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PULTE HOMES, INC.

NOTICE OF 2005 ANNUAL MEETING OF SHAREHOLDERS

Dear Shareholder:

We will hold our annual meeting of shareholders at the Northfield Hilton Hotel, 5500 Crooks Road, Troy, Michigan, on Thursday, May 12,
2005, at 8:30 a.m., Eastern Time. Following a report on Pulte�s business operations, Shareholders will vote on:

� The election of three directors for a term of three years.

� The ratification of the appointment of Ernst & Young LLP as our independent accountants.

� The approval of an amendment to our Articles of Incorporation to increase the number of authorized shares of Common Stock from
200,000,000 shares to 400,000,000 shares.

� The reapproval of the performance measures for the Pulte Homes, Inc. Long Term Incentive Plan.

� A shareholder proposal requesting the election of directors by a majority, rather than plurality, vote.
You can vote if you were a shareholder of record at the close of business on March 22, 2005. You may vote by Internet, telephone, written proxy
or written ballot at the meeting.

This proxy statement and the enclosed form of proxy, as well as our 2004 annual report, are being mailed to shareholders beginning on April 1,
2005. We encourage you to sign and return the accompanying proxy card in the enclosed envelope or instruct us via the internet or by telephone
as to how you would like your shares voted.

By Order of the Board of Directors

DAVID M. SHERBIN
Vice President, General Counsel
and Secretary

Bloomfield Hills, Michigan
April 1, 2005
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PROXY STATEMENT

The Board of Directors is soliciting proxies to be used at the annual meeting of shareholders to be held on Thursday, May 12, 2005, beginning at
8:30 a.m., Eastern Time, at the Northfield Hilton Hotel, 5500 Crooks Road, Troy, Michigan. This proxy statement and the enclosed form of
proxy are being mailed to shareholders beginning April 1, 2005.

QUESTIONS AND ANSWERS ABOUT THE PROXY MATERIAL AND THE ANNUAL MEETING:

What am I voting on?

You are voting on five proposals:

1. The election of three nominees for director for a term of three years:

D. Kent Anderson
John J. Shea
William B. Smith

2. The ratification of the appointment of Ernst & Young LLP as our independent accountants.

3. The approval of an amendment to our Articles of Incorporation to increase the number of authorized shares of our Common Stock from
200,000,000, $0.01 par value per share, to 400,000,000, $0.01 par value per share.

4. The reapproval of the performance measures in the Pulte Homes, Inc. Long Term Incentive Plan.

5. A shareholder proposal requesting the election of directors by a majority, rather than plurality, vote.
What are the voting recommendations of the Board?

The Board recommends the following votes:

� FOR all of the nominees for director.

� FOR ratification of the appointment of Ernst & Young LLP as our independent accountants.

� FOR amending of our Articles of Incorporation to increase the authorized shares of our Common Stock to 400,000,000.

� FOR reapproval of the performance measures in the Pulte Homes, Inc. Long Term Incentive Plan.

� AGAINST the shareholder proposal requesting the election of directors by a majority, rather than plurality, vote.
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Will any other matter be voted on?

We are not aware of any other matters on which you will be asked to vote at the meeting. If you have completed and mailed your proxy card and
any other matter is properly brought before the meeting, William J. Pulte and Richard J. Dugas, Jr., acting as your proxies, will vote for you in
their discretion.

How do I vote my shares?

If you are a shareholder of record as of the close of business on March 22, 2005 (the record date), you can give a proxy to be voted at the
meeting either:

� by mailing in the enclosed proxy card;

� by written ballot at the meeting;

� over the telephone by calling a toll-free number; or

� electronically, using the Internet.
If you complete and mail in your proxy card, your shares will be voted as you indicate. If you do not indicate your voting preferences, William J.
Pulte and Richard J. Dugas, Jr., acting as your proxies, will vote your shares FOR Items 1, 2, 3 and 4 and AGAINST Item 5.

The telephone and Internet voting procedures have been set up for your convenience and have been designed to authenticate your identity, to
allow you to give voting instructions, and to confirm that those instructions have been recorded properly. If you are a shareholder of record and
you would like to vote by telephone or by using the Internet, please refer to the instructions on the enclosed proxy card.

If you hold your shares in �street name,� you must vote your shares in the manner prescribed by your broker or nominee. Your broker or nominee
has enclosed or provided a voting instruction card for you to use in directing the broker or nominee on how to vote your shares.

What is the difference between a shareholder of record and a �street name� holder?

If your shares are registered directly in your name with EquiServe Trust Company, N.A., the Company�s stock transfer agent, you are considered
the shareholder of record with respect to those shares.

If your shares are held in a stock brokerage account or by a bank or other nominee, you are considered the beneficial owner of these shares, and
your shares are held in �street name.�

Can I change my vote?

Yes. You can change your vote or revoke your proxy before the meeting in any of three ways:

� by submitting another proxy by telephone, via the Internet or by mail that is later dated and, if by mail, that is properly signed; or

� by submitting written notice to the Secretary of the Company. Your notice must be received by the Company by 5:00 p.m. on May 11,
2005; or

� by voting in person at the meeting.
What percentage of the vote is required for a proposal to be approved?

The three director nominees receiving the greatest number of votes will be elected. The ratification of the appointment of Ernst & Young as our
independent accountants, the reapproval of the performance measures used in our long term incentive plan, and the shareholder proposal each
require the affirmative vote of a majority of the votes cast at the meeting. The approval of the amendment to our Articles of Incorporation
requires the affirmative vote of a majority of the outstanding shares of Common Stock.

Who will count the vote?
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EquiServe Trust Company, N.A. will act as the independent tabulator to receive and tabulate the proxies and as the independent inspector of
election to certify the results.
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What shares are covered by my proxy card?

The shares covered by your card represent all the Pulte shares you own.

What does it mean if I get more than one proxy card?

It means your shares are held in more than one account. You should vote the shares on all your proxy cards. To provide better shareholder
service, we encourage you to have all your shares registered in the same name and address. You may do this by contacting our transfer agent,
EquiServe Trust Company, N.A., at (877) 282-1168.

Who can attend the annual meeting?

All shareholders of record as of the close of business on March 22, 2005 can attend. Registration will begin at 8:00 a.m., Eastern Time, and
seating is limited. You may bring your spouse and your children as guests to the meeting. Institutional or entity shareholders are allowed to bring
up to three representatives. Attendance at the meeting will be on a first-come, first-served basis, upon arrival at the meeting.

What do I need to do to attend the annual meeting?

You should plan to arrive at the Northfield Hilton Hotel at 5500 Crooks Road, Troy, Michigan, on Thursday, May 12, 2005 by 8:00 a.m.,
Eastern Time. Upon your arrival, please follow the signage to the registration desk where you will register for the meeting. If a broker or other
nominee holds your shares, bring proof of your ownership with you to the meeting. Bring valid picture identification, such as a driver�s license or
passport. If you are a registered shareholder, you must also bring evidence of your ownership, such as a dividend check stub. If your shares are
held in �street name,� you must bring a copy of your brokerage statement. If you are an authorized proxy, you must present the proper
documentation.

What is the quorum requirement of the annual meeting?

A majority of the outstanding shares on March 22, 2005 constitutes a quorum for voting at the meeting. On March 1, 2005 there were
128,789,362 shares outstanding. If you vote, your shares will be part of the quorum.

How will abstentions be treated?

Abstentions will be counted as shares present at the meeting for purposes of determining whether a quorum exists. You may not abstain with
respect to the election of directors. With respect to the proposals to ratify the appointment of Ernst & Young LLP and to reapprove the
performance measures for our Long-Term Incentive Plan and with respect to the shareholder proposal, an abstention will not be counted as a
vote cast and therefore will have no effect on whether the proposal is approved. With respect to the proposal to amend our Articles of
Incorporation, an abstention will have the same effect as a vote against the proposal.

How will broker non-votes be treated?

A broker non-vote occurs when a broker cannot vote on a matter because the broker has not received instructions from the beneficial owner and
lacks discretionary voting authority with respect to that matter. Broker non-votes will be treated in the same manner, and have the same effect, as
abstentions.

3
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BENEFICIAL SECURITY OWNERSHIP

The table below shows the number of shares of our common stock beneficially owned as of March 1, 2005 by each of our Directors and each
Named Executive Officer, as well as the number of shares beneficially owned by all of our Directors and Executive Officers as a group. The
table also includes information about stock options exercisable within 60 days after March 1, 2005, restricted stock, and Pulte common stock
held in the 401(k) Plan owned by Directors and Named Executive Officers.

Exercisable Percentage of 

 Directors And Executive Officers Shares(1) Stock Options(9) Outstanding
Shares 

D. Kent Anderson 17,200 60,150 *

Roger A. Cregg 131,188(2) 728,058 *

Richard J. Dugas, Jr. 162,264(3) 125,000 *

Vincent J. Frees 27,098(4) 175,576 *

Debra J. Kelly-Ennis 7,909(5) 52,000 *

David N. McCammon 42,600(6) 32,000 *

Steven C. Petruska 102,599(7) 41,500 *

William J. Pulte 21,017,060(8) 0 16.3

Bernard W. Reznicek 6,236 24,000 *

Alan E. Schwartz 42,000 24,000 *

Francis J. Sehn 69,000 12,000 *

John J. Shea 15,400 36,000 *

William B. Smith 7,200 32,000 *

All Directors and Executive Officers as a
group (16), including the above 21,585,749 1,581,080 18.06

* Less than 1%.
Notes:

(1) All directors and executive officers listed in this table have sole voting and investment power over the Pulte shares they beneficially own,
except as otherwise noted below.

(2) Includes (i) 66,150 Pulte common shares that Mr. Cregg owns jointly with his wife, (ii) 30,000 shares of restricted stock that are scheduled
to vest on December 11, 2006, (iii) 35,000 shares of restricted stock that are scheduled to vest on February 2, 2008, and (iv) 38 shares of
Pulte Common Stock held in our 401(k) Plan.

(3) 

Edgar Filing: PULTE HOMES INC/MI/ - Form PRE 14A

Table of Contents 10



Includes (i) 22,900 Pulte common shares that Mr. Dugas owns jointly with his wife, (ii) 17,306 Pulte common shares owned in a trust of
which Mr. Dugas is a beneficiary, (iii) 50,000 shares of restricted stock that are scheduled to vest on December 11, 2006,
(iv) 60,000 shares of restricted stock that are scheduled to vest on February 2, 2008, and (v) 58 shares of Pulte Common Stock held in our
401(k) Plan.

(4) Includes 5,000 shares of restricted stock of Mr. Frees that are scheduled to vest on December 9, 2007, and (ii) 58 shares of Pulte Common
Stock held in our 401(k) Plan.

(5) Includes 7,309 shares that are owned in a trust of which Ms. Kelly-Ennis is a trustee and a beneficiary.

(6) These shares are owned in a trust of which Mr. McCammon is a trustee and a beneficiary.

(7) Includes (i) 26,250 shares of Restricted Stock that vest one-third on each of December 11, 2005, December 11, 2006 and December 11,
2007, (ii) 40,000 shares of Restricted Stock that vest on February 2, 2008, and (iii) 943 shares of Pulte Common Stock held in our 401(k)
Plan.
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(8) Includes (i) 20,843,453 Pulte common shares that are owned by various trusts of which Mr. Pulte is a trustee or income beneficiary,
(ii) 50,000 shares of restricted stock that are scheduled to vest on December 11, 2006, and (iii) 60,000 shares of restricted stock that are
scheduled to vest on February 7, 2008, and (iv) 63,607 shares of Pulte Common Stock held in our 401(k) Plan.

(9) These are shares which the listed director or executive officer has the right to acquire within 60 days of March 1, 2005 pursuant to Pulte�s
stock option plans.

Beneficial Ownership of Significant Shareholders

The following security holders owned more than 5% of the outstanding common stock of Pulte as of March 1, 2005:

Percentage of
Outstanding

Beneficial Ownership Common Stock on
Name and Address of Beneficial Owner of Common Stock March 1, 2005

William J. Pulte 21,017,060(1) 16.3
100 Bloomfield Hills Parkway, Suite 300
Bloomfield Hills, MI 48304

AXA Financial, Inc. 7,603,222(2) 5.9
1290 Avenue of the Americas
New York, NY 10104

Notes:

(1) Includes (i) 20,843,453 Pulte common shares that are owned by various trusts of which Mr. Pulte is a trustee or income beneficiary,
(ii) 50,000 shares of restricted stock that are scheduled to vest on December 11, 2006, (iii) 60,000 shares of restricted stock that are
scheduled to vest on February 7, 2008, and (iv) 63,607 shares of Pulte Common Stock held in our 401(k) Plan.

(2) This information is derived from a Schedule 13G filed by AXA Financial, Inc. and certain affiliated entities on February 14, 2005.
According to the Schedule 13G, AXA Financial, Inc. and certain affiliated entities have sole voting power over 5,868,495 Pulte common
shares, shared voting power over 450,428 Pulte common shares, sole dispositive power over 7,560,466 Pulte common shares and shared
dispositive power over 42,756 Pulte common shares.

