito offer our products to certain covered emtjtimder the 340B drug discount program.

We are liable for errors associated with our submisof pricing data. In addition to retroactivéages and the potential for 340B
program refunds, if we are found to have knowirglpmitted false average manufacturer price, avesalgs price, or best price information to
the government, we may be liable for civil monetaepalties. Our failure to submit monthly/quartealyerage manufacturer price, average
sales price, and best price data on a timely lwasikl result in civil monetary penalties. Suchdedl also could be grounds for CMS to termi
our Medicaid drug rebate agreement, pursuant tahwvie participate in the Medicaid program. In thiere that CMS terminates our rebate
agreement, no federal payments would be availaideruMedicaid or Medicare Part B for our coveretpatient drugs.

In September 2010, CMS and the Office of the IngpegBeneral indicated that they intend more ag@grelsto pursue companies who
fail to report these data to the government imeely manner. Governmental agencies may also makegels in program interpretations,
requirements or conditions of participation, sorhevlbich may have implications for amounts previgusstimated or paid. We cannot assure
you that our submissions will not be found by CM®€ incomplete or incorrec

We also participate in the Department of Veteraffairs, or VA, Federal Supply Schedule, or FSSgipg program. Pursuant to the
applicable law, knowing provision of false inforrmat in connection with a non-federal average martufer price filing under this program
can subject a manufacturer to penalties of $100{@08ach item of false information.

In addition, pursuant to regulations issued byRb® TRICARE Management Activity, or TMA, to implemgSection 703 of the
National Defense Authorization Act for Fiscal Y808, each of our covered drugs is listed on ai@e@03 Agreement with TMA undt
which we have agreed to pay rebates on covered



prescriptions dispensed to TRICARE beneficiarieT BYCARE network retail pharmacies. If we overchatiye government in connection w
our FSS contract or Section 703 Agreement, whetherto a misstated FCP or otherwise, we are redjtoreefund the difference to the
government. Failure to make necessary disclosur@®ato identify contract overcharges can resutiliegations against us under the False
Claims Act and other laws and regulations. Unexgabeefunds to the government, and responding tovargment investigation or
enforcement action, would be expensive and timesaming, and could have a material adverse effecuomusiness, financial condition,
results of operations and growth prospects.

We may be negatively affected by unforeseen invoicing of historical Medicaid sales.

We provide a rebate related to Acthar dispensédedicaid eligible patients in instances where weraquired to do so and establish a
reserve for such rebate payments. We multiply stienated rebate amount per unit for the periodneyastimated number of rebate eligible
units utilized during the period to calculate tlstiraated reserve for the period. This reserve thdieed from gross sales in the determination c
net sales. Other than for Medicaid rebates assatisith Medicaid Managed Care Organization (MediddCO) utilization, the Medicaid
rebates associated with end user demand for adoariomostly paid to the states by the end of tleetgr following the quarter in which the
rebate reserve is established. As a result, atridleof each quarter we must estimate the amouviedfcaid sales in that quarter to calculate
reserves and such estimates could prove to beuratec Revisions in the Medicaid rebate estimateskarged to income in the period in
which the information that gives rise to the remisbecomes known. However, certain states may geabieir requested rebates to us on a
delayed basis, which to the extent not previousderved for would negatively affect future finahgiarformance in periods occurring after the
period in which the original reserved Medicaid riebaccrual occurred. Effective March 23, 2010, Healthcare Reform Act expanded rebate
liability from fee-for-service Medicaid utilizatioto include the utilization of Medicaid MCOs as véh connection with this expansion, we
increased our reserves for Medicaid rebates. Garves for Medicaid MCO related rebates may nadezjuate.

In addition to receiving requested rebates on ayeel basis, pharmaceutical and biologic companashe subject to investigation by
various governmental agencies concerning Mediahdtes. Governmental agencies and their agents asutie Medicare Administrative
Contractors, fiscal intermediaries and carriersyel as the Office of the Inspector General, teedtal Bureau of Investigations, CMS, and
state Medicaid programs, may conduct audits ofoperations. The cost of responding to and resoltliege audits could have a material,
adverse effect on our financial position, resuftsperations and liquidity. Although we have pramsand controls in place, should we be
found out of compliance with any of these lawsutations or programs, our business, our finanaaition and our results of operations could
be negatively impacted.

Risks Related to our Common Stock
Our stock price has a history of volatility, and an investment in our stock could declinein value.

The price of our common stock is subject to sigaifit volatility. The closing price per share of common stock ranged in value from
$17.83 to $72.34 during the t-year period ended December 31, 2013. Any numb



events, both internal and external to us, may ooetio affect our stock price. For example, ourgguly revenues or earnings or losses can
fluctuate based on the buying patterns of our sfitgailistributor and our end users. In the eveat ffatient demand for Acthar is less than our
sales to our specialty distributor, excess Acthaentories may result at our specialty distributarich may impact future Acthar sales. Other
potential events that could affect our stock phmdude, without limitation, our quarterly and yBarevenues and earnings or losses;
announcements by us or our competitors regardioduat development efforts, including the statusegulatory approval applications; the
outcome of legal proceedings; the launch of comggtroducts or the public notice of an FDA filirglating to a potential competitive prodc
and our ability to obtain product from our contra@nufacturers, the publication of negative or reduoverage by research analysts or others
and efforts to try to manipulate our stock pricenterfere with our business operations by investorothers that engage in the manipulation o
stock prices.

As of January 31, 2014, NASDAQ reported a shodriggt of approximately 20.3 million shares in comenon stock, and it is possible
that the NASDAQ short interest reporting systemsdoet fully capture total short interest. It is geadly in the short seller’s interests for the
price of a stock to decline. We are aware thatratbepanies have alleged that short sellers h&emntaarious actions aimed at attempting to
cause harm to a company’s business or reducingttio& price of such companies in order to gengmatfit on their short positions. These
actions have been alleged to include arranging®publication of negative opinions, mischaraztgion of facts regarding companies and
their business prospects, or taking more dire@badbd try to cause harm to a company’s businesghis potentially relates to us, our stock
price exhibited significant volatility at variousntes during 2013 following various publications artder communications relating to us. There
is risk that similar actions could continue to acitu2014 and therefore continue to create sigaffio/olatility in our stock price.

Our future policy concerning the payment of dividendsis uncertain, which could adversely affect the price of our stock.

We currently pay a quarterly dividend on our comrstotk. We may not have the financial ability taduhis quarterly dividend in
perpetuity or to pay it at the current rate. Furtioer Board of Directors may decide not to deckadividend at some future time for financia
non-financial reasons. Unfulfilled expectationsaeting future dividends could adversely affectphiee of our stock.

Our quarterly results may fluctuate significantly and could fall below the expectations of securities analysts and investors, resulting in a
declinein our stock price.