Section 16(a) Beneficial Ownership Reporting Compliance

Based on Company records and other information, Pulte believes that all SEC filing requirements under Section 16(a) of the Securities
Exchange Act of 1934 applicable to its directors, officers, and owners of more than 10% of its common shares were complied with for 2004, and
were filed timely.

5
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PROPOSAL ONE

ELECTION OF DIRECTORS

Our Articles of Incorporation require that we have at least three, but no more than 15, directors. The exact number of directors is set by the
Board and is currently 10. The Board is divided into three classes of directors who have overlapping three year terms. Three current directors
have terms expiring at the 2005 annual meeting, and all three nominees have agreed to serve an additional three year term, if elected.

Nominees � to Serve a Three Year Term Expiring at the 2008 Annual Meeting:

D. Kent Anderson

Age: 63

Director since: 2001

Principal Occupation: Chairman, Beacon Management Corp., Houston, Texas

Recent Business
 Experience:

Mr. Anderson has served as Chairman of Beacon Management Corp., an investment capital firm, since April 2001.
From 1996 until April 2001, Mr. Anderson was an Executive Banking Officer and Special Consultant to the Chairman
of Compass Bank.

Outside Directorships: Sam Houston Race Park, Ltd.

John J. Shea

Age: 67

Director since: 1996

Principal Occupation: Retired Vice Chairman of the Board of Directors, President and Chief Executive Officer of Spiegel, Inc., Tucson,
Arizona

Recent Business
 Experience:

Mr. Shea served as Vice Chairman of the Board of Directors, President and Chief Executive Officer of Spiegel, Inc., an
international multi-channel specialty retailer, from 1985 until 1998.

William B. Smith

Age: 61

Director since: 2001

Principal Occupation: Advisory Director, Morgan Stanley & Co., Incorporated, Jersey City, New Jersey

Recent Business
 Experience:

Mr. Smith has been an Advisory Director of Morgan Stanley & Co., Incorporated, an international investment bank,
since July 2000. Mr. Smith served as Managing Director and Head of Morgan Stanley Realty from May 1997 until July
2000.

Outside Directorships: Central Parking Corporation

The Board of Directors recommends a vote �FOR� the election of these three nominees.

6
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Remaining Board of Directors with Current Terms

Directors Continuing to Serve a Three Year Term Expiring at the 2006 Annual Meeting

Debra J. Kelly-Ennis

Age: 48

Director since: 1997

Principal Occupation: President and General Manager, Saab Cars USA Division of General Motors Corporation, Detroit, Michigan

Recent Business
 Experience:

Ms. Kelly-Ennis has served as President of Saab Cars USA, a wholly-owned subsidiary of General Motors Europe,
since October 2002. Ms. Kelly-Ennis served as General Manager of the Oldsmobile Division of General Motors
Corporation from May 2000 until September 2001, and served as Branch Manager of General Motors� Truck Division
from March 1999 until April 2000.

Bernard W. Reznicek

Age: 68

Director since: 2002

Principal Occupation: President and Chief Executive Officer, Premier Enterprises Inc., Omaha, Nebraska

Recent Business
 Experience:

Mr. Reznicek has served as President and Chief Executive Officer of Premier Enterprises Inc., a consulting, investment,
and real estate development company, since April 1993. Mr. Reznicek was also National Director-Special Markets,
Central States Indemnity Company, a specialty insurance company that is a member of the Berkshire Hathaway
Insurance Group, from January 1997 until January 2003. Mr. Reznicek served as Dean of the College of Business of
Creighton University in Omaha, Nebraska from July 1994 until January 1997 and served as Chairman and Chief
Executive Officer of Boston Edison, a utility company, from September 1987 to July 1994.

Outside Directorships: CSG Systems International, Inc. and Central States Indemnity.

Alan E. Schwartz

Age: 79

Director since: 1972

Principal Occupation: Partner, Honigman Miller Schwartz and Cohn LLP, Detroit, Michigan

Recent Business
 Experience:

Mr. Schwartz is a Partner in the law firm of Honigman Miller Schwartz and Cohn LLP, Detroit, Michigan, which
provides legal services to Pulte Homes, Inc.

Outside Directorships: Detroit Development Ventures, Inc. (general partner of The Detroit Investment Fund, L.P.)
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Directors Continuing to Serve a Three Year Term Expiring at the 2007 Annual Meeting

William J. Pulte

Age: 72

Director since: 1956

Principal Occupation: Founder and Chairman of the Board, Pulte Homes, Inc.

Recent Business
 Experience:

Mr. Pulte, the founder of Pulte Homes, Inc., has served as Chairman of the Board of Directors since December 2001.
Previously, Mr. Pulte served as Chairman of the Executive Committee of the Board of Directors from January 1999 to
December 2001, and Chairman of the Board of Directors from January 1991 until January 1999.

Richard J. Dugas, Jr.

Age: 39

Director since: 2003

Principal Occupation: President and Chief Executive Officer, Pulte Homes, Inc.

Recent Business
 Experience:

Mr. Dugas has served as President and Chief Executive Officer of Pulte Homes, Inc. since July 1, 2003. Prior to that,
Mr. Dugas served as Chief Operating Officer of Pulte Homes from May 2002 through June 2003. Mr. Dugas previously
served in various management positions with Pulte Homes since 1994, including, most recently, Costal Region
President with responsibility for the Georgia, North Carolina, South Carolina and Tennessee operations.

David N. McCammon

Age: 70

Director since: 1997

Principal Occupation: Senior Partner, Strength Capital Partners, L.L.C., Bloomfield Hills, Michigan

Recent Business
 Experience:

Mr. McCammon has been Senior Partner of Strength Capital Partners, L.L.C., a private-equity fund, since June 2000.
Previously, Mr. McCammon served as Vice President of Finance for Ford Motor Company until his retirement in 1997.

Francis J. Sehn

Age: 86

Director since: 1995

Principal Occupation: Chairman, The Fran Sehn Company, Bloomfield Hills, Michigan

Recent Business
 Experience:

Mr. Sehn has served as the Chairman of The Fran Sehn Company, an international engineering and consulting
company, since 1954.

If a nominee is unable to stand for election, the Board may reduce the number of directors or choose a substitute. If the Board chooses a
substitute, shares represented by proxies will be voted for the substitute. If a director retires, resigns, dies, or is unable to serve for any reason,
the Board may reduce the number of directors or appoint a new director to fill the vacancy. The new director would serve until the next annual
meeting.
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Independence

A majority of the members of our Board of Directors must be independent under the listing standards of the New York Stock Exchange (�NYSE�).
The NYSE listing standards provide that no director can qualify as independent unless the Board affirmatively determines that the director has
no material relationship with the listed company directly or as a partner, shareholder or officer of an organization that has a relationship with the
listed company. In addition, the NYSE listing standards provide that a director will not be independent if he or she has any of the following
relationships:

� The director is an employee of the Company or has been an employee of the Company at any time within the preceding three years.

� A member of the director�s immediate family is an executive officer of the Company or has been an executive officer of the Company at
any time within the preceding three years.

� The director or an immediate family member of the director received during any 12-month period within the last three years more than
$100,000 in direct compensation from the Company, other than director and committee fees and pension or other forms of deferred
compensation for prior service (provided such compensation is not contingent in any way on continued service).

� The director is a current partner or employee of the Company�s internal or external audit firm, or the director was within the past three
years (but is no longer) a partner or employee of such a firm and personally worked on the Company�s audit within that time.

� A member of the director�s immediate family (i) is a current partner of a firm that is the Company�s internal or external auditor, (ii) is a
current employee of such a firm and participates in the firm�s audit, assurance or tax compliance (but not tax planning) practice or (iii) was
within the past three years (but is no longer) a partner or employee of such a firm and personally worked on the Company�s audit within
that time.

� The director is, or within the preceding three years has been, employed by another company where any of the Company�s present
executives serve on that company�s compensation committee.

� A member of the director�s immediate family is, or within the preceding three years has been, employed as an executive officer of another
company where any of the Company�s present executives serve on that company�s compensation committee.

� The director is an executive officer or employee of a company that has made payments to, or received payments from, the Company in an
amount which, in any one of the three most recent fiscal years, exceeded the greater of $1 million, or 2% of such other company�s
consolidated gross revenues.

� A member of the director�s immediate family is an executive officer of a company that has made payments to, or received payments from,
the Company in an amount which, in any one of the three most recent fiscal years, exceeded the greater of $1 million, or 2% of such other
company�s consolidated gross revenues.

The Board considered all relevant facts and circumstances in assessing director independence and affirmatively determined that all directors and
director nominees are independent within the meaning of the NYSE listing standards, with the exception of William J. Pulte and Richard J.
Dugas, Jr., who are Pulte employees, and Alan E. Schwartz, who is a partner with Honigman Miller Schwartz and Cohn LLP, which provides
legal services to Pulte and its subsidiaries. In making this determination, the Board considered the employment of a son-in-law of Francis J.
Sehn, as a Purchasing Administrator for Pulte�s Great Lakes Division at an annual compensation level of less than $60,000 and determined that
his employment does not affect Mr. Sehn�s independence.
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COMMITTEES OF THE BOARD OF DIRECTORS

Nominating
and

Audit Compensation Governance Finance
Director Name Committee Committee Committee Committee

D. Kent Anderson X X

Richard J. Dugas, Jr. X

Debra J. Kelly-Ennis X X*

David N. McCammon X* X X

William J. Pulte

Bernard W. Reznicek X X*

Alan E. Schwartz X

Francis J. Sehn X X

John J. Shea X X

William B. Smith X X*

* Chair
Audit Committee. The Audit Committee met 12 times in 2004. The Committee represents and assists the Board with the oversight of: the
integrity of the Company�s financial statements and internal controls, the Company�s compliance with legal and regulatory requirements, the
independent auditors� qualifications and independence, the performance of the Company�s internal audit function and the independent auditor.

The Audit Committee is also responsible for selecting (subject to ratification by our shareholders) the independent auditor as well as setting the
compensation for and overseeing the work of the independent auditor and pre-approving all audit services to be provided by the independent
auditor. The Board of Directors has determined that each of the members of the Audit Committee is independent and financially literate as
defined by the NYSE rules, and that David N. McCammon and Bernard W. Reznicek are audit committee financial experts for purposes of the
Securities and Exchange Commission�s rules.

Compensation Committee. The Compensation Committee met nine times in 2004. The Compensation Committee is responsible for the review,
approval and administration of the compensation and benefit programs for the Chief Executive Officer and the other Named Executive Officers.
It also reviews and makes recommendations regarding the Company�s incentive plans and certain other compensation plans, and it exercises the
authority of the Board of Directors relating to the Company�s employee benefit plans. The Board of Directors has determined that each of the
members of the Compensation Committee is independent as defined by the NYSE rules.

Nominating and Governance Committee. The Nominating and Governance Committee met six times in 2004. The Nominating and
Governance Committee is responsible for matters related to the governance of the Company and for developing and recommending to the Board
the criteria for Board membership, the selection of new Board members, and the assignment of directors to the Committees of the Board. The
Nominating and Governance Committee assures that a regular evaluation is conducted of the performance, qualifications and integrity of both
the Board of Directors and the executive officers of the Company. The Board of Directors has determined that each of the members of the
Nominating and Governance Committee is independent as defined by the NYSE rules.
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Finance Committee. The Finance Committee met five times in 2004. The Finance Committee reviews all aspects of the Company�s policies that
relate to the management of the Company�s financial affairs. The Finance Committee also reviews the Company�s long term strategic plans and
annual budgets, capital commitments budget, and it reviews the Company�s cash needs and funding plans.
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Board Meeting Information

The Board held a total of seven meetings in 2004. Each director attended all of the meetings of the Board.

Pulte encourages its directors to attend each Annual Meeting of our Shareholders. All of our directors attended last year�s Annual Meeting.

Throughout the year, Pulte held regularly scheduled executive sessions of its non-management directors without management participation. In
addition, in 2005 Pulte will hold at least one executive session of its non-management directors without the participation of management and the
non-management director who is not independent under the NYSE rules. The presiding directorship for each executive session of
non-management directors is rotated among the non-management directors based on alphabetical order.

Director Compensation

The non-employee directors were paid the following compensation for service as members of the Board of Directors and as members of Board
Committees. The directors were also reimbursed for out-of-pocket expenses incurred in attending all Board and Board Committee meetings in
2004.

� Annual Board Membership fee of $50,000;

� Annual Committee membership fee of $3,000 for each Board Committee ($8,000 for Committee Chairs);

� Attendance fee of $1,500 ($2,500 for Committee Chairs), for each Board and Committee meeting they attend; and

� Annual grant of 8,000 stock options, which vest immediately upon the date of grant, and 1,800 shares of common stock.
Non-employee directors are entitled to defer all or a portion of their cash compensation. Deferred payments are credited with interest at a rate
equal to the five year U.S. treasury rate, plus two percent per year. Payments may be deferred for up to eight years, and directors may elect to
receive their deferred compensation in a lump sum or in equal annual installments over a period not to exceed eight years.

CORPORATE GOVERNANCE

Governance Guidelines

The Board of Directors has adopted Corporate Governance Guidelines, which reflect the principles by which Pulte operates. The guidelines
address an array of governance issues and principles including: director independence, committee independence, management succession,
annual Board evaluation, periodic director evaluation, director stock ownership, director nominations, and executive sessions of the independent
directors. Pulte�s Governance Guidelines are available for viewing on our website at www.pulte.com.

Available information about Pulte

The following information is available on Pulte�s website at www.pulte.com and in print for any shareholder upon written request to our
Secretary:

� Previously filed SEC current reports, quarterly reports, annual reports, and reports under Section 16(a) of the Securities and Exchange Act
of 1934
� Audit Committee Charter
� Compensation Committee Charter
� Nominating and Governance Committee Charter
� Code of Ethics (for Covered Senior Officers)
� Business Practices Policy

11
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DIRECTOR NOMINATION PROCESS

The Nominating and Governance Committee will consider persons recommended by shareholders to be director nominees. The Committee
reviews the qualifications of various persons to determine whether they might make good candidates for consideration for membership on the
Board of Directors. The Committee will review all proposed nominees, including those proposed by shareholders, in accordance with its charter
and Pulte�s Governance Guidelines. This includes a review of the person�s judgment, experience, qualifications, independence, understanding of
Pulte�s business or other related industries and such other factors as the Committee determines are relevant in light of the needs of the Board of
Directors and Pulte. The Board of Directors believes that diversity is also an important goal, and will consider it in reviewing proposed
nominees. The Committee will select qualified candidates and review its recommendations with the Board of Directors, which will decide
whether to invite the candidate to be a nominee for election to the Board of Directors.

You may nominate any person to be elected to the Board of Directors at the 2005 annual meeting by submitting your nominee to our Secretary
via email at, or by certified mail, return receipt requested, or by recognized overnight courier, to David M. Sherbin, Vice President, General
Counsel, and Secretary, Pulte Homes, Inc., 100 Bloomfield Hills Parkway, Suite 300, Bloomfield Hills, Michigan 48304
(david.sherbin@pulte.com). Your nomination must be received within 10 days after this proxy statement is mailed. You may also recommend
any person to be nominated for director at the 2006 annual meeting by writing to Mr. Sherbin at the same address and in the same manner no
later than December 2, 2005.

To nominate or recommend a director, your notice must set forth:

� the name, age, business address and residence address of each proposed nominee;

� the principal occupation or employment of each proposed nominee;

� any other information relating to each proposed nominee that would be required to be disclosed in a proxy statement or other filings
required to be made in connection with solicitations of proxies for election of directors pursuant to Section 14 of the Securities Exchange
Act of 1934, as amended;

� any other information you believe is relevant concerning each proposed nominee;

� a written consent of each proposed nominee to being named as a nominee and to serve as a director if elected;

� whether the proposed nominees are going to be nominated at the annual meeting of shareholders or are only being provided for
consideration by the Nominating and Governance Committee;

� your name and record address;

� the class or series and number of Pulte common shares which you own of record or beneficially;

� a description of all arrangements or understandings between you and any other person (naming such person) pursuant to which the
nomination is being made by you;

� if you intend to nominate one or more proposed nominees at the annual meeting of shareholders, a representation that you intend to appear
in person or by proxy at the annual meeting to nominate the proposed nominees named in the notice; and

� any other information relating to you that would be required to be disclosed in a proxy statement or other filings required to be made in
connection with solicitations of proxies for election of directors pursuant to Section 14 of the Securities Exchange Act of 1934, as
amended.

12
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COMPENSATION OF NAMED EXECUTIVE OFFICERS

The individuals named in the following table are Pulte�s Chief Executive Officer and the four next highest paid officers at the end of 2004 (the
�Named Executive Officers�).

Summary Compensation Table

Long-Term Compensation

Awards
Annual Compensation Payouts

Restricted Securities
Other
Annual Stock Underlying LTIP All

Other
Compensation Awards Options/SARs Payouts Compensation

 Name and Principal
Position Year Salary ($) Bonus ($) ($)(1) ($)(2)(3) (#)(4) ($)(5) ($)(6)

William J. Pulte 2004 850,000 4,000,000 5,752 4,210,800 -0- -0- 8,200

Chairman 2003 850,000 3,000,000 788 2,163,500 -0- -0- 8,000

2002 700,000 6,000,000 -0- -0- -0- -0- 1,500

Richard J. Dugas, Jr. 2004 750,000 5,020,000 9,500 4,074,000 200,000 880,000 8,200

President and Chief 2003 649,231 3,340,000 832 2,163,500 200,000 560,000 8,000

Executive Officer 2002 300,000 1,940,000 31,088 -0- 180,000 240,000 33,012

Steven C. Petruska*
Executive Vice
President
and Chief Operating
Officer

2004 600,000 2,500,000 16,582 2,716,000 100,000 400,000 46,155

Roger A. Cregg 2004 550,000 2,000,000 2,616 2,376,500 90,000 900,000 8,200

Executive Vice
President

2003 524,808 1,848,000 1,012 1,298,100 80,000 780,000 8,000

and Chief Financial
Officer

2002 450,000 1,284,000 -0- -0- 241,296 552,000 21,276

Vincent J. Frees 2004 240,000 435,000 4,295 283,625 15,000 270,000 8,200

Vice President and 2003 240,000 380,000 1,188 -0- 30,000 252,000 8,000

Controller 2002 225,000 319,000 290 -0- 62,780 234,000 1,500

* Mr. Petruska was appointed Executive Vice President and Chief Operating Officer effective January 1, 2004, prior to which he served as
Area and Division President for Nevada and Arizona.
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(1) For Mr. Pulte this amount is for reimbursement for the payment of taxes for spousal travel for Company functions. For Mr. Dugas: (i) in
2004, $7,606 is for reimbursement for the payment of taxes related to financial planning, and $1,894 is for reimbursement for the payment
of taxes for spousal travel for Company functions; (ii) in 2003, $832 is for reimbursement for the payment of taxes for spousal travel for
Company functions; and (iii) in 2002, $22,000 represents interest accrued at a rate of ten percent per annum on the deferred portion of the
bonus that Mr. Dugas earned in 1999, and $9,088 represents the reimbursement for the payment of taxes related to relocation expenses.
For Mr. Petruska this amount is for reimbursement for the payment of taxes related to relocation expenses. For Mr. Cregg: (i) in 2004,
$722 is for reimbursement for the payment of taxes related to financial planning, and $1,894 is for reimbursement for the payment of taxes
for spousal travel for Company functions; and (ii) in 2003, $180 is for the reimbursement of taxes related to financial planning, and $832 is
for the reimbursement for the payment of taxes for spousal travel for Company functions. For Mr. Frees: (i) in 2004, $2,180 is for the
reimbursement of taxes related to financial planning, and $2,115 is for the reimbursement of taxes for spousal travel for Company
functions; (ii) in 2003, $269 is for the reimbursement of taxes related to financial planning, and $919 is for the reimbursement of taxes for
spousal travel for Company functions; and (iii) in 2002, $290 is for reimbursement of taxes related to financial planning.

(2) These numbers reflect the value of the shares of restricted stock granted at the time of grant.
(3) At December 31, 2004, (i) Mr. Pulte owned a total of 50,000 shares of restricted stock worth $3,189,500; (ii) Mr. Dugas owned a total of

50,000 shares of restricted stock worth $3,189,500; (iii) Mr. Petruska owned a total of 26,250 shares of restricted stock worth $1,674,488;
and (iv) Mr. Cregg owned a total of 30,000 shares of restricted stock worth $1,913,700, and (v) Mr. Frees owned a total of 5,000 shares of
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restricted stock worth $283,625. All shares of restricted stock owned by these Named Executive Officers, with the exception of those shares
held by Mr. Petruska, vest 100% after three years. Mr. Petruska�s 26,250 restricted shares will vest one-third each on December 11, 2005,
2006 and 2007. All vesting periods are subject to acceleration under certain circumstances. Dividends are paid with respect to the shares of
restricted stock.

(4) These numbers reflect the number of Pulte common shares underlying options granted during each fiscal year, taking into account the
effect of the 2-for-1 split of Pulte common shares that occurred on January 2, 2004.

(5) The amounts shown in 2004 represent payouts made under our LTIP with respect to the January 1, 2002 through December 31, 2004
period. The amounts shown for 2003 represent payouts made under our LTIP with respect to the January 1, 2001 through December 31,
2003 period. The amounts shown in 2002 represent payouts made under our LTIP with respect to the January 1, 2000 through
December 31, 2002 period.

(6) The amounts shown represent matching contributions that we made for each Named Executive Officer under our 401(k) Plan, except as
follows: (i) in 2002 for Mr. Dugas, $31,512 represents reimbursement for relocation expenses and $1,500 represents matching
contributions we made under our 401(k) Plan; (ii) in 2004 for Mr. Petruska, $37,955 represents reimbursement for relocation expenses and
$8,200 represents matching contributions we made under our 401(k) Plan; and (iii) in 2002, for Mr. Cregg, $1,500 represents matching
contributions under our 401(k) Plan and $19,776 represents the dollar value attributable to the term insurance and non-insurance benefits
associated with the split-dollar life insurance policy we maintained for Mr. Cregg.

Option/ SAR Grants in Last Fiscal Year

The following table sets forth information concerning individual grants of stock options that we made during the fiscal year ended December 31,
2004 to each of the Named Executive Officers:

Potential Realizable Value
at Assured Annual Rates of

Number of Percentage of
Total Exercise Stock Price Appreciation

Shares Options
Granted to Price Per

Underlying Employees in
the Share Expiration

Name Options Fiscal Year (%) ($/share) Date 5% ($) 10% ($)

William J. Pulte � � � � � �

Richard J. Dugas, Jr. 200,000 17.87 56.725 12/9/2014 7,134,810 18,081,008

Steven C. Petruska 100,000 8.94 56.725 12/9/2014 3,567,405 9,040,504

Roger A. Cregg 90,000 8.04 56.725 12/9/2014 3,210,664 8,136,454

Vincent J. Frees 15,000 1.34 56.725 12/9/2014 535,111 1,356,076
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Aggregated Option/SAR Exercises in Last Fiscal Year and Fiscal Year-End Option/SAR Values

The following table provides information regarding each exercise of stock options during the fiscal year ended December 31, 2004 by each of
the Named Executive Officers and the value of unexercised options held by each Named Executive Officer as of December 31, 2004:

Number of Securities
Underlying Unexercised Value of Unexercised

Options/SARs at In-the-Money Options/SARs
Number of Fiscal Year-End (#) at Fiscal Year End Value ($)
Shares Value
Acquired

on Realized

Name Exercise ($) Exercisable Unexercisable Exercisable Unexercisable

William J. Pulte � � � � � �

Richard J. Dugas, Jr. 8,000 380,965 137,000 495,000 5,791,061 9,415,475

Steven C. Petruska � � 41,500 205,000 1,762,094 3,172,975

Roger A. Cregg 49,750 2,193,975 686,762 316,296 31,409,810 8,175,497

Vincent J. Frees 10,920 531,818 167,796 83,380 7,824,180 2,252,979

Long-Term Incentive Plans � Awards in Last Fiscal Year

The following table provides information that could be paid to each of the Named Executive Officers under our Long-Term Incentive Plan:

Estimated Future Payouts Under Non-Stock,
Price-Based Plans

Number
of Performance or

Shares,
Units Other Period Until

or Maturation Threshold Target Maximum

Name Other
Rights or Payout ($) ($) ($)

William J. Pulte (1) 1/01/04 - 12/31/06 $850,000 $1,700,000 $3,400,000

Richard J. Dugas, Jr (1) 1/01/04 - 12/31/06 $750,000 $1,500,000 $3,000,000

Steven C. Petruska (1) 1/01/04 - 12/31/06 $300,000 $600,000 $1,200,000

Roger A. Cregg (1) 1/01/04 - 12/31/06 $275,000 $550,000 $1,100,000

Vincent J. Frees (1) 1/01/04 - 12/31/06 $72,000 $144,000 $288,000

Notes:
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(1) Under our Long-Term Incentive Plan, which was approved by our shareholders, performance compensation is awarded to each participant
based upon pre-established objective performance goals. For the January 1, 2004 through December 31, 2006 performance period,
performance compensation will be awarded to each participant based two-thirds upon the achievement of cumulative earnings per share
objectives and one-third upon the achievement of average return on equity objectives. These performance thresholds, measuring
performance for three consecutive year periods beginning as of each January 1st during the term of the Plan, must be met or exceeded in
order for the participants to earn an award. Determination of the performance compensation awarded to each participant in the Plan is to be
made as of the end of each three-year period. However, under the terms of the Plan, certain events (including certain change in control
events) may trigger an earlier determination or payment date.
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Equity Compensation Plan Information

The following table provides information as of December 31, 2004, with respect to our shares of common stock that may be issued under our
existing equity compensation plans:

Number of Common Shares
Remaining Available for

Number of Common Future Issuance Under
Equity

Shares to be Issued Weighted-Average Compensation Plans

Upon Exercise of Exercise Price
of (excluding Common Shares

Outstanding Options Outstanding
Options Reflected in Column (a))

Plan Category (a) (b) (c)

Equity compensation plans approved
by stockholders 8,849,127(1) $ 29.19 8,011,852(2)
Equity compensation plans not
approved by stockholders � � �

Total 8,849,127(1) $ 29.19 8,011,852(2)

Notes:

(1) Does not include options to purchase 51,896 shares of Pulte common stock having a weighted average exercise price of $12.31, which
were granted in substitution for options to purchase shares of Del Webb Corporation in connection with Pulte�s 2001 acquisition of Del
Webb.