In addition to the risk factors detailed elsewhiarthis Annual Report on Form 10-K, our quarterpeeating results and share price may
fluctuate significantly because of several factorsluding:
* public concern as to the safety of drugs develdpeds or others
* availability of Acthar;

e patient safety concern



* announced inquiries by governmental agencies oategdegarding previously announced inqui

» unfavorable outcomes related to the governrimseistigations or lawsuits brought against us arditectors and officers, including
those currently in proces

» departure of key manage

e negative opinions regarding company actions frooxyprdvisory firms

» activities of certain investors who elect to shamfl our stock

» the announcement and timing of new product intrtidas by us or other:

* the timing of our regulatory submissions or appieyar the failure to receive regulatory approv
» prescription trends and the level of orders fromspecialty distributor within a given quarter gar@éceding quarter:
» availability and level of third party reimbursemg

» political developments or proposed legislationhie pharmaceutical or healthcare indus

» economic or other external factors, disaster @i

» changes in government regulations or policies tergalecisions

» unforeseen financial or operational issues relaidsioVectra or our other international operatic
» failure to meet market expectations or changeginions of analysts who follow our stock;

e general market condition

If we were to be negatively impacted by any of éhizctors, it could cause a decrease in our stock.p

We have significant stock option overhang which could dilute your investment.

We have an overhang of common stock due to a lesege exercise price of employee stock options fituge exercise of employee
stock options could cause dilution, which may niegéit affect the market price of our shares.

We have certain anti-takeover provisionsin place.

Certain provisions of our Amended and Restatedckediof Incorporation and the California Generatg@oation Law could discourage a
third-party from acquiring, or make it more difficfor a third-party to acquire, control of our cpemy without approval of our Board of
Directors. These provisions could also limit thee@that certain investors might be willing to paythe future for shares of our common stock.
Certain provisions allow the Board of Directorsatgthorize the issuance of preferred stock withtsighiperior to those of the common stock.
We are also subject to Section 1101(e) of the @alih General Corporation Law, which, among othargs, limits the ability of a majority
shareholder holding more than 50% but less than 80%te outstanding shares of a California corporatrom consummating a cash-out
merger.



Item 7. Management'’s Discussion and Analysis of Famcial Condition and Results of Operations

This Annual Report on Form 10-K contains forwarddimg statements that have been made pursuang fordlvisions of the Private
Securities Litigation Reform Act of 1995 and conceratters that involve risks and uncertainties tioatld cause actual results to differ
materially from those projected in the forward-loakstatements. Discussions containing forward-loglstatements may be found in the
material set forth under “Business,” “ManagemeBtiscussion and Analysis of Financial Condition &webults of Operations” and in other
sections of this Annual Report on Form 10-K. Wosdsh as “may,” “will,” “should,” “could,” expect,"plan,” “anticipate,” “believe,”
“estimate,” “predict,” “potential,” “continue” origiilar words are intended to identify forward-loogi statements, although not all forward-
looking statements contain these words. Althougibelgeve that our opinions and expectations rediédn the forward-looking statements are
reasonable as of the date of this Annual RepoFRiaym 10-K, we cannot guarantee future results |$evkactivity, performance or
achievements, and our actual results may diffestaubially from the views and expectations setfamtthis Annual Report on Form 10-K. We
expressly disclaim any intent or obligation to ugedany forward-looking statements after the datedfeo conform such statements to actual
results or to changes in our opinions or expeatatiReaders are urged to carefully review and denshe various disclosures made by us,
which attempt to advise interested parties of ibkesy uncertainties, and other factors that affectbusiness, set forth in detail in Item 1A of
Part I, under the heading “Risk Factors.”

The following discussion and analysis should bel ieaconjunction with our consolidated financiatsiments and the related notes to
those statements contained elsewhere in this AriRejadrt on Form 10-K.

Overview

Questcor is a biopharmaceutical company focusati®itreatment of patients with serious, difficuttteat autoimmune and
inflammatory disorders. Our primary product is H¥ethar® Gel (repository corticotropin injection), or Acthan injectable drug that is
approved by the FDA for the treatment of 19 indara. Of these 19 FDA approved indications, weeantty generate substantially all of our
net sales from the following indications:

* Nephrotic Syndrome (NS): Acthar is indicat“to induce a diuresis or a remission of proteinumizhe nephrotic syndrome without
uremia of the idiopathic type or that due to lupaghematosus.According to the National Kidney Foundation, nepitreyndrome
can result from several idiopathic type kidney digss, including idiopathic membranous nephropditgal segmental
glomerulosclerosis, IgA nephropathy and minimalngeadisease. Nephrotic syndrome can also occutodupus erythematosus.
this Annual Report on Form 10-K, the terms “nepigreyndrome” and “NS” refer only to the proteinuiianephrotic syndrome
conditions that are covered by the Acthar labelmdroved indication:

* Rheumatology Related Conditions: Acthar is appd for the following rheumatology related coruatit: (i) Collagen Diseases:
Acthar is indicated “during an exacerbation or asntenance therapy in selected cases of systepus lerythematosus, systemic
dermatomyositis (polymyosit” and (ii)



Rheumatic Disorders: Acthar is indicated as “adjiwectherapy for short-term administration (to tithe patient over an acute
episode or exacerbation) in: Psoriatic arthritise®matoid arthritis, including juvenile rheumataithritis (selected cases may
require lov-dose maintenance therapy), and Ankylosing sporisl”

e Multiple Sclerosis (MS): Acthar is indicatedtfthe treatment of acute exacerbations of mulgplerosis in adults. Controlled
clinical trials have shown Acthar to be effectimespeeding the resolution of acute exacerbatiomsuliiple sclerosis. However,
there is no evidence that it affects the ultimatieeome or natural history of the dise”

» Infantile Spasms (IS): Acthar is indicated fasnotherapy for the treatment of infantile spasmisifiants and children under 2 years
of age”

We continue to explore additional markets for ottvetabel indications. For example, in 2013 we initthtepilot commercialization effc
for Acthar for the treatment of respiratory manié¢®ns of symptomatic sarcoidosis. In addition,ame exploring the possibility of pursuing
FDA approval for indications not currently on thethar label that are related to the treatment loéioserious, difficult-tdreat autoimmune ai
inflammatory disorders having high unmet medicade

Overall, reimbursement rates for Acthar acrosshaidl party payers have remained favorable andivels consistent over the last seve
years. However, reimbursement rates will vary lidation and third party provider and may change tuvarious factors, including poli
updates by third party payers or changes to thegpitares used by third party payers to approve rakiglicecessary prescriptions for
reimbursement. These policy updates could neggtiwgbact our business. For example, Aetna, Cigniaaiie and United Healthcare have
issued recent policy updates for Acthar, and tlheskates may negatively impact our business omtipact to such policy changes may be
unknown at this time. Based on information ava#atol the Company, the prescriptions for Acthar ceddy Aetna, Cigna, Tricare and United
Healthcare represented approximately 5.1%, 4.2%p&nd 10.9%, respectively, of the total presaipgiActhar for the year ended
December 31 2012 and approximately 3.6%, 3.5%, 20é610.5%, respectively, of the total prescripgifor Acthar for the year ended
December 31 2013. Based on information availabtbeédCompany, approximate net sales attributabpatients covered by Aetna, Cigna,
Tricare and United Healthcare represented apprdeisnd.8%, 4.4%, 2.9% and 11.5%, respectivelyheftotal net sales for Acthar for the y
ended December 31, 2012 and approximately 3.3%%,328% and 11.3%, respectively, of the total aégsfor Acthar for the year ended
December 31, 2013. However, based on informatiailable to the Company, the overall reimbursemat# for Acthar across all third party
payers was approximately 94%, 91% and 89% for &aes/ended 2011, 2012 and 2013, respectively hgesettion titled “We may be
negatively affected by lower reimbursement ratdsdva. Like most manufacturers of specialty drugsegpcor faces challenges in the modern
reimbursement and health care environments. Taeaddhese challenges, Questcor has experienceshpelsvhose focus is to interact with
payers on an ongoing basis. Through our ongoirgrtsffthe number of Acthar prescriptions coveredhisyrance has continued to grow from
2012 to the present, from 6,993 prescriptions dver2012 to 8,963 in 2013. Significant growththre number of Acthar prescriptions covered
by insurance is continuing through the first hdl614 as well