(2) Of this number, up to 3,450,662 shares remain available for �full value awards,� including restricted shares, restricted stock units and
performance shares.

Certain Relationships and Related Transactions

Timothy Moskalik, a son-in-law of William J. Pulte, the Chairman of our Board of Directors, was employed as a Project Manager for Pulte�s
Phoenix Market in 2004. Mr. Moskalik�s compensation in 2004 was approximately $100,000. In addition, one of our directors, Alan E. Schwartz,
is a partner with Honigman Miller Schwartz and Cohn LLP, which provides legal services to Pulte and its subsidiaries.

REPORT OF THE COMPENSATION COMMITTEE ON EXECUTIVE COMPENSATION

The Compensation Committee is comprised of five directors, all of whom meet the independence standards contained in the NYSE rules and
operates under a written charter adopted by the Board of Directors. The Compensation Committee is responsible for the review, approval and
administration of the compensation and benefit programs for our executive officers. The Company�s overall compensation philosophy applicable
to executive officers is to provide a compensation program that is intended to attract and retain qualified executives for Pulte and to provide
them with incentive to achieve our strategic, operational and financial goals and increase shareholder value. Key principles of our executive
compensation philosophy include:

� Total compensation levels will generally be competitive with our direct competitors within the homebuilding industry, as well as general
industry companies of similar size and complexity.
� Our compensation programs will align the short and long-term interests of executives with those of shareholders.
� A significant portion of total compensation will be delivered through performance-based, variable pay programs.
� Our compensation programs will encourage executives to own substantial amounts of our shares.

The principal elements of the compensation program consist of base salary, annual incentives and long-term incentives in the form of stock
options, restricted stock awards, and performance cash awards. The Committee annually reviews the reasonableness of total compensation levels
and mix using public information available from comparable proxy statements and information from compensation surveys. We believe that
compensation decisions are complex and require a deliberate review of Company performance and industry compensation levels. While we
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factor peer compensation levels and practices into our compensation decisions, we do not target compensation at any particular point within a
range established by a comparison of the financial
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performance or compensation levels of our peer companies, including the companies in our peer-group identified in our Total Cumulative
Return Stock Chart. The Compensation Committee has engaged the executive compensation consulting firm of Pearl Meyer & Partners to
provide independent review and recommendations regarding compensation matters.

Salaries. The Compensation Committee determines the appropriateness of executives� salaries by considering the responsibilities of their
positions, their individual performance and tenure, and by comparison to the salary levels of executives in similarly-situated companies. Salary
increases are considered annually and are based upon both individual and Company performance in the prior year.

Bonuses. The Compensation Committee�s policy is to provide a significant portion of executive officer compensation through annual bonuses as
incentives to achieve our financial and operational goals and to increase shareholder value. Bonus arrangements for our executive officers are
intended to make a substantial portion of each executive officer�s compensation dependent on Pulte�s overall performance, linking executive
compensation to shareholder value creation. In determining 2004 bonuses for Pulte�s executive officers, we:

� Reviewed the Company�s financial and operational performance, including closings, revenue and earnings per share growth, return on
equity, return on invested capital and economic profit (on an absolute basis, year to year and compared to competitor performance);
� Reviewed the Company�s financial performance versus pre-established performance goals;
� Reviewed survey and proxy statement data regarding our peer companies for purposes of monitoring executive officer compensation levels
relative to similar jobs in the marketplace; and
� Reviewed the historical pay levels of our executive officers, as well as compensation trends within the home-building industry.

We determined incentive compensation based upon a subjective process, considering the factors noted above. We believe the Company�s
performance in 2004 was outstanding, and considered this in determining bonus levels for executive officers. We discuss the Company�s
performance more fully below under �2004 Compensation Decisions Regarding Mr. Dugas�. We also considered the advice and guidance of Pearl
Meyer & Partners in determining whether the levels and types of compensation were appropriate.

The Compensation Committee certified that Pulte�s financial results for 2004 satisfied the performance goals established for 2004 under Pulte�s
Senior Management Annual Incentive Plan. After considering all of the factors set forth above, we awarded bonuses to Pulte�s executive officers
below the maximum amount yielded by the application of the incentive compensation formula contained in the Plan. The Compensation
Committee determined to pay a portion of the incentive awards in cash and a portion in restricted shares, for the Named Executive Officers,
other than Mr. Frees, who was not a participant in the Senior Management Annual Incentive Plan.

Long-Term Compensation. In order to provide management with incentive to achieve our long-term growth and profitability goals, in 2000 the
Compensation Committee and the Board approved a Long-Term Incentive Plan for key employees of Pulte and its subsidiaries. The Long-Term
Incentive Plan was approved by our shareholders at our 2000 annual meeting of shareholders. Under the Long-Term Incentive Plan,
performance compensation is awarded to each participant based upon the level of achievement of pre-established objective performance goals.
For the January 1, 2002 through December 31, 2004 performance period, award opportunities were based two-thirds upon the achievement of
cumulative earnings per share objectives and one-third upon the achievement of average return on equity objectives.

Stock Options. The Compensation Committee�s policy is to award stock options to our officers in amounts reflecting the participant�s position and
ability to influence our overall performance. Options are intended to provide participants with a significant incentive to make contributions to
our long-term performance and growth, to join the interests of participants with the interests of our shareholders and to attract and retain
qualified employees. The Compensation Committee�s policy has generally been to grant options with a term of 10 years to provide a long-term
incentive, and to fix the exercise price of the options at or in excess of the fair market value of the underlying shares on the date of grant. Such
options only have value if the price of the underlying shares increases above the exercise price.
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2004 Compensation Decisions Regarding Richard J. Dugas, Jr. We determined compensation for Mr. Dugas, our President and Chief Executive
Officer, based upon the criteria and factors noted above relating to all executive officers. We evaluated his performance based upon the
Company�s overall performance, as well as Mr. Dugas� performance relative to pre-determined individual objectives. We also compared his total
compensation to that of Pulte�s key peers, which are listed in our Five-Year Cumulative Total Return graph on page 22.

The Compensation Committee increased Mr. Dugas� salary from $750,000 to $850,000 for fiscal 2005. The Compensation Committee approved
a $9,094,000 bonus for Mr. Dugas for 2004, pursuant to Pulte�s Senior Management Annual Incentive Plan. The Compensation Committee
determined that $5,020,000 of the bonus was to be paid in cash and $4,074,000 was to be paid in restricted shares, vesting after three years. The
Compensation Committee also approved the grant of 200,000 stock options to Mr. Dugas.

Mr. Dugas� compensation reflects the Company�s strong financial and operating performance in 2004, including:

� Revenue growth of 30% over 2003 to $11.7 billion
� Earnings per share from continuing operations grew 56% from $4.93 in 2003 to $7.67 in 2004
� 2004 income from continuing operations of $998 million increased 61% over 2003 income from continuing operations of $619.2 million.
� Return on average equity increased from 20.6% in 2003 to 25.3% in 2004.
� Return on invested capital increased from 13.5% in 2003 to 16.6% in 2004.
� The Company received the first ever Platinum Award from J.D. Power and Associates for excellence in customer service among the
nation�s largest homebuilders

Compliance with Internal Revenue Code Section 162(m). Section 162(m) of the Internal Revenue Code of 1986, as amended, generally disallows
a tax deduction to public companies for compensation over $1 million paid to a corporation�s chief executive officer and four other most highly
compensated executive officers, and provides that qualifying performance-based compensation will not be subject to the deduction limit if
certain requirements are met.

We believe that stock options currently outstanding or subsequently granted under our existing stock option plans comply with the performance
based compensation exemption from the deduction limited of Section 162(m). We intend to structure future stock option grants in a manner that
complies with this exemption. We believe that payments made under the Long-Term Incentive Plan and the Senior Management Annual
Incentive Plan also comply with the exemption.

Because the Compensation Committee also recognizes the need to retain flexibility to make compensation decisions that may not meet
Section 162(m) standards when necessary to enable Pulte to continue to attract, retain and motivate highly-qualified executives, it reserves the
authority to approve non-deductible compensation in appropriate circumstances. Also, because of ambiguities and uncertainties as to the
application and interpretation of Section 162(m) and the regulations and guidance issued thereunder, no assurance can be given, notwithstanding
our efforts, that compensation intended by us to satisfy the requirements for deductibility under Section 162(m) does, in fact, do so.

Members of the Compensation Committee

Bernard W. Reznicek, Chair
D. Kent Anderson
Francis J. Sehn
John J. Shea
William B. Smith
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PERFORMANCE GRAPH

The following line graph compares for the fiscal years ended December 31, 2000, 2001, 2002, 2003 and 2004 (a) the yearly cumulative total
shareholder return (i.e., the change in share price plus the cumulative amount of dividends, assuming dividend reinvestment, divided by the
initial share price, expressed as a percentage) on Pulte�s common shares, with (b) the cumulative total return of the Standard & Poor�s 500 Stock
Index, and with (c) the cumulative total return on the common stock of publicly-traded peer issuers we deem to be our principal competitors in
the homebuilding line of business (assuming dividend reinvestment and weighted based on market capitalization at the beginning of each year):

COMPARISON OF FIVE YEAR CUMULATIVE TOTAL RETURN*

AMONG PULTE HOMES, INC. S&P 500 INDEX AND PEER INDEX
Fiscal Year Ended December 31, 2004
Assumes Initial Investment of $100

1999 2000 2001 2002 2003 2004

PULTE HOMES INC. 100.00 188.62 200.54 215.63 422.57 578.06

S&P 500 Index - Total Return 100.00 90.90 80.10 62.39 80.29 89.02

PEER Only** 100.00 179.95 247.01 246.57 535.55 698.57

*  Assumes $100 invested on December 31, 1999, and the reinvestment of dividends.

** Includes Centex Corporation, D.R. Horton Inc., Hovnanian Enterprises, Inc., KB Home, Lennar Corporation, The Ryland Group, Inc.,
Standard Pacific Corporation and Toll Brothers, Inc.
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REPORT OF THE AUDIT COMMITTEE

The Audit Committee is comprised of three directors, all of whom meet the independence standards contained in the NYSE rules, and operates
under a written charter adopted by the Board of Directors. The Audit Committee selects, subject to shareholder ratification, the Company�s
independent public accountants.

Pulte management is responsible for the Company�s internal controls and financial reporting process. The Company�s independent public
accountants, Ernst & Young LLP (�Ernst & Young�), are responsible for performing an independent audit of the Company�s consolidated financial
statements and issuing an opinion on the conformity of those audited financial statements with accounting principles generally accepted in the
United States, as well as an independent audit of the Company�s internal control over financial reporting and issuing an opinion on the
effectiveness of internal control over financial reporting. The Audit Committee monitors the Company�s financial reporting process and reports
to the Board of Directors on its findings.

Auditor Independence

During the last year, the Audit Committee met and held discussions with management and Ernst & Young. The Audit Committee reviewed and
discussed with Pulte management and Ernst & Young the audited financial statements contained in the Company�s Annual Report on Form 10-K
for the year ended December 31, 2004. The Audit Committee also discussed with Ernst & Young the matters required to be discussed by
Statement on Auditing Standards Nos. 61 and 90 (Communications with Audit Committees) as well as by SEC regulations.

Ernst & Young submitted to the Audit Committee the written disclosures and the letter required by Independence Standards Board Standard
No. 1 (Independence Discussions with Audit Committees). The Audit Committee discussed with Ernst & Young such firm�s independence.

The Audit Committee also considered whether the provision of other non-audit services by Ernst & Young to the Company is compatible with
maintaining the independence of Ernst & Young, and the Audit Committee concluded that the independence of Ernst & Young is not
compromised by the provision of such services.

Based on the reviews and discussions referred to above, the Audit Committee recommended to the Board of Directors that the audited financial
statements be included in the Company�s Annual Report on Form 10-K for the year ended December 31, 2004.

Members of the Audit Committee

David N. McCammon, Chair
Debra J. Kelly-Ennis
Bernard W. Reznicek
20
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Audit and Non-Audit Fees

The following table presents fees for professional audit services rendered by Ernst & Young for the audit of the Company�s annual financial
statements for the years ended December 31, 2004 and 2003, and fees billed for other services rendered by Ernst & Young during those periods.

2004 2003

Audit(1) $ 2,355,331 $ 1,518,269
Audit-Related(2) 67,459 200,133
Tax(3) 298,951 642,269
All Other(4) � �

$ 2,721,741 $ 2,360,671

Notes:

(1) Audit services consisted principally of the audit of the consolidated financial statements included in the Company�s Annual Report on
Form 10-K, the audit of the effectiveness of the Company�s internal controls over financial reporting, reviews of the consolidated
financial statements included in the Company�s Quarterly Reports on Form 10-Q, and providing comfort letters in connection with debt
financings.

(2) Audit-related services consisted principally of audits of employee benefit plans, preparation and readiness for compliance with the
Sarbanes-Oxley Act, assistance with interpretation of accounting standards and accounting consultations.

(3) Tax services consisted principally of assistance with tax compliance, the preparation of tax returns and tax consultation, planning and
implementation services.

(4) The Company did not engage Ernst & Young to perform any other services during the years ended December 31, 2004 and 2003.
Audit Committee Preapproval Policies

In addition, the Audit Committee adopted strict guidelines and procedures on the use of Ernst & Young to provide any services, including
advance Audit Committee approval of any services. The Audit Committee approves the annual audit services and fees at the July Audit
Committee meeting when it reviews the Ernst & Young audit plan for the current year. Effective January 1, 2004, for any non-audit services to
be rendered by Ernst & Young, the Audit Committee will grant pre-approval of any routine accounting and tax consultation matter provided that
the fees for any individual consultation are not expected to exceed $25,000. Prior to the commencement of any other audit-related or tax service,
the Audit Committee will review each individual arrangement, including the nature of the services to be provided and the estimate of the fees to
be incurred, prior to engaging Ernst & Young to perform the service. All engagements are approved at regularly scheduled meetings of the Audit
Committee.

21

Edgar Filing: PULTE HOMES INC/MI/ - Form PRE 14A

Table of Contents 34



Table of Contents

ADDITIONAL PROPOSALS REQUIRING YOUR VOTE

PROPOSAL TWO

RATIFICATION OF THE APPOINTMENT OF ERNST & YOUNG LLP

AS THE COMPANY�S INDEPENDENT ACCOUNTANTS

The Audit Committee has appointed Ernst & Young LLP as Pulte�s independent public accountants for 2005, and the Board of Directors and the
Audit Committee recommend that the shareholders ratify this appointment.

Although there is no requirement that Ernst & Young LLP�s appointment be terminated if the ratification fails, the Audit Committee will consider
the appointment of other independent public accountants if the shareholders choose not to ratify the appointment of Ernst & Young LLP. The
Audit Committee may terminate the appointment of Ernst & Young LLP as our independent public accountants without the approval of the
shareholders whenever the Audit Committee deems such termination appropriate.

Amounts paid by us to Ernst & Young LLP for audit and non-audit services rendered in 2004 and 2003 are disclosed. (page 21).

Ernst & Young LLP served as our independent public accountants during 2004 and has served as our independent public accountants for many
years. Representatives of Ernst & Young LLP are expected to attend the Annual Meeting and will be available to respond to appropriate
questions, and to make a statement if they wish to do so.

The Board of Directors recommends that shareholders vote �FOR� ratification of the appointment of Ernst & Young LLP as Pulte�s
independent accountants for 2005.

PROPOSAL THREE

AMENDMENT TO OUR ARTICLES OF INCORPORATION TO INCREASE

OUR AUTHORIZED SHARES OF COMMON STOCK TO 400,000,000 SHARES

Article III of our Articles of Incorporation presently authorizes 200,000,000 shares of Common Stock, $0.01 par value per share, and
25,000,000 shares of Preferred Stock, $0.01 par value per share. As of March 1, 2005, none of the shares of Preferred Stock had been issued and
128,789,362 shares of Common Stock were issued and outstanding, with 16,912,875 additional shares of Common Stock reserved for issuance
pursuant to equity incentive plans.

Our Board of Directors has proposed an amendment to Article III of our Articles of Incorporation to increase the number of authorized shares of
Common Stock from 200,000,000 to 400,000,000.

The approval of this proposed amendment to our Articles of Incorporation to increase the number of authorized shares of Common Stock
requires the affirmative vote of the holders, as of the Record Date, of a majority of the outstanding shares of Common Stock.

If our shareholders approve the proposal, newly authorized shares of Common Stock will be available for issuance by our Board of Directors for
stock splits or stock dividends, acquisitions, raising additional capital, stock options or other corporate purposes. We do not anticipate that we
would seek authorization from the shareholders for issuance of such additional shares unless required by applicable law or regulation. Any
additional shares, when issued, would have the same rights and preferences as the shares of Common Stock presently outstanding. There are no
preemptive rights available to shareholders in connection with the issuance of any such shares.

One of the effects of the amendment, if adopted, however, may also be to enable our Board of Directors to render it more difficult to, or
discourage an attempt to, obtain control over us by means of a merger, tender offer, proxy contest or otherwise, and thereby protect the
continuity of present management. Our Board of
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Directors would, unless prohibited by applicable law, have additional shares of Common Stock available to effect transactions (including private
placements) in which the number of outstanding shares of our stock would be increased and would thereby dilute existing shareholders. There
are no existing arrangements, understandings or plans for the issuance of any such additional shares for anti-takeover purposes. In addition, since
our shareholders have no preemptive rights to purchase additional shares of Common Stock issued, the issuance of such shares would dilute the
interests of our current shareholders.

The Board of Directors recommends a vote �FOR� approval of the proposal to amend Article III of our Articles of Incorporation.

PROPOSAL FOUR

REAPPROVAL OF THE PERFORMANCE CRITERIA UNDER

PULTE�S LONG TERM INCENTIVE PLAN

We are asking our shareholders to reapprove the performance measures for the Company�s Long Term Incentive Plan (the �Plan�). At the 2000
Annual Meeting of Shareholders, the shareholders approved the Plan, which provides incentive award opportunities to Pulte�s management based
upon financial performance over three-year, overlapping performance cycles. Pulte is requesting shareholders to reapprove the performance
measures for the Plan so that we may maintain tax deductibility for awards paid to named executive officers. We are not amending or altering
the Plan in any way.

Section 162(m) of the Internal Revenue Code limits the deductibility for federal income tax purposes of compensation in excess of $1 million
per year for named executive officers, unless such compensation qualifies as �performance based compensation� under the Code. Various
requirements must be satisfied in order for compensation to qualify as performance-based within the meaning of Section 162(m). One such
requirement is that the compensation must be paid based upon the attainment of performance goals established by a committee of independent
board members. The Company�s Compensation Committee, comprised of independent directors, administers the Plan and is responsible for
selecting the Plan�s participants, establishing the performance goals, certifying that the performance goals are met and approving payouts under
the Plan. The goals established by the Compensation Committee must be based upon performance measures approved by shareholders. In order
for compensation paid under the Plan to qualify as performance-based compensation, shareholders must reapprove the performance measures
every five years.

In approving the 2000 Plan, shareholders approved the use of cumulative earnings per share and average return on equity as the performance
measures for the Plan, and it is proposed that these performance measures be approved. If the shareholders approve the proposal, awards made
under the Plan will continue, assuming other conditions are met, to be eligible for treatment as �performance-based compensation� within the
meaning of Section 162(m) and will be tax deductible to the Company. If shareholders do not approve this proposal, then any incentive awards
payable to our chief executive officer and four other most highly compensated executive officers will not be eligible for treatment as
performance-based compensation under Section 162(m).

The maximum incentive award payable for each three-year performance cycle may not exceed $5 million for any participant.

The benefits to be paid under the Plan for each performance cycle depend on the level of achievement of pre-determined earnings per share and
return on equity goals and are therefore not determinable. The benefits paid to our Named Executive Officers under the Plan for the January 1,
2002 through December 31, 2004 performance cycle are disclosed under the LTIP payouts column in the Summary Compensation Table on
page 16. Our named executive officers as a group received $2,500,000 and our other management employees, who are not Named Executive
Officers received $2,300,000.

The Board of Directors recommends a vote �FOR� reapproval of the performance measures under Pulte�s Long Term Incentive Plan.
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PROPOSAL FIVE

ELECTION OF DIRECTORS BY A MAJORITY,

RATHER THAN PLURALITY, VOTE

The Sheet Metal Workers� National Pension Fund, which owns approximately 3,900 shares, submitted the following proposal:

Resolved: That the shareholders of Pulte Homes, Inc. (�Company�) hereby request that the Board of Directors initiate the appropriate process to
amend the Company�s governance documents (certificate of incorporation or bylaws) to provide that director nominees shall be elected by the
affirmative vote of the majority of votes cast at an annual meeting of shareholders.

Supporting Statement: Our Company is incorporated in Michigan and presently uses the plurality vote standard for the election of directors. We
feel that it is appropriate and timely for the Board to initiate a change in the Company�s director election vote standard. Specifically, this
shareholder proposal urges that the Board of Directors initiate a change to the director election vote standard to provide that in director elections
a majority vote standard will be used in lieu of the Company�s current plurality vote standard. Specifically, the new standard should provide that
nominees for the Board of Directors must receive a majority of the vote cast in order to be elected or re-elected to the Board.

Under the Company�s current plurality vote standard, a director nominee in a director election can be elected or re-elected with as little as a
single affirmative vote, even while a substantial majority of the votes cast are �withheld� from that director nominee. So even if 99.99% of the
shares �withhold� authority to vote for a candidate or all the candidates, a 0.01% �for� vote results in the candidate�s election or re-election to the
Board. The proposed majority vote standard would require that a director receive a majority of the vote cast in order to be elected to the Board.

It is our contention that the proposed majority vote standard for corporate board elections is a fair standard that will strengthen the Company�s
governance and the Board. Our proposal is not intended to limit the judgment of the Board in crafting the requested governance change. For
instance, the Board should address the status of incumbent directors who fail to receive a majority vote when standing for re-election under a
majority vote standard or whether a plurality director election standard is appropriate in contested elections.

We urge your support of this important director election reform.

The Board of Directors recommends a vote �AGAINST� this proposal for the following reasons:

The shareholders of the largest public corporations in America elect their Boards of Directors by plurality vote. This methodology is known to
and understood by shareholders, and used by corporations that have been identified as leaders in corporate governance reforms.

The proposal�s accompanying statement asserts that the proposed change to a majority vote standard is �timely� and �will strengthen the Company�s
governance and the Board.� The Board of Directors believes that this assertion is without merit. In each of the last five years, every director
nominee has received the affirmative vote of more than 90% of the shares entitled to vote and present in person or by proxy at the annual
meeting of the shareholders. As a result, changing the Company�s plurality voting requirement to the voting requirement that has been proposed
would have had no effect on the outcome of our election process during the past five years. Moreover, the Company�s Board of Directors has
historically been comprised of highly qualified directors from diverse backgrounds, substantially all of whom have been �independent� within the
meaning of standards recently adopted by the New York Stock Exchange. Each of these directors was elected by plurality vote. Since the
Company�s shareholders have a history of electing highly qualified, independent directors under the current plurality system, a change in the
voting requirement is not necessary to improve our corporate governance processes.

The Board of Directors also believes that the Company�s plurality voting requirement for the election of directors is fair and impartial. The
nominees who receive the most votes cast for the number of directors to be
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elected will be elected to the Board, whether the candidate is nominated by the Board of Directors or by a shareholder. For example, a
shareholder nominee could be elected under the current standard if the number of votes cast for that nominee exceeds the number of votes cast
for one or more other nominees, including persons nominated by the Board. If the proposal were adopted, a shareholder nominee might fail to
win election to the Board even if such person received more votes than an incumbent director nominee, simply because the shareholder nominee
did not receive a majority of the votes cast.

Although the proposal, on its face, is deceptively simple, even the proponent acknowledges that the majority vote standard raises complicated
issues in its implementation. The proponent states that �the Board should address the status of incumbent directors who fail to receive a majority
vote when standing for re-election under a majority vote standard or whether a plurality director election standard is appropriate in contested
elections.� Although the proponent appears to recognize certain of the complexities associated with a majority vote standard, the proponent does
not address these complexities. For example, if a director nominee were to receive a plurality, but not a majority, of the votes casts, the
BoFONT> Period from July 13,
2005 (Inception)
Through June 30,
2013 2013 2012 2013 2012

Expenses:

Research and development

$411  $254  $766  $505  $4,143  

General and administrative

 391   276   793   566   3,912    
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Total stock-based compensation expense

$802  $530  $1,559  $1,071  $8,055    

As of June 30, 2013 there were 514,123 shares available for grant, 5,045,417 options outstanding and 65,765 restricted stock units outstanding
under the Company�s 2011 Equity Incentive Plan. In addition, there were 495,527 shares available for grant under the Company�s 2011 Employee
Stock Purchase Plan.