Negative health outcomes for patients using Actioarld (1) lessen the frequency with which physisidecide to prescribe Acthar,
(2) encourage physicians to stop prescribing Actbidineir patients who previously had been prescricthar, (3) cause reportable serious
adverse events and give rise to product liabiliaynes against us, and (4) result in our need tbdvew or recall Acthar from the marketplace.
Patients who use Acthar already often have sevat@dvanced stages of disease and known as watkaswn significant pre-existing and
potentially life-threatening health risks, includirfor example, congestive heart failure, diabetalitus, chronic kidney failure,
encephalopathies, and seizures. Additionally, Acithaften used to treat certain auto-immune céowtand is known to impact the immune
system, creating risk for the increased potenfigifection in patients while taking Acthar. Duritige course of treatment, patients may suffer
adverse events, including death, for reasons thgtan may not be related to Acthar. Such eventfdcsubject us to costly litigation, delay,
negatively impact or end our opportunity to recavenaintain regulatory approval to market Actlmarmaterially impact our
commercialization efforts. Even in a circumstant&hich we do not believe that an adverse evergléded to Acthar, the investigation into
circumstance may be time consuming or inconclusihese investigations may interrupt our sales &ffor impact and limit the type of
regulatory approvals Acthar receives or maintains.

Results of Operations
Years Ended December 31, 2013, 2012 and 2011

Net Sales. Net sales, which we derive primarily from our sadé¢é\cthar, were $798.9 million in 2013, compareds609.3 million in
2012 and $218.2 million in 2011. The following talslets forth our net sales for the years endedrbleee31, 2013, 2012 and 2011,
respectively (in thousands):

Years Ended December 31

2013 2012 2011
Total pharmaceutical gross sales $825,71( $582,09° $268,82°
Sales reserve 64,36 72,80¢ 50,65¢
Total pharmaceutical net sal 761,34 509,29: 218,16
Total contract manufacturing net sa 37,58: — —
Total net sale $798,92¢ $509,29: $218,16¢

2013 compared to 201N et sales for the year ended December 31, 2013 dezieed from pharmaceutical net sales and contract
manufacturing net sales, while net sales for ttee gaded December 31, 2012 were derived solely frioanmaceutical net sales.
Pharmaceutical net sales are comprised primarigat#s of Acthar, while contract manufacturingsedes are comprised of sales from
BioVectra. Net sales of Acthar increased by appnately 49.6% to $761.3 million for the year endest®mber 31, 2013 from $508.9 million
in 2012. This growth resulted primarily from incsea vial demand from our specialty distributor Aathar. We shipped 28,112 vials for the
year ended December 31, 2013 as compared to 20idé$Ishipped for the year ended December 31, 20/tfle we do not receive comple
information regarding prescriptions by therapeatiea, we believ



increased demand resulted from our entry into lleematology field in the second half of 2012 arelékpansion of our Rheumatology Sales
Force in early 2013. Increased demand was alsemby the expanded usage of Acthar by nephrologigte treatment of NS and
neurologists in the treatment of MS. Net saleslattable to IS were positively impacted by the reehn in the Medicaid rebate amount for
Acthar.

In addition to the increase in vial demand, theease in pharmaceutical net sales was also atiblmito the reduction in our sales rele
reserves. Our net sales of Acthar are impactetiéamount of our Medicaid and other sales resewfgish are deducted from pharmaceutical
sales in the calculation of net sales. For the gaded December 31, 2013, this provision was ingabloy two factors. For the year ended
December 31, 2013, the Medicaid rebate amount &tina was lower than for the corresponding penp#dl12, due to the reduction in the
rebate amount that became effective in the firsrigu of 2013. Second, partially offsetting theustibn in the Medicaid rebate amount, we
received correspondence from CMS that indicatesQuistcor should have maintained the existingllmesAMP as used by the prior ownel
Acthar before Questcor acquired the drug in 200&.h&ve no indication that CMS’ assertion is withmrit and have, therefore, accrued an
estimated liability for 2002 to 2009, the prior yeaffected by this item. This item does not impgaariods following 2009. Specifically, we
accrued an estimated liability for rebates totatpid.5 million because the amount is estimableitisdrobable that we will pay such amount.
For the year ended December 31, 2013, we recorgeavasion of 7.8% of our pharmaceutical salessimes-related reserves, a decrease from
the 12.5% in the year ended December 31, 2012.

We believe that approximately two-thirds of ourwto in net sales from 2012 to 2013 was due to asd vial shipments, with the
remainder of our net sales growth being due tartbieease in the percentage of our product salésatkanot subject to Medicaid rebates as
described above, as well as increased produchgrielowever, it is difficult to ascribe the souraéset sales growth to these individual fac
as the factors might not be independent.

Net sales for BioVectra were $37.6 million represen4.7% of total net sales. Because we acquiiei¥&tra on January 18, 2013, th
were no comparable sales in the same period 2012.

Acthar orders may be affected by several factoduding inventory levels at specialty and hosptahrmacies, greater use of patient
assistance programs, the overall pattern of uspdleebhealth care community, including Medicaid gogdernment-supported entities, the use
of alternative therapies, and the reimbursemeritipslof insurance companies.

Our specialty distributor ships Acthar to speciglharmacies and hospitals to meet end user derddmdrack our own Acthar shipments
daily, but those shipments vary compared to enddesmand due to changes in inventory levels atiajpe@harmacies and hospitals. As a
result of the variation in order patterns, in charinventory levels may be positively or negativaffected. We believe that distribution char
inventory was within the normal historic range &®ecember 31, 2013.

2012 compared to 201 Net sales of Acthar increased by approximately 8&3to $508.9 million for the year ended December2®1.2
from $217.7 million for the year ended DecemberZ1l,1. The increase in net sales



due to an increase in the number of Acthar viaigpstd from 10,710 vials shipped in 2011, up to 2Q,Vials shipped in 2012. While we do |
receive complete information regarding prescripgtibg therapeutic area, we believe increased deffnanmdour specialty distributor was driv:
by strong prescription growth in each of our NS 8féltherapeutic areas.

Our net sales were also impacted by the amountro$ales reserves, which are deducted from revierthe calculation of net sales. For
the year ended December 31, 2012, we recordedvasimo of 12.5% of our gross revenue for salesteelaeserves, a decrease from the 18.8¢
in the year ended December 31, 2011.