7. Net Loss per Share of Common Stock

The following table sets forth the computation of the Company�s basic and diluted net loss per share of common stock during the three and six
months ended June 30, 2013 and 2012 (in thousands, except for share and per share amounts):

Three Months Ended
June 30,

Six Months Ended
June 30,

2013 2012 2013 2012
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Net loss $ (17,447) $ (7,194) $ (30,209) $ (14,259) 

Shares used in computing net loss per share of
common stock, basic and diluted 37,262,754 20,627,244 37,198,413 20,114,608

Net loss per share of common stock, basic and
diluted $ (0.47) $ (0.35) $ (0.81) $ (0.71) 

The following outstanding shares of common stock equivalents were excluded from the computation of diluted net loss per share of common
stock for the periods presented because including them would have been antidilutive:

June 30,
2013 2012

Stock options to purchase common stock 5,045,417 3,307,457
Restricted stock units 65,765 166,335
Common stock warrants 2,674,502 3,136,300

8. Manufacturing Agreement

In January 2013, the Company and Patheon Pharmaceuticals Inc., or Patheon, entered into a Manufacturing Services Agreement, or the Services
Agreement, and a related Amended and Restated Capital Expenditure and Equipment Agreement, or the Capital Agreement, relating to the
manufacture of Sufentanil NanoTabs, or the Product, for use with the Company�s Sufentanil NanoTab PCA System, or ARX-01.

12

Edgar Filing: PULTE HOMES INC/MI/ - Form PRE 14A

Table of Contents 41



Table of Contents

Under the terms of the Services Agreement, the Company has agreed to purchase, subject to Patheon�s continued material compliance with the
terms of the Services Agreement, all of its Product requirements for the United States, Canada and Mexico from Patheon during the Initial Term
of the Services Agreement (as defined below), and at least eighty percent (80%) of its Product requirements for such territories after the Initial
Term.

The term of the Services Agreement extends until December 31, 2017, or the Initial Term, and will automatically renew thereafter for periods of
two years, unless terminated by either party upon eighteen months� prior written notice; provided, however, that the Services Agreement may not
be terminated without cause prior to the end of the Initial Term.

The Company also entered into a Capital Expenditure and Equipment Agreement, or the Capital Agreement, with Patheon. Under the terms of
the Capital Agreement, the Company has the option to make certain future modifications to Patheon�s Cincinnati facility, the aggregate cost of
which is expected to be less than $3.5 million and which would be the responsibility of the Company. If additional equipment and facility
modifications are required to meet the Company�s Product needs, the Company may be required to contribute to the cost of such additional
equipment and facility modifications. The Capital Agreement also requires that the Company make payments in 2013 totaling $480,000 to
Patheon to partially offset taxes incurred and paid by Patheon in connection with facility modifications already completed by Patheon. The
Company can seek reimbursement from Patheon for this payment if it receives approval from the U.S. Food and Drug Administration for
ARX-01. The Capital Agreement further requires that the Company pay a maximum �overhead fee� of $200,000 annually during the term of the
Services Agreement, which amount may be reduced to $0 based on the amount of annual revenues earned by Patheon under the Services
Agreement and the pre-existing development agreements.

Expenditures associated with the aforementioned agreements are primarily driven by the potential commercial requirements and demand for the
Company�s products, which are currently in development stage; accordingly, the amounts and timing of such future expenditures cannot be
determined at this time.

9. Subsequent Event

On July 23, 2013, AcelRx completed an underwritten public offering of 4,370,000 shares of common stock, including 570,000 shares of
common stock which were issued pursuant to the exercise of the underwriters� option to purchase additional shares, at a price of $11.65 per share
to the public. The total gross proceeds of this offering were approximately $50.9 million with estimated net proceeds to AcelRx of $47.9 million
after deducting underwriting discounts and commissions and other estimated expenses payable by AcelRx.

13
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Item 2. Management�s Discussion and Analysis of Financial Condition and Results of Operations

This Quarterly Report on Form 10-Q contains forward-looking statements within the meaning of Section 27A of the Securities Act of 1933, as
amended, or the Securities Act, and Section 21E of the Securities Exchange Act of 1934, as amended, or the Exchange Act, which are subject to
the �safe harbor� created by those sections. Forward-looking statements are based on our management�s beliefs and assumptions and on
information currently available to them. In some cases you can identify forward-looking statements by words such as �may,� �will,� �should,� �could,�
�would,� �expects,� �plans,� �anticipates,� �believes,� �estimates,� �projects,� �predicts,� �potential� and similar expressions intended to identify forward-looking
statements. Examples of these statements include, but are not limited to, statements regarding: the implications of interim or final results of our
clinical trials, the progress of our research programs, including clinical testing, the extent to which our issued and pending patents may protect
our products and technology, our ability to identify new product candidates, the potential of such product candidates to lead to the development
of commercial products, our anticipated timing for initiation or completion of our clinical trials for any of our product candidates, our future
operating expenses, our future losses, our future expenditures for research and development, and the sufficiency of our cash resources. Our
actual results could differ materially from those anticipated in these forward-looking statements for many reasons, including the risks faced by
us and described in Part II, Item 1A of this Quarterly Report on Form 10-Q and our other filings with the SEC. You should not place undue
reliance on these forward-looking statements, which apply only as of the date of this Quarterly Report on Form 10-Q. You should read this
Quarterly Report on Form 10-Q completely and with the understanding that our actual future results may be materially different from those we
expect. Except as required by law, we assume no obligation to update these forward-looking statements, whether as a result of new information,
future events or otherwise.

The following discussion and analysis should be read in conjunction with the unaudited financial statements and notes thereto included in Part
I, Item 1 of this Quarterly Report on Form 10-Q and with the audited consolidated financial statements and related notes thereto included as
part of our Annual Report on Form 10-K for the year ended December 31, 2012.

14
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About AcelRx Pharmaceuticals

We are a development stage specialty pharmaceutical company focused on the development and commercialization of innovative therapies for
the treatment of acute and breakthrough pain. Our lead product candidate, ZalvisoTM, formerly known as the Sufentanil NanoTab PCA System
or ARX-01, is designed to improve the management of moderate-to-severe acute pain in patients in the hospital setting. Although widely used,
the current standard of care for patients with moderate-to-severe pain in the hospital setting, intravenous patient-controlled analgesia, or IV PCA,
has been shown to cause harm and inconvenience to patients following surgery because of the side effects of commonly used IV PCA opioids,
the invasive IV needle route of delivery and the inherent potential for programming and delivery errors associated with the complexity of
infusion pumps.

Zalviso

Zalviso is an investigational pre-programmed, non-invasive, handheld system that allows hospitalized patients with moderate-to-severe acute
pain to self-dose with sublingual sufentanil NanoTabs to manage their pain. Zalviso is designed to address the limitations of IV PCA by
offering:

� A high therapeutic index opioid: Zalviso uses the high therapeutic index opioid sufentanil; it offers hospitalized patients with
moderate-to-severe acute pain the potential for effective patient-controlled analgesia with a low incidence of drug-related side
effects.

� A non-invasive route of delivery: The sublingual route of delivery used by Zalviso provides rapid onset of analgesia, therefore
eliminating the risk of IV-related analgesic gaps and IV complications, such as catheter-related infections in IV PCA treated patients.
In addition, because patients are not tethered to IV tubing and a pump for pain relief, Zalviso allows for ease of patient mobility.

� A simple, pre-programmed PCA solution: Zalviso is a pre-programmed PCA system designed to eliminate the risk of pump
programming errors.

Our Phase 3 clinical program for Zalviso consisted of three trials: two placebo-controlled efficacy and safety trials and one open-label active
comparator trial, in which Zalviso was compared to IV PCA morphine. Each of the three Phase 3 trials achieved its primary endpoint, and we
believe the trial data support the submission of a New Drug Application, or NDA, which we anticipate will occur in the third quarter of 2013. A
summary of the Phase 3 trials and results is as follows:

Active comparator trial (IAP 309)

In November 2012, we reported top-line data demonstrating that Zalviso met its primary endpoint of non-inferiority in a Phase 3 open-label
active comparator trial designed to compare the efficacy and safety of Zalviso (15 mcg/dose, 20 minute lock-out) to IV PCA with morphine
(1mg/dose, 6 minute lock-out) for the treatment of moderate-to-severe acute post-operative pain immediately following major abdominal or
orthopedic surgery.

Top-line primary endpoint results of this Phase 3 clinical trial demonstrate that:

� Zalviso was non-inferior (p<0.001) to IV PCA morphine for the primary endpoint of Patient Global Assessment of method of pain
control, or PGA, comparison over the 48-hour trial period as determined by the combined percentage of patients with PGA ratings of
�good� or �excellent� (78.5% vs. 65.6%, respectively).

� A secondary comparison of the primary endpoint, specifically a statistical analysis of superiority, demonstrated that Zalviso was
statistically superior to IV PCA morphine for the PGA endpoint (p=0.007). Statistically superior and non-inferior PGA for Zalviso
compared to IV PCA morphine was also seen at the 24 hour and 72 hour time points.
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The trial also demonstrated that Zalviso produced a significantly faster onset of pain relief and reduction in pain intensity compared to IV PCA
morphine that separated at 45 minutes and achieved statistical significance at 1, 2 and 4 hours (p<0.01). Furthermore, there were statistically
fewer patients in the Zalviso group that experienced oxygen desaturation to a level less than 95% compared to the IV PCA morphine group
(p=0.028).

Throughout the course of the trial, 7.3% of patients treated with Zalviso dropped out of the trial prematurely due to lack of efficacy compared to
8.9% of patients treated with IV PCA morphine. Additionally, 7.3% of the patients treated with Zalviso dropped out of the trial due to an adverse
event compared to 10.0% of the IV PCA morphine patients. We observed 13 patients who experienced serious adverse events, or SAEs, in the
trial, of whom three patients experienced serious adverse events assessed as possibly or probably related to the trial drug, with one related to
Zalviso and two related to IV PCA morphine.

Double-blind, placebo-controlled, abdominal surgery trial (IAP 310)

In March 2013, we reported top-line data demonstrating that Zalviso met its primary endpoint in a pivotal Phase 3 trial designed to compare the
efficacy and safety of Zalviso to placebo in the management of acute post-operative pain after major open abdominal surgery. Adverse events
reported in the trial were generally mild or moderate in nature and similar in both placebo and treatment groups. Utilizing a randomized,
double-blind, placebo-controlled design, this pivotal Phase 3 trial enrolled 178 adult patients at 13 U.S. sites.

15

Edgar Filing: PULTE HOMES INC/MI/ - Form PRE 14A

Table of Contents 45



Table of Contents

The primary endpoint evaluated pain intensity over the 48-hour trial period compared to baseline, or Summed Pain Intensity Difference
(SPID-48), in patients following major open abdominal surgery. SPID-48 is the endpoint requested by FDA to demonstrate effectiveness of a
pain control medicine. Patients receiving Zalviso demonstrated a significantly greater SPID-48 (pain reduction) compared to placebo treated
patients during the trial period (105.6 and 55.6, respectively; p=0.001). Additionally, secondary endpoint data showed that 24 hours and 72
hours after first dose, SPID was significantly greater in Zalviso-treated patients than in the placebo-treated patients (p<0.001 and p=0.004
respectively).

Eighty, or 70.2%, of the Zalviso-treated patients completed the 48-hour trial period, compared to 30, or 51.7%, of placebo-treated patients.
Reasons for drop-out in Zalviso-treated and placebo-treated groups were adverse events (5.3% and 6.9%, respectively), lack of efficacy (16.7%
and 31.0%, respectively) and other (7.9% and 10.3%, respectively).

Treatment-emergent adverse events occurred in 64.0% of Zalviso-treated patients and 67.2% of placebo-treated patients. Adverse events with an
occurrence greater than 5% in either the Zalviso group or the placebo group were nausea (30.7% and 41.4%, respectively), fever (14.9% and
8.6%, respectively), vomiting (8.8% and 6.9%, respectively), itching (8.8% and 0.0%, respectively), oxygen saturation decrease (6.1% and
1.7%, respectively), and hypertension (2.6% and 5.2%, respectively). Itching, a frequently observed side effect of opioids, was the only adverse
event that was significantly different between the groups (p=0.017). All reported cases of itching in the trial were mild in nature.

Only one patient, in the Zalviso group, experienced a serious adverse event, which was determined to be unrelated to the trial drug by the
investigator.

Double-blind, placebo-controlled, orthopedic surgery trial (IAP 311)

In May 2013, we reported top-line data demonstrating that Zalviso met its primary endpoint in a pivotal Phase 3 trial designed to compare the
efficacy and safety of Zalviso to placebo in the management of acute post-operative pain after major orthopedic surgery. Utilizing a randomized,
double-blind, placebo-controlled design, this pivotal Phase 3 trial enrolled 426 adult patients at 34 U.S. sites.