We believe that approximately three-quarters ofgromwth in net sales from 2011 to 2012 was duadosiased vial shipments, with the

remainder of our net sales growth being due tartbieease in the percentage of our product salésatkanot subject to Medicaid rebates as
described above, as well as increased produchgrici

Cost of Sales and Gross Profit

Years Ended December 31

2013 2012 2011

Pharmaceutical cost of sales $ 43,27( $ 28,55¢ $ 12,45¢
Contract manufacturing cost of sa 31,09¢ — —
Total cost of sale $ 74,36¢ $ 28,55¢ $ 12,45¢
Pharmaceutical gross pro $718,07" $480,73 $205,71(
Contract manufacturing gross prc 6,48 — —
Total gross profi $724,56:¢ $480,73 $205,71(
Pharmaceutical gross mar 94% 94% 94%
Contract manufacturing gross mari 17% —% —%
Total gross margi 91% 94% 94%

Cost of sales was $74.4 million for the year endedember 31, 2013, as compared to $28.6 millior2€dr2 and $12.5 million for 2011.
Our gross profit and margin was $724.6 million 8186, respectively, in 2013, as compared to $480libmand 94%, respectively, in 2012
and $205.7 million and 94%, respectively, in 2011.

Cost of sales for the year ended December 31, gitarily included costs associated with the sélaathar ($43.3 million or 58% of
the total costs) and costs associated with our faatwring activity at BioVectra ($31.1 million 02% of the total costs). We include in cost of
sales direct material costs, manufacturing lalmaliréct manufacturing costs including plant suppligackaging, warehousing and distribution,
royalties, product liability insurance, quality ¢mi (which primarily includes product stability dupotency testing), quality assurance,
depreciation of manufacturing equipment and faegiind reserves for excess or obsolete inventory.

The increase in gross profit dollars is due to icetd growth in vials sold for all of our indicati®. The increase in cost of sales was
primarily due to the following: (1) the inclusioti BioVectra manufacturing costs, (2) an increasAdthar net sales, (3) an increase in costs
associated with the distribution of Acthar, inclugliour hub reimbursement support center, and (#)@ease in royalties on Acthar net sa



The decrease in the overall gross margin quarter guarter is due to the inclusion of BioVectrapanufacturing company, which has a
lower gross margin on sales than our sales of Acthaur consolidated results.

We continue to expect our cost of sales, in abealotlars, to increase in future periods due tarnbkision of BioVectra, increased costs
associated with our hub reimbursement support cemtiéside product potency testing, product stgbiésting and, in the event of increasec
sales, higher royalty payments. The manufacturimoggss for pharmaceutical products, including Agthad other pharmaceutical ingredients
is complex and problems may arise during manufagor a variety of reasons, including equipmeuatfumction, failure to follow specific
protocols and procedures, problems with raw mdsenietural disasters, and environmental factors.

Selling and Marketing. Selling and marketing expenses were $152.9 mifiiorthe year ended December 31, 2013, as compared t
$114.1 million in 2012 and $56.7 million in 201Ihdincrease of $38.8 million in 2013 as compare2tt? is due primarily to increases in
headcount-related costs and costs associated wittixpanded sales and marketing efforts. We inclindales and marketing expenses
headcount-related costs, including share-based ensapion costs, promotional costs and physiciagrar costs. We have expanded our sale
force and expect selling and marketing expensextease in future periods.

The increase in selling and marketing expense$d#$million in 2012 as compared to 2011 was alssgtimarily to increases in
headcount-related costs and costs associated witkixpanded sales and marketing effort.

General and Administrative. General and administrative expenses were $56./{bmilbr the year ended December 31, 2013, as cardpal
to $33.6 million in 2012 and $17.7 million in 20M/e include in general and administrative expehsasicount-related costs, including share
based compensation expense, legal and accountiengss. The increase of $22.8 million in 2013 aspaved to 2012, as well as the increase
of $15.9 million in 2012 as compared to 2011, is gumarily to increased headcount and headcouattek costs to support our growth, and
increased legal and compliance costs.

Research and Development. Research and development expenses were $59.7miill2013, as compared to $34.3 million in 2012 and
$16.8 million in 2011. The increase of $25.4 millim research and development expenses in 2018nagaced to 2012 was primarily due to
increases in headcount and headcount-related @odtsding share-based compensation costs, toraomtind expand our various research anc
development programs. The increase of $17.5 millioresearch and development expenses in 2012nagazed to 2011 was primarily due to
increases in headcount and headcount-related toostgport our efforts to explore the use of Actiaa therapeutic alternative for the
treatment of NS and costs incurred associateddliitical studies.

Costs included in research and development aldedaacosts associated with providing financial ¢ggdo support medical research

projects to better understand the therapeutic iteafeActhar in current and new therapeutic apglaas, product development efforts and
regulatory compliance activitie



We manage and evaluate our research and develogxenditures generally by the type of costs irediriVe generally classify and
separate research and development expenditurearmiants related to medical affairs, regulatorgdpict development and manufacturing
costs. Such categories include the following typfesosts:

* Regulatory Cost- Regulatory costs, which include compliance andFBIR interactions

*  Product Development Costs — Product developrests, which include contract research organinatasts and study monitoring
costs.

* Medical Affairs Costs — Medical affairs costshich include activities related to medical infotioa in support of Acthar and its
related indications, as well as costs associatddproviding financial grants to support third-garésearch and development
efforts.

* Manufacturing Costs — Manufacturing costs, Whiclude costs related to production scale-upatidation, raw material
qualification and stability studie

For the year ended December 31, 2013, approximd®élpf our research and development expenditures foe regulatory costs, 49%
was spent on product development costs, 36% ofesmgarch and development expenditures were foraaleafifairs costs, and approximately
11% was spent on manufacturing costs.

For the year ended December 31, 2012, approxim&télpf our research and development expenditures f@e regulatory costs, 39%
was spent on product development costs, 42% ofesmgarch and development expenditures were foraaleafifairs costs, and approximately
11% was spent on manufacturing costs.

For the year ended December 31, 2011, approxima®8ly of our research and development expendituegs for regulatory costs, 37%
was spent on product development costs, 36% ofes@arch and development expenditures were foraaleafifairs costs, and approximately
15% was spent on manufacturing costs.

We continue to invest in Acthar through the expamsif our product development efforts and expectresearch and development
expense to continue to increase.

The expenditures that will be necessary to exenuite@levelopment plans are subject to numerous taiages, which may affect our
research and development expenditures and cap#alirces. For instance, the duration and the ¢atihecal trials may vary significantly
depending on a variety of factors including a Bigkotocol, the number of patients in the tribk turation of patient follow-up, the number of
clinical sites in the trial, and the length of timegjuired to enroll suitable patient subjects. Efearlier results are positive, we may obtain
different results in later stages of developmenrtiuding failure to show the desired safety oraaitiy, which could impact our development
expenditures for a particular indication. Althougl spend a considerable amount of time planningleuelopment activities, we may be
required to deviate from our plan based on newiaistances or events or our assessment from titimecof a particular indication’s market
potential, other product opportunities and our coage priorities. Any deviation from our plan maguire us to incur additional expenditures
or accelerate or delay the timing of our developinsgending. Furthermore, as we obtain results fréafs and review the path toward
regulatory approval, we may elect to discontinueetlipment of certain indications



product candidates, in order to focus our resouscasiore promising indications or candidates. Assallt, the amount or ranges of cost and
timing to complete our product development programg each future product development program igsiitnable.

With our June 2013 acquisition of rights to Synacatibepot, we have initiated a research and devedapseffort for Synacthen Depot
aimed at obtaining FDA and additional internatioapprovals of Synacthen Depot for one or more &tthas. This will be a multi-year effort,
require a significant investment of time and researincluding financial resources, and will be sabjo numerous risks and uncertainties.

Share-based compensation costs. Total share-based compensation costs for the yealesd December 31, 2013, 2012 and 2011 were
$28.8 million, $15.8 million and $7.3 million, resgtively.

Our equity incentive award plan, which includescktoptions, restricted share awards and restrgtimek units, is broad-based and
Questcor full-time employee and certain Questcaot-frae employees are eligible to receive an eqgignt. The increase in our share-based
compensation is due to the increase in Questcologes to 470 on December 31, 2013 from 365 emploga December 31, 2012 and 198
on December 31, 2011.

For the year ended December 31, 2013, we granted eptions to employees and non-employee direttopsirchase approximately
426,896 shares of our common stock at a weightethge exercise price of $35.66 per share, whichegaal to the weighted average of the
fair market value of our common stock on the dédteach grant. The total share-based compensat&is pelated to options for the years ende
December 31, 2013, 2012 and 2011 were $12.7 milaB.1 million and $6.7 million, respectively.

In addition to stock options, we also grant resdcstock awards to certain employees. For thegreaded December 31, 2013, we issuec
829,899 restricted stock awards (including perforcgabased awards), as compared to 777,524 and23issiéed for the years ended
December 31, 2012 and 2011, respectively. Durieditbt and second quarter of 2013, we issued B07sRares of performance-based
restricted stock awards. These performance-basgicted stock awards include a one-time performmahievement and vest according to th
degree at which the performance milestone is aelief&t December 31, 2013, we determined achieveofehe milestone was reasonably
probable and estimable at a level equal to one-thieg value and, therefore, recorded an appropaiatunt of stock-based compensation
expense associated with such grants. The tota¢dfemed compensation costs related to restriobe awvards for the years ended
December 31, 2013, 2012 and 2011 were $14.6 miar8 million and $163,000, respectively.

For the year ended December 31, 2013, we grant&d 3 @estricted stock units to certain of our ergpls. We did not issue any
restricted stock units during the years ended Déeerdl, 2012 and 2011. The total share-based caapen costs related to restricted stock
units for the year ended December 31, 2013 wa<$9,0

Lastly, we issued shares of our common stock tHraug 2003 Employee Stock Purchase Plan, or ESRiehwrovides our employees
the opportunity to purchase our common stock thincucgumulated payroll deductions. During the yeaed December 31, 2013, 2012 and
2011, 137,472, 92,030 and 90,650 shares, resplyctiaal been issued to participants. The totaleshased compensation costs related to our
ESPP for the years ended December 31, 2013, 2@L2GA were $1.4 million, $1.0 million and $0.5 lioih, respectively



The following table sets forth our share-based camsption costs for the years ended December 38, 2012 and 2011, respectively (in
thousands):

Years Ended December 31

2013 2012 2011
Selling and marketing $10,89: $ 5,36( $4,23¢
General and administrati 12,30: 7,467 1,88¢
Research and developmt 5,554 2,96¢ 1,20¢
Total shar-based compensation expel $28,75! $15,79. $7,32¢

Total Interest and Other (Expense) Income and Changein Foreign Currency Translation Loss. Total interest and other (expense)
income for the year ended December 31, 2013 wa8)$ttlllion, as compared to $0.7 million for 2022dz$0.6 million for 2011. The decrease
in total interest and other (expense) income o $dillion in 2013 as compared to 2012 was due édfdineign currency transaction loss
recorded as a result of the BioVectra acquisitidre increase in total interest and other (expeinsgme of $0.1 million in 2012 as compared
to 2011 was the result of the recording of an iaseein the average cash balances on hand for 20déhgpared to 2011 resulting in higher
interest income.

Income tax expense. Income tax expense for the years ended Decemb@0338, 2012 and 2011 was $146.9 million, $99.6iamland
$34.2 million, respectively, and our effective take for financial reporting purposes was approxalya33.4%, 33.5% and 30.0%, respectiv
The change in our effective income tax rate in 2848ompared to 2012 is primarily due to the alseficesearch and development tax credit
in 2012. The change in the effective tax rate ih28s compared to 2011 is due to an increase idettuttible expense, the absence of rest
and development tax credits in 2012, and the ane-tax credit recorded in 2011 for the costs irealiin obtaining the orphan drug
designation.

Liquidity and Capital Resources

Cash and cash equivalents, short-term investmenitsvarking capital as of December 31, 2013 and 268spectively, were as follows
(in thousands):

Financial Assets:

Years Ended December 31

2013 2012
Cash and cash equivalents $ 175,84( $ 80,60¢
Shor-term investment 69,16¢ 74,70t

Cash, cash equivalents and s-term investment $ 245,00t $ 155,31




Select measures of liquidity and capital resources:

Years Ended December 31

2013 2012
Current assets $ 396,77¢ $ 237,27¢
Current liabilities 161,17: 90,39¢
Working Capital $ 235,60:- $ 146,87
Current Ratic 2.4¢€ 2.62

Until required for use in our business or returteedhareholders through our dividend, share re@selprogram or other method, we
invest our cash reserves in money market fundshagtdquality commercial, corporate and U.S. govesntrand agency bonds in accordance
with our investment policy. The objective of ouvé@stment policy is to preserve capital, provideiliify consistent with forecasted cash flow
requirements, maintain appropriate diversificatima generate returns relative to these investrgatiives and prevailing market conditions.

The increase in cash, cash equivalents and shontinvestments from December 31, 2013 to Dece®bgeP012 was primarily due to t
increase in our net sales and the related cashiajede€rom operations, offset by the acquisitiohBioVectra and Synacthen Depot and the
repurchase of 960,000 shares of our common staokigh our approved stock repurchase plan for $&@lion. The increase in our working
capital was primarily due to increases in our oNeash position, inventory (due primarily to thegaisition of BioVectra), and accounts
receivable due to the growth in our sales, offgahbreases in the current portion of our contirtdiailities associated with the acquisitions of
BioVectra and Synacthen Depot and accrued royalfissexpect to maintain increased amounts of irorgrds compared to historical avera
as a result of the acquisition of BioVectra.

Our collection terms on our accounts receivablatired to sales of Acthar to our specialty distrdyudre net 30 days. This specialty
distributor represents approximately 92% of oumacdts receivable and 95% of our net sales.

We expect continued growth in our research andldpmeent and selling and marketing expenses. Howeweranticipate that cash
generated from operations and our existing cast equivalents and short-term investments showdige us adequate resources to fund our
operations as currently planned for the foresedalilee.