The primary endpoint evaluated pain intensity over the 48-hour trial period compared to baseline, or SPID-48, in patients following major
orthopedic surgery. Patients receiving Zalviso demonstrated a significantly greater SPID-48 (pain reduction) compared to placebo-treated
patients during the trial period (+76.1 vs. -11.5, p<0.001). Secondary endpoint data demonstrated that SPID at 24 hours and 72 hours was also
significantly greater in the Zalviso-treated patients than in the placebo-treated patients (p<0.001 in each case).

Two hundred fifteen, or (68.3%), Zalviso-treated patients completed the 48-hour trial period, compared to 43 (41.3%) placebo-treated
patients. Primary reasons for drop-out in the Zalviso- and placebo-treated groups were adverse events (7.0% and 6.7%, respectively) and lack of
efficacy (14.3% and 48.1%, respectively).

Treatment-emergent adverse events were generally mild to moderate in nature and similar for the majority of adverse events between Zalviso
and placebo-treated patients, despite the shorter duration of exposure in the placebo-treated patients caused by early termination due to
inadequate analgesia. Adverse events of nausea (occurring in 52.7% of sufentanil-treated patients vs. 33.7% of placebo-treated patients),
vomiting (12.7% vs. 5.8%, respectively), dizziness (6% vs. 1%, respectively) and itching (6% vs. 0%, respectively) were the only adverse effects
that were statistically significantly greater for Zalviso-treated patients as compared to placebo-treated patients. Nausea, vomiting and itching are
common in treatment of post-operative patients, and are managed with anti-emetic and anti-histamine treatment. Effective management of these
symptoms is demonstrated by the low drop-out rate due to nausea (1.6% of Zalviso-treated patients vs. 2.9% of placebo-treated patients),
vomiting (0.6% vs. 0%, respectively) and itching (0.3% vs. 0%, respectively) in this trial. Two patients (one each in the Zalviso group and
placebo group) experienced an SAE considered possibly or probably related to the trial drug by the investigator.

ARX-04

We are also developing a Sufentanil Single-Dose NanoTab, or ARX-04, for the treatment of moderate-to-severe acute pain on the battlefield, in
the emergency room or in ambulatory care facilities. In April 2013, we reported top-line data showing that the primary endpoint was achieved in
a placebo-controlled, dose-finding, Phase 2 clinical trial of ARX-04 for acute pain. This trial randomized 101 patients following bunionectomy
surgery in a 2:2:1 ratio to 30 mcg sufentanil, 20 mcg sufentanil or placebo treatment arms. Ninety-one percent of patients entering the trial
completed the 12-hour trial period.

Results demonstrated that patients receiving 30 mcg sufentanil NanoTab doses, administered by a healthcare professional, no more frequently
than once per hour, had significantly greater pain reduction as measured by Summed Pain Intensity Difference to baseline during the 12-hour
trial period (SPID-12) than placebo-treated patients (p=0.003). Adverse events reported in the trial were generally mild-to-moderate in nature,
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reported, both of which were determined by the investigator to be unrelated to trial drug. Two patients dropped out of the trial due to adverse
events, one patient�s discontinuation considered unrelated to trial drug, and the other considered probably related to trial drug, both in the 30
mcg-treated group.

Research and development of ARX-04, including the Phase 2 trial and pre-Phase 3 development, is funded by a $5.6 million grant from the U.S.
Army Medical Research and Materiel Command, or USAMRMC. Future development of ARX-04 is contingent on identification of additional
resources.

ARX-02 and ARX-03

In addition to Zalviso and ARX-04, our product candidate pipeline consists of two other sufentanil-based product candidates. The Sufentanil
NanoTab BTP Management System, or ARX-02, is a pain management system for the potential treatment of cancer patients who suffer from
breakthrough pain, or BTP. The Sufentanil/Triazolam NanoTab, or ARX-03, is a single, fixed-dose product designed to provide mild sedation,
anxiety reduction and pain relief for patients undergoing painful procedures in a physician�s office. We have successfully completed Phase 2
clinical trials for ARX-02 and ARX-03. Future development of ARX-02 and ARX-03 is contingent on identification of corporate partnership
resources.

Financial Overview

We are a development stage company with a limited operating history. We have incurred net losses and generated negative cash flows from
operations since inception and expect to incur losses in the future as we continue our research and development activities. We believe that
continued investment in research and development is critical to attaining our strategic objectives. In order to develop our product candidates as
commercially viable therapeutics, we expect to expend significant resources for expertise in the manufacturing, regulatory affairs, clinical
research and other aspects of pharmaceutical development. In addition, as we pursue commercial development of our product candidates we
expect the business aspects of our company to become more complex. We may be required in the future to add personnel and incur additional
costs related to the maturation of our business.

Our net loss for the three months and six months ended June 30, 2013 was $17.4 million and $30.2 million, respectively. In addition, our net
losses were $33.4 million and $20.1 million during the years ended December 31, 2012 and 2011, respectively. As of June 30, 2013, we had an
accumulated deficit of $152.2 million. As of June 30, 2013, we had cash, cash equivalents and investments totaling $36.8 million compared to
$59.8 million as of December 31, 2012.

To date, we have funded our operations primarily through the sale of equity securities and the issuance of debt instruments. In July 2013, we
completed an underwritten public offering, pursuant to which we sold 4,370,000 shares of our common stock at a public offering price of $11.65
per share for an aggregate offering price of $50.9 million. As a result of the July 2013 offering, we received net proceeds of approximately $47.9
million, after underwriting discounts, commissions and other estimated offering expenses. In December 2012, we completed an underwritten
public offering, pursuant to which we sold 14,375,000 shares of our common stock at a public offering price of $3.31 per share for an aggregate
offering price of $47.6 million. As a result of the December 2012 offering, we received net proceeds of $44.1 million, after underwriting
discounts, commissions and offering expenses totaling $3.5 million. In June 2012, we completed a private placement of our common stock, in
which we issued an aggregate of 2,922,337 shares of common stock and warrants to purchase up to 2,630,103 shares of common stock, for net
proceeds of $9.1 million, after deducting costs related to the offering of $0.9 million. In June 2011, we entered into a loan and security
agreement with Hercules Technology II, L.P. and Hercules Technology Growth Capital, Inc., collectively referred to as Hercules, under which
we borrowed $20.0 million in two tranches of $10.0 million each, represented by secured convertible term promissory notes. The interest rate is
8.50%, with the initial 12 months of the facility requiring interest only payments. The notes issued pursuant to the loan and security agreement
mature on December 1, 2014. According to the terms of the Hercules agreement, beginning on July 1, 2012, we began repaying Hercules
principal, with equal monthly payments of $742,000, consisting of both principal and interest payments, to continue until the maturity date of the
loan. As of June 30, 2013, we had a debt balance of $12.4 million.

Since our inception in July 2005, we have not generated any revenue from the sale of our products and do not anticipate generating any product
revenues for the foreseeable future, if at all. We have recognized revenue associated with our grant from the USAMRMC of $4.8 million since
inception of the grant, but continued funding from the USAMRMC is contingent upon their review and approval of our continued research and
development activities associated with the grant. In addition, there can be no assurance that we will receive other research-related grant awards
or produce other collaborative agreement revenues in the future.
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Critical Accounting Estimates

The accompanying discussion and analysis of our financial condition and results of operations are based upon our financial statements and the
related disclosures, which have been prepared in accordance with accounting principles generally accepted in the United States. The preparation
of these financial statements requires us to make estimates, assumptions and judgments that affect the reported amounts in our financial
statements and accompanying notes. We base our estimates on historical experience and on various other assumptions that we believe to be
reasonable under the circumstances, the results of which form the basis for making judgments about the carrying values of assets and liabilities
that are not readily apparent from other sources. Actual results may differ from these estimates under different assumptions or conditions. To the
extent that there are material differences between these estimates and actual results, our future financial statement presentation, financial
condition, results of operations and cash flows will be affected. Our critical accounting policies and estimates are detailed in our Annual Report
on Form 10-K for the year ended December 31, 2012. There have been no significant changes in our critical accounting policies and estimates
during the six months ended June 30, 2013 from those previously disclosed in our Annual Report on Form 10-K.

Results of Operations

Three and Six Months Ended June 30, 2013 and 2012

Revenue

To date, we have not generated any revenue from commercial sales. We do not expect to receive any such revenue from any product candidate
that we develop until we obtain regulatory approval and commercialize our products or enter into collaborative agreements with third parties. In
May 2011, we received a grant award of $5.6 million from the USAMRMC for the development of ARX-04, a Sufentanil NanoTab for the
treatment of moderate-to-severe acute pain. Revenue related to this grant award is recognized as the related research and development expenses
are incurred.

Revenue attributable to the research and development performed under the USAMRMC grant was $407,000 and $224,000 for the three months
ended June 30, 2013 and 2012, respectively, and $1.3 million and $0.6 million for the six months ended June 30, 2013 and 2012, respectively.
From inception of the grant through June 30, 2013, we have generated grant revenue of $4.8 million.

We expect the remaining $0.8 million of the USAMRMC grant to be earned by January 31, 2014, the termination date of the grant.

Research and Development Expenses

Conducting research and development is central to our business model. The majority of our operating expenses in 2013 and 2012 have been for
research and development activities related to Zalviso. Research and development expenses included the following:

� expenses incurred under agreements with contract research organizations and clinical trial sites;

� employee- and consultant-related expenses, which include salaries, benefits and stock-based compensation;

� payments to third party pharmaceutical and engineering development contractors;

� payments to third party manufacturers; and

� depreciation and other allocated expenses, which include direct and allocated expenses for rent and maintenance of facilities and
equipment, depreciation of leasehold improvements and equipment and laboratory and other supply costs.

Product candidates in late stages of clinical development generally have higher development costs than those in earlier stages of clinical
development, primarily due to the increased size and duration of late stage clinical trials. We anticipate that research and development expenses
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for the second half of 2013 will be lower than the $9.3 million and $6.1 million experienced in the first quarter and second quarter of 2013,
respectively, due to lower clinical development expenses associated with Zalviso and our ARX-04 programs. These decreases in research and
development will be partially offset by the work involved in the preparation of a New Drug Application for Zalviso, expected to be submitted to
the FDA in third quarter of 2013. Additionally, AcelRx anticipates increases in 2013 in sales, general and administrative expense due to costs
associated with commercial preparations for the launch of Zalviso in the U.S. and expansion of its corporate infrastructure to support a
commercial launch. Total operating expenses for 2013 are anticipated to be modestly higher than they were in 2012.
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We track external development expenses on a program-by-program basis. Our development resources are shared among all of our programs.
Compensation and benefits, facilities, depreciation, stock-based compensation, and development support services are not allocated specifically
to projects and are considered research and development overhead. Below is a summary of our research and development expenses during the
three and six months ended June 30, 2013 and 2012 (in thousands):

Three Months
Ended June  30,

Six Months
Ended June  30,

2013 2012 2013 2012
Zalviso $ 3,777 $ 3,784 $ 10,155 $ 6,808
ARX-04 366 125 1,261 294
Overhead 1,965 1,485 4,010 3,063

Total research and development expenses $ 6,108 $ 5,394 $ 15,426 $ 10,165

Due to the inherently unpredictable nature of product development, development timelines and the probability of success, development costs can
differ materially from expectations. While we are currently focused on advancing Zalviso and ARX-04, and subsequently ARX-02 and ARX-03,
our future research and development expenses will depend on the clinical success of each product candidate as well as ongoing assessments of
the commercial potential of our product candidates. In addition, we cannot predict which product candidates may be subject to future
collaborations, when these arrangements will be secured, if at all, and to what degree these arrangements would affect our development plans
and capital requirements.

Total research and development expenses for the three and six months ended June 30, 2013 and 2012 were as follows (in thousands, except
percentages):

Three Months Ended June 30, Six Months Ended June 30,
2013 2012 Change % 2013 2012 Change %

Research and development expenses $ 6,108 $ 5,394 $ 714 13% $ 15,426 $ 10,165 $ 5,261 52% 
The $0.7 million increase in research and development expenses during the three months ended June 30, 2013 as compared to the three months
ended June 30, 2012 was primarily attributable to an increase of $0.5 million related to personnel related expenses, including stock-based
compensation, and an increase of $0.2 million related to our ARX-04 development program.

The $5.3 million increase in research and development expenses during the six months ended June 30, 2013 as compared to the six months
ended June 30, 2012 was primarily attributable to an increase of $3.3 million related to Phase 3 clinical trial development for our Zalviso
program. In addition, there was an increase of $1.0 million related to Phase 2 clinical trial development for our ARX-04 program. The remaining
increase was primarily related to an increase in personnel related expenses, including stock-based compensation.