During the period from October 1, 2013 through Delser 31, 2013, we repurchased the following shairesir common stock:

Total Number of Maximum Number
Shares Purchase

of Shares That May
as Part of Publicly

Average Price Paic Yet be Purchased
Total Number of Announced Plans Under the Plans or
Period® Shares Purchase per Share or Programs Programs
October 1 - October 31, 2013 — $ — — 6,252,79:
November 1- November 30, 201 360,91 $ 56.6( 360,91 5,891,87
December - December 31, 201 599,08t $ 54.4¢ 599,08t 5,292,79:
Total 960,00( $ 55.2¢ 960,00(

(1) InFebruary 2008, our Board of Directors approvetiogk repurchase plan that provides for the rdpase of up to 7 million shares of «
common stock. Stock repurchases under this prograynbe made through either open market or privatetotiated transactions in
accordance with all applicable laws, rules and la@gns. On May 29, 2009, our Board of Directorsrgased the stock repurchase
program authorization by an additional 6.5 millgimares; on May 9, 2012, our Board of Directorseased the stock repurchase prograr
authorization by an additional 5 million shares] @m September 28, 2012, our Board of Directoreeim®ed the stock repurchase proc
authorization to 7 million shares, including th2 &illion shares that were remaining under therpaigthorization

Cash Flows
Change in cash and cash equivalents:

Years Ended December 31

2013 2012 2011
Net cash flows provided by operating activit $ 337,77¢ $ 219,03 $ 85,59¢
Net cash flows (used in) / provided by investing\aties (177,31) 44,64. (51,479
Net cash flows (used in) / provided by financing\ates (64,157 (271,54() 12,841
Impact of exchange rate on cash fic (1,079 — —
Net change in cash and cash equival $ 95,23: $ (7,86) $ 46,96!

The increase in net cash and cash equivalents@sagmber 31, 2013 from December 31, 2012 is pifyndwme to the increased net
income achieved in 2013 versus the net income aetim the same period in 2012, offset by the agitjons of BioVectra and Synacthen
Depot, the repurchase of our common stock and elidd paid. The decrease in net cash and cash kis/as of December 31, 2012 from
December 31, 2011 is primarily due to the repuretedour common stock and dividends paid, offsethigyincreased net income achieved in
2012 versus the net income achieved in the samedper2011.



Operating Activities
The components of cash flows from operating adisjtas reported on our Consolidated Statemer@asii Flows, are as follows:

Our reported net income, adjusted for non-aé&shs, including share-based compensation expdes$erred income taxes,
amortization of investments, depreciation and airation, loss on disposal and impairment of propextiuipment and intangibles,
imputed interest and changes in fair value for iogeint consideration and other compensation expeases334.8 million, $217.3
million and $84.6 million for the years ended Debem31, 2013, 2012 and 2011, respectiv

Net cash inflow due to changes in operating assetdiabilities was $3.0 million for the year end2dcember 31, 2013, whic
primarily relates to the following: an increaseattrued royalties of $25.4 million and an increiasether accrued liabilities of $3.3
million, offset by a decrease in income taxes plyab$3.7 million and an increase in accountsiret®e of $19.2 million, which
relates to an increase in sal

Net cash inflow due to changes in operating assetdiabilities was $1.7 million for the year end2dcember 31, 2012, whic
primarily relates to an increase in accounts payabl7.6 million, an increase in accrued compéos&t9.7 million, an increase in
sales related reserves of $3.3 million, which exddb an increase in Acthar gross sales, and agaise in accrued royalties of $5.5
million, offset by an increase in accounts receliealf $33.6 million.

Net cash inflow due to changes in operating assetdiabilities was $1.0 million for the year end2dcember 31, 2011, whic
primarily relates to an increase in accrued comgitims of $7.4 million, an increase in sales relatgskrves of $12.6 million, which
relates to an increase in Acthar gross sales,tdffsan increase in accounts receivable of $16llfomi

Investing Activitie:

Cash flows used in investing activities for theryeladed December 31, 2013 included the acquisittbBoVectra and Synacthen Dep
as well as securing a portion of the future paymsémt Synacthen Depot in the form of a letter &dir representing three annual payments
totaling $75.0 million. The remaining componentsash flows from investing activities for the yearsled December 31, 2013, 2012 and :
consisted of the following:

Purchases of property and equipment of $3.bamifor the year ended December 31, 2013, $1.lianifor the year ended
December 31, 2012 and $1.8 million for the yeareinbecember 31, 2011; a

Purchases of short-term investments of $12@l&mfor the year ended December 31, 2013, $14&ilHon for the year ended
December 31, 2012 and $162.3 million for the yemteel December 31, 2011; offset

Maturities of short-term investments of $12&illion for the year ended December 31, 2013, $19illion for the year ended
December 31, 2012 and $112.6 million for the yemteel December 31, 201



Financing Activities
Net cash flows from financing activities for theayeended December 31, 2013, 2012 and 2011 refl¢oteidllowing:

The income tax benefit realized on our shargetdaompensation plans of $22.8 million for theryaled December 31, 2013, $7.5
million for the year ended December 31, 2012 ard Binillion for the year ended December 31, 200,

The issuance of common stock related to bottEmployee Stock Purchase Plan and the exercis®dk options for $15.9 million
for the year ended December 31, 2013, $6.3 miftiwrthe year ended December 31, 2012 and $6.6omifbr the year ended
December 31, 2011; offset |

The repurchase of shares of our common sto868f1 million to repurchase 960,000 shares ofconmmon stock under our stock
repurchase plan for the year ended December 3B, 3261.8 million to repurchase 6,759,861 sharesiotommon stock under
our stock repurchase plan for the year ended DeeeB1 2012, and $11.5 million to repurchase 884 3tares of our common
stock under our stock repurchase plan for the gaded December 31, 2011; ¢

Dividends paid during the years ended DecerBlheP013 and 2012 of $48.1 million and $23.5 miljicespectively. No dividends
were paid during the year ended December 31, 2

On January 18, 2013, we acquired 100% of the isanddutstanding shares of BioVectra for $50.8iomlplus up to an additional
C$50.0 million in cash tied to the future perforroarf BioVectra.

We review our level of liquidity and anticipatedsbaneeds for the business on an ongoing basigarsider whether to return additional
capital to our shareholders as well as alternatieéhods to return capital. Historically, our primmanethod of returning capital to shareholders
has been open market share repurchases and dipdgnents. Since the beginning of 2008, we haverobiased a total of 17.0 million shares
of our common stock under our stock repurchase foia$#i363.0 million through December 31, 2013, rab&erage price of $21.40 per share.
Additionally, we have repurchased 6.2 million slsaséour common stock outside of our stock repusehaan for a total of $30.3 million
through December 31, 2013 at an average price.8B%ger share for a total repurchase value of 88lion. As of December 31, 2013, th
are 5.3 million shares authorized remaining understock repurchase pla



Contractual Obligations

The following table summarizes our contractual gétions at December 31, 2013. This table doesneaide potential milestone

payments, future sales-based royalty obligatiomsaasumes non-termination of agreements (in thasan

Payments Due by Perioc

1 Year 1to 3to5 After
Total or Less 3 Years Years 5 Years
(In $00C's)
Minimum payments remaining under operating leage $ 13,65« $ 5651 $ 6,29¢ $1,37¢ $ 331
Novartis (2) 75,00( 25,00( 50,00( 0 0
BioVectra Shareholders ( 37,46: 4,23¢ 33,22 0 0
Long-term debt (4 15,66: 1,66t 5,721 2,80¢ 5,471
Potency Testing (& 6,00( 2,00( 4,00( 0 0
Total contractual cash obligatio $147,77¢ $38,55¢ $99,24. $4,18- $5,80:

1)

(2)

Total contractual cash obligations include thedwihg:

As of December 31, 2013 we leased space idibg$ with lease terms expiring in 2014, 2017 adt& We leased land for our
BioVectra operations with a lease term expirin@@®1, subject to 10 year revaluation clauses baged comparable land values at the
date of revaluation. We have also entered intcouarbffice equipment leases and automobile lediseserms of which are typically thr
years. Annual rent expense for all of our facifitiequipment and automobile leases for the yeagdeBeécember 31, 2013 w
approximately $4.0 millior

We lease space primarily in the following locations

* We lease 30,000 square feet of laboratory dfickspace in Hayward, California under a mastese that expires in May 2018.
This facility is occupied by our Commercial Deveatognt, Sales and Marketing, Medical Affairs, Contfdanufacturing, Quality
Control and Quality Assurance departme

 We lease 15,600 square feet of office spadglicott City, Maryland under a lease agreement éxgires in October 2017. This
facility is occupied by our Product Development &wehulatory Affairs department

*  We lease 7,900 square feet of office spaceniah&im, California under a lease agreement thatesxjm October 2014. This facility
is occupied by our Executive, Finance and Admiatsin departments, and serves as our corporatebagdrs

Under the terms of the transaction agreemer@gaid Novartis an upfront consideration of $60iam. We will also be making annual
cash payments of $25 million on each of the fsstond and third anniversaries of the EffectiveeDatpotential additional annual cash
payment on each anniversary subsequent to theahityersary until we obtain the first approvatlug FDA related to Synacthen or
Synacthen Depot, or the FDA Approval, and a milestpayment upon our receipt of the FDA Approvalédf successfully obtain the
FDA Approval, we will pay an annual royalty to Natia based on a percentage of the net ¢



(3)

(4)

(5)

of the product in the U.S. market until the maximpayment is met. The first three annual paymengseating to $75 million are
secured by a letter of credit. In no event will thal payments related to this transaction ex&f million. As of December 31, 2013,
we recorded an asset (because it was determinethéhstangible asset has alternative future tedajed to the acquisition of Synacthen
Depot of $191.5 million and a corresponding lidpitf $140.1 million. The asset and liability (whievas determined to be a derivative)
were originally valued using a weighted discourgeabability model. The asset is considered to Wmide-lived and is amortized over |
useful life to research and development expense ligihility is reviewed each reporting period fowyachanges in the probability
assumptions and for changes due to the passageeofifferences between payments included abodetza consolidated financial
statements relate to the balance sheet includintingent payments within the probability moc

On January 18, 2013, we completed our acqoisitf BioVectra Inc. We acquired 100% of the issaad outstanding shares of
BioVectra for $50.3 million utilizing cash on hanthe former shareholders of BioVectra could receaigditional cash consideration of
to C$50.0 million based on BioVectra's financissults over the next three years. As of DecembeR@13, the estimated value of the
contingent consideration of $37.5 million has besgorded as a liability in our condensed consatiddtalance sheets ($4.2 million has
been recorded as the current portion of the coatihgonsideration). In 2013, BioVectra met its parfance milestone for the year and
earned an additional C$5.0 million in considerat

Our subsidiary, BioVectra, has (1) a 2.85% terrm]geyable monthly and is due April 2016. The lsasecured with BioVectra accou
receivable and inventory, and (2) a supply agre¢mvéh a customer to supply a pharmaceutical proéuca period of 10 years ending
June 2023. Per the supply agreement, BioVectradead and constructed a facility for the manufactirde pharmaceutical product to
be supplied under the agreement. BioVectra enfateda term loan agreement to finance C$14.8 nmilibthe construction costs of the
facility. The term loan has an interest rate of &/gue in full by February 2022 and is secureddyain of our BioVectra assets. Under
the supply agreement, the customer agreed to regelRioVectra (such reimbursement is recorded taales) for the quarterly
financing payments of C$450,743 during the terrthefloan.

During the year ended December 31, 2011, weredtinto an agreement with a third party vendgrtwvide potency and toxicity testing
on Acthar prior to releasing the product for comardistribution. Beginning on January 1, 2012 #greement provides for a maxirr
number of tests to be performed each year. Tesfsrpeed in excess of the maximum are to be paid per test basis. We have been in
compliance with the terms of our agreement witk third party vendol

Critical Accounting Policies and Estimates

We base our management’s discussion and analyBisaotial condition and results of operationsyad as disclosures included

elsewhere in this Annual Report on Form 10-K, upanconsolidated financial statements, which weshaepared in accordance with U.S.
generally accepted accounting principles, or GAAR. describe our significant accounting policieshia notes to the audited consolidated
financial statements contained elsewt



in this Annual Report on Form 10-K. We include witlthese policies our “critical accounting policie€ritical accounting policies are those
policies that are most important to the preparatibour consolidated financial statements and megmanagement’s most subjective and
complex judgment due to the need to make estinadtest matters that are inherently uncertain. Cheingestimates and assumptions based
upon actual results may have a material impactuwnmeasults of operations and/or financial condition

We believe that the critical accounting policieattmost impact the consolidated financial statesarg described below.

Revenue Recognition

We recognize revenue in accordance with Accourfiitagndards Codification 605, “Revenue RecognitioodBcts,” or ASC 605.
Pursuant to ASC 605, we recognize revenue whenawe persuasive evidence that an arrangement, agnt@mcontract exists, when each of
the following three criteria are satisfied: (iJaifor our product and risk of loss have passealtocustomer, (ii) the price we charge for our
product is fixed or is readily determinable, an) {ve are reasonably assured of collecting theamt®owed under the resulting receivable.
do not require collateral from our customers.

International sales of our products are immaterial.

Net Sale:
We record net sales after establishing reservethéofollowing:
i. Medicaid rebates
i. TRICARE retail program rebate
iii. Medicare Part D Coverage Gap Discount Program est
iv. Chargebacks due to other government progr:
v.  Questcc-sponsored ¢-pay assistance progran
vi. Exchanges, which have historically been immateaad

vii. Other deductions such as payment discot

We currently provide our products to Medicaid papants under an agreement with CMS. Under thisexgent, states are eligible to
receive rebates from us for Medicaid patients toagance with CMS regulations. States have hisattyiprovided us with rebate invoices for
their Medicaid Fee for Service reimbursements betw&) and 90 days after the end of the calendategua which our products were
provided. Certain states are taking longer to stibomplete rebate invoices for the Medicaid Mana@ack utilization that became rebate
eligible on March 23, 2010, as a result of the &naat of the Health Care Reform Acts.

Significant judgment is inherent in the selectidrmassumptions and the interpretation of historeoglerience as well as the identification
of external and internal factors affecting the daiaation of our reserves for Medice



rebates and other government program rebates amdatiacks. We believe that the assumptions usgetéomine these sales reserves are
reasonable considering known facts and circumstat@wever, our Medicaid rebates and other govenm@gram rebates and chargebacks
could materially differ from our reserve amountsdugse of unanticipated changes in prescriptiordg@n patterns in the states’ submissions c
Medicaid claims, adjustments to the amount of pebvduthe distribution channel, or if our estimatéshe number of Medicaid patients with
IS, MS, NS and rheumatology related-conditionsiaecerrect. We have greater visibility on the futgtédmission of Medicaid claims and the
amount of product in the distribution channel faitthar distributed to certain specialty pharmadimestwe have with respect to Acthar
distributed through other specialty pharmacieacttial Medicaid rebates, or other government pragebates and chargebacks are materially
different from our estimates, we would accountdoch differences as a change in estimate in thiecpr which they become known. If actual
future payments for such reserves exceed the demae made at the time of sale, our consolidatesh€ial position, results of operations anc
cash flows may be negatively impacted.

The following table summarizes the activity in siecount for sales-related reserves for Medicaidtesh(in thousands):

Years Ended December 31

2013 2012 2011
Balance at January 1 $ 33,92: $ 29,87 $17,38¢
Actual Medicaid rebate payments for sales madeior pear (22,89) (18,449 (9,109
Actual Medicaid rebate payments for sales madeiireat yeal (19,339 (35,709 (24,887
Current Medicaid rebate provision for sales madarior year 11,50( 1,152 8
Current Medicaid rebate provision for sales madeuiment yea 27,78¢ 57,05: 46,47:
Balance at December : $ 30,98 $ 33,92: $ 29,87«

Total Sales-related Reserves

At December 31, 2013 and 2012, respectively, salded reserves included in the accompanying Goladed Balance Sheets were as
follows (in thousands):

December 31

2013 2012
Medicaid rebates $30,98: $33,92:
Other rebates, chargebacks and disca 4,38¢ 3,45¢
Total $35,37( $37,37¢

Product Exchange

Acthar has a shelf life of 18 months from the daftenanufacture. We authorize Acthar exchangesxpirimg and expired product in
accordance with our stated return policy, whicbwadl the specialty distributor we work for to retgmoduct within one month of its expiration
date and for a period up to three months after puotiuct has reached its expiration date. Produdtanges have been insignificant since we
began utilizing the services of a specialty distrils to distribute Acthai



Inventories

We state inventories, net of allowances, at thestosf cost or market value. For our Acthar prodaost is determined by the first-in,
first-out method. For our production materials angplies, work-in-process and finished goods atcontract manufacturer, cost is determinec
on an average cost basis.

We review inventory periodically for slow-moving obsolete status. We adjust our inventory if wandbexpect to recover the cost of
inventory. We would record a reserve to adjust imegy to its net realizable value when any of thiéofving occur: (i) a product is close to
expiration and we do not expect it to be sold,gigroduct has reached its expiration date orwiEi)do not expect a product to be saleable. In
determining the reserves for these products, wsidenfactors such as the amount of inventory ordtend its remaining shelf life, and curr
and expected market conditions, including managéfeeacasts and levels of competition. We haveuatad the current level of inventory
considering historical trends and other factors, la@sed on our evaluation, have recorded adjustnieméeflect inventory at its net realizable
value. These adjustments are estimates, which s@uldsignificantly from actual results if future@omic conditions, customer demand,
competition or other relevant factors differ frompectations. These estimates require us to adse$sture demand for our products in orde
categorize the status of such inventory items@s-ghoving, obsolete or in excess-of-need. Thesgdéutstimates are subject to the ongoing
accuracy of our forecasts of market conditionsygty trends, competition and other factors. Déferes between our estimated reserves and
actual inventory adjustments have been immatexial,we account for such adjustments in the cupernod as a change in estimate.

Share-based Compensation

We recognize compensation expense for all sharedbmsards made to employees and directors. Thedhie of share-based awards is
estimated at grant date using an option pricingehadd the portion that is ultimately expected éstis recognized as compensation cost ove
either (1) the requisite service period or (2) pleeformance period.

Since share-based compensation is recognized ontiidse awards that are ultimately expected to weshave applied an estimated
forfeiture rate to unvested awards for the purpmdsealculating compensation cost. These estimatiébevrevised, if necessary, in future
periods if actual forfeitures differ from estimat€&hanges in forfeiture estimates impact compensaidst in the period in which the change in
estimate occurs.

We use the Black-Scholes option-pricing model toveste the fair value of share-based awards. Theriénation of fair value using the
Black-Scholes option-pricing model is affected loy stock price as well as assumptions regardingnaber of complex and subjective
variables, including expected stock price volatiliiskfree interest rate, expected dividends and prajeeteployee stock option behaviors.
estimate the expected term based on the contraetmalof the awards and employ’ exercise and expected g-vesting termination behavic



We use the intrinsic method to account for restdattock awards. The restricted stock awards dveddased on the closing stock price
on the date of grant and amortized ratably ovetith®f the award.

Additionally, we are required to disclose in ounsolidated statements of cash flows the incomeffects resulting from share-based
payment arrangements. We adopted the simplifiethodietio calculate the beginning balance of the @it paid-in capital, or APIC, pool of
excess tax benefits, and to determine the subsegtfent on the APIC pool and consolidated statesehcash flows of the tax effects of
employee share-based compensation awards.

At December 31, 2013, there was $25.8 million ¢dltanrecognized compensation cost related to uedesstricted stock awards and
restricted stock units and $20.4 million of totalecognized compensation cost related to unvestel sptions, which is expected to be
recognized over a remaining weighted average \@ggkmniod of approximately 2.2 years.

Income Taxes

We account for income taxes under the provisionSogbunting Standards Codification, 740 “Income @aX or ASC 740. We make
certain estimates and judgments in determiningrmetax expense for financial statement purposessd Bstimates and judgments occur ir
calculation of certain tax assets and liabilitiwhjch arise from differences in the timing of rendipn of revenue and expense for tax and
financial statement purposes.

As part of the process of preparing our consolidl&iteancial statements, we are required to estinmaime taxes in each of the
jurisdictions in which we operate. This procesimes estimating our tax exposure under the maseottax laws and assessing tempo
differences resulting from differing treatment t&fms for tax and accounting purposes. These diféeeresult in deferred tax assets and
liabilities, which are included in our consolidatealance sheets.

Utilization of our net operating loss and reseaot development credit carryforwards may still bleject to substantial annual
limitations due to the ownership change limitatipngvided by the Internal Revenue Code and simsti@e provisions for ownership changes
after December 31, 2011. Such annual limitationgdcteesult in the expiration of the net operatiogd and research and development credit
carryforwards available as of December 31, 201 treettilization.

Income tax expense for the years ended Decemb@033B, 2012 and 2011 was $146.9 million, $99.6iamland $34.2 million,
respectively, and our effective tax rate for finahceporting purposes was approximately 33.4%5%3and 30.0%, respectively. The chang
our effective income tax rate in 2013 as compane2Dtl2 is primarily due to the absence of reseanthdevelopment tax credits in 2012. The
change in the effective tax rate in 2012 as conthar®011 is due to an increase in nondeductibpeese, the absence of research and
development tax credits in 2012, and the one-tamectedit recorded in 2011 for the costs incurredhtaining the orphan drug designation.

As of December 31, 2013, we have recorded a ltghidr unrecognized tax benefits of $1.3 milliohated to various federal and state
income tax matters. Our policy is to recognizeneséand penalties accrued on



unrecognized tax benefits as a component of tagresga As of December 31, 2013 and 2012, our acfouadterest and penalties on any
unrecognized tax benefits was $78,000 and $106r@8fectively. We expect unrecognized tax bentfittecrease by approximately $0.5
million over the next 12 months as a result ofgbttlement of an IRS examination.

Recent Accounting Pronouncements

From time to time, new accounting pronouncemerdgssaued by the Financial Accounting Standards @oaother standard setting
bodies that are adopted by us as of the speciffedtee date. We did not adopt any new accoungiranouncements during the year ended
December 31, 2013 that had a material effect orfinancial position or results of operatiol