General and Administrative Expenses

General and administrative expenses consisted primarily of salaries, benefits and stock-based compensation for personnel in administration and
finance and business development activities. Other significant expenses included legal expenses to pursue patent protection of our intellectual
property, allocated facility costs and professional fees for general legal, audit and consulting services. We expect general and administrative
expenses to increase in connection with operating as a public company and as we continue to build our corporate infrastructure in support of our
product candidates in development and in preparation for potential commercialization of Zalviso.
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Total general and administrative expenses for the three and six months ended June 30, 2013 and 2012 were as follows (in thousands, except
percentages):

Three Months Ended June 30, Six Months Ended June 30,
2013 2012 Change % 2013 2012 Change %

General and administrative $ 2,070 $ 1,776 $ 294 17% $ 4,261 $ 3,880 $ 381 10% 
General and administrative expenses increased over both comparative periods primarily due to increased market research activities related to our
Zalviso development program and an increase in stock-based compensation.

Interest Expense

Total interest expense for the three and six months ended June 30, 2013 and 2012 was as follows (in thousands, except percentages):

Three Months Ended June 30, Six Months Ended June 30,
2013 2012 Change % 2013 2012 Change %

Interest expense $ 403 $ 598 $ (195) (33)% $ 857 $ 1,192 $ (335) (28)% 
Interest expense for all periods pertains to interest on our loan and security agreement with Hercules, which expires in December 2014. Effective
July 2012, we began paying down the outstanding balance in equal monthly payments of $742,000, which consist of principal and interest. The
decrease in each comparative period was due to a lower average debt balance during the three and six months ended June 30, 2013 as compared
to the three and six months ended June 30, 2012.

Other income (expense), net

Other income (expense), net during the periods noted below consisted primarily of the change in the fair value of our warrants, or PIPE warrants,
issued in connection with our private placement of our common stock, which was completed in June 2012, and our contingent put option
liability associated with the loan and security agreement with Hercules. The account also reflects interest earned on our cash and investments
balances.

Total other income (expense), net for the three and six months ended June 30, 2013 and June 30, 2012 was as follows (in thousands):

Three Months Ended June 30, Six Months Ended June 30,
2013 2012 Change 2013 2012 Change

Other income (expense), net. $ (9,273) $ 350 $ (9,623) $ (11,012) $ 425 $ (11,437) 
The change in other income (expense) during the three and six months ended June 30, 2013 as compared to the three and six months ended
June 30, 2012 was primarily attributable to the increase in the estimated fair value of our PIPE warrants. The warrants are remeasured at the end
of each reporting period utilizing the Black-Scholes option-pricing model, and the increase was primarily driven by a higher share price of
AcelRx common stock on June 30, 2013, compared to the share price on June 30, 2012. The income during the three and six months ended
June 30, 2012 primarily reflected the decrease in fair value of the PIPE warrants, due to a decreasing stock price and the decrease in fair value of
the contingent put option liability associated with the loan and security agreement with Hercules.

Liquidity and Capital Resources

Liquidity

We have incurred losses and generated negative cash flows from operations since inception, and we expect to continue to incur significant losses
and negative cash flows for the foreseeable future. We have funded our operations primarily through the issuance of equity securities and debt
financings. From inception through June 30, 2013, we have received net proceeds of $54.9 million from the sale of convertible preferred stock,
$88.1 million from the sale of common stock and $41.4 million from our debt arrangements.
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As of June 30, 2013, we had cash, cash equivalents and investments totaling $36.8 million compared to $59.8 million as of December 31, 2012.
The decrease was primarily attributable to capital required to fund our continuing operations, including advancement of our lead product
candidate, Zalviso, through Phase 3 clinical trials. Our most significant use of capital
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pertains to salaries and benefits for our employees and clinical trial expenses related to our development programs. In July 2013, we completed
an underwritten public offering, pursuant to which we sold 4,370,000 shares of our common stock at a public offering price of $11.65 per share
for an aggregate offering price of $50.9 million. As a result of the offering, we received net proceeds of approximately $47.9 million, after
underwriting discounts, commissions and other estimated offering expenses.

Our cash and investment balances are held in a variety of interest bearing instruments, including obligations of U.S. government agencies,
money market funds and time deposits. Cash in excess of immediate requirements is invested with a view toward capital preservation and
liquidity.

Cash Flows

The following is a summary of our cash flows for the periods indicated and has been derived from our condensed financial statements which are
included elsewhere in this Form 10-Q (in thousands):

Six Months Ended June 30,
2013 2012

Net cash used in operating activities $ (19,096) $ (12,100) 
Net cash provided by (used in) investing activities (3,330) 2,668
Net cash provided by (used in) financing activities (3,587) 9,180

Cash Flows from Operating Activities

The primary use of cash for our operating activities during these periods was to fund the development of our product candidates. Our cash used
for operating activities also reflected changes in our working capital and adjustments for non-cash charges, such as depreciation and
amortization of our fixed assets, stock-based compensation, interest expense related to our debt financings and the revaluation of our PIPE
warrant liability. Cash used in operating activities of $19.1 million during the six months ended June 30, 2013 reflected a net loss of $30.2
million, partially offset by aggregate non-cash charges of $13.2 million and a net change of $2.1 million in our net operating assets and
liabilities. Non-cash charges primarily included $11.0 million for the increase in fair value of our PIPE warrant primarily due to a higher price of
our common stock at June 30, 2013 compared to December 31, 2012, and $1.6 million for stock-based compensation. The net change in our
operating assets and liabilities was primarily a result of a decrease in accrued liabilities of $1.7 million and a decrease in accounts payable of
$0.9 million primarily related to the completion of our Phase 3 clinical trials for Zalviso.

Cash used in operating activities of $12.1 million during the six months ended June 30, 2012 reflected a net loss of $14.3 million, partially offset
by aggregate non-cash charges of $1.6 million and a net change of $0.6 million in our net operating assets and liabilities. Non-cash charges
primarily included $1.1 million for stock-based compensation and $0.3 million for interest on our debt. The net change in our operating assets
and liabilities was primarily a result of a decrease in prepaid expenses and other current assets of $0.6 million, primarily due to the utilization of
prepayments related to our Phase 3 clinical trials for Zalviso.

Cash Flows from Investing Activities

Our investing activities have consisted primarily of our capital expenditures and purchases and sales and maturities of our available-for-sale
investments.

During the six months ended June 30, 2013, cash used in investing activities of $3.3 million was primarily as a result of $18.0 million for
purchases of investments, partially offset by $14.8 million in proceeds from the maturity of investments.

During the six months ended June 30, 2012, cash provided by investing activities of $2.7 million was primarily a result of $23.4 million in
proceeds from the maturity of investments, partially offset by $20.1 million for purchases of investments.

Cash Flows from Financing Activities

Cash flows from financing activities primarily reflect proceeds from the sale of our securities, proceeds from our debt financings and payments
made on such debt financings. As of June 30, 2013, we had outstanding debt of $12.4 million.
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During the six months ended June 30, 2013, cash used in financing activities of $3.6 million was primarily due to payments on our loan and
security agreement with Hercules.

During the six months ended June 30, 2012, cash provided by financing activities was primarily a result of the Private Placement, pursuant to
which, on June 1, 2012, we issued an aggregate of 2,922,337 shares of common stock and PIPE warrants to purchase up to 2,630,103 shares of
common stock for net proceeds of $9.1 million.

Operating Capital and Capital Expenditure Requirements

We expect our rate of cash usage to increase in the future, in particular to support our product development activities, including commercial
preparation activities for Zalviso. We believe that our available cash resources, including proceeds from our underwritten public equity offering
completed in July 2013, will be sufficient to fund our operations through at least 2014, including support for our continuing development of our
product candidates and commercial readiness activities for Zalviso. Future capital requirements will be substantial and we will need to raise
additional capital to fund our operations, including product candidate development activities. Our forecast of the period of time through which
our financial resources will be adequate to support our operations is a forward-looking statement that involves risks and uncertainties, and actual
results could vary materially. Additional capital may not be available in terms acceptable to us, or at all. If adequate funds are not available, or if
the terms underlying potential funding sources are unfavorable, our business and our ability to develop our technology and product candidates
would be harmed.

Our future capital requirements will depend on many forward looking factors and are not limited to the following:

� the outcome, timing and cost of regulatory approvals;

� the cost and timing of establishing sales, marketing, manufacturing and distribution capabilities;

� the cost of procuring clinical and commercial supplies of our product candidates;

� delays that may be caused by changing regulatory requirements;

� the number of product candidates that we pursue;

� the initiation, progress, timing and completion of clinical trials for our product candidates and potential product candidates;

� the costs involved in filing and prosecuting patent applications and enforcing and defending patent claims;

� the timing and terms of future in-licensing and out-licensing transactions;

� the extent to which we acquire or invest in businesses, products or technologies; and

� the possible costs of litigation.
Off-Balance Sheet Arrangements
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As of June 30, 2013, we have not entered into any off-balance sheet arrangements and do not have any holdings in variable interest entities.

Item 3. Quantitative and Qualitative Disclosures About Market Risk

Not applicable.

Item 4. Controls and Procedures

We maintain disclosure controls and procedures that are designed to ensure that information required to be disclosed in our reports under the
Securities Exchange Act of 1934, as amended, or the Exchange Act, and the rules and regulations thereunder, is recorded, processed,
summarized and reported within the time periods specified in the U.S. Securities and Exchange Commission�s rules and forms and that such
information is accumulated and communicated to our management, including our Chief Executive Officer and Chief Financial Officer, as
appropriate, to allow for timely decisions regarding required disclosure. In designing and evaluating the disclosure controls and procedures,
management recognizes that any controls and procedures, no matter how well designed and operated, can provide only reasonable assurance of
achieving the desired control objectives, and management is required to apply its judgment in evaluating the cost-benefit relationship of possible
controls and procedures.

Evaluation of disclosure controls and procedures. As required by Rule 13a-15(b) under the Exchange Act, we carried out an evaluation, under
the supervision and with the participation of our management, including our Chief Executive Officer and Chief Financial Officer, of the
effectiveness of the design and operation of our disclosure controls and procedures as of the end of the period covered by this Quarterly Report
on Form 10-Q. Based on the foregoing, our Chief Executive Officer and Chief Financial Officer concluded that our disclosure controls and
procedures were effective at the reasonable assurance level.
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Changes in internal control over financial reporting. There have been no changes in our internal control over financial reporting during our most
recent fiscal quarter that have materially affected, or are reasonably likely to materially affect, our internal control over financial reporting.

PART II. OTHER INFORMATION

Item 1. Legal Proceedings

From time to time we may be involved in legal proceedings arising in the ordinary course of business. We believe there is no litigation currently
pending that could have, individually or in the aggregate, a material adverse effect on our results of operations or financial condition.

Item 1A. Risk Factors

This Quarterly Report on Form 10-Q contains forward-looking information based on our current expectations. Because our actual results may
differ materially from any forward-looking statements made by or on behalf of us, this section includes a discussion of important factors that
could affect our actual future results, including, but not limited to, our revenues, expenses, net loss and loss per share. You should carefully
consider these risk factors, together with all of the other information included in this Quarterly Report on Form 10-Q as well as our other
publicly available filings with the U.S. Securities and Exchange Commission, or SEC.

We have marked with an asterisk (*) those risks described below that reflect substantive changes from, or additions to, the risks described in our
Annual Report on Form 10-K for the year ended December 31, 2012.

Risks Related to Our Financial Condition and Need for Additional Capital

We have incurred significant losses since our inception and anticipate that we will continue to incur significant losses for the foreseeable
future.*

We are a development stage company with limited operating history. To date, we have focused primarily on developing our lead product
candidate, ZalvisoTM. We have three additional product candidates, the Sufentanil NanoTab BTP Management System, or ARX-02, the
Sufentanil/Triazolam NanoTab, or ARX-03, and Sufentanil Single-Dose Acute Pain NanoTab, or ARX-04. We have incurred significant net
losses in each year since our inception in July 2005, and as of June 30, 2013, we had an accumulated deficit of $152.2 million.

We have devoted most of our financial resources to research and development, including our non-clinical development activities and clinical
trials. To date, we have financed our operations primarily through the sale of equity securities and debt. The size of our future net losses will
depend, in part, on the rate of future expenditures and our ability to generate revenues. We expect to continue to incur substantial expenses as we
prepare for the potential commercialization of Zalviso and continue our research and development activities for our product candidates. To date,
none of our product candidates have been commercialized, and if our product candidates are not successfully developed or commercialized, or if
revenues are insufficient following marketing approval, we will not achieve profitability and our business may fail. Even if we successfully
obtain regulatory approval to market our product candidates in the United States, our revenues are also dependent upon the size of the markets
outside of the United States, as well as our ability to obtain market approval and achieve commercial success. As a result of the foregoing, we
expect to continue to incur significant and increasing operating losses and negative cash flows for the foreseeable future.

We have never generated any product or commercial revenue and may never be profitable.*

Our ability to generate revenue from commercial sales and achieve profitability depends on our ability, alone or with collaborators, to
successfully complete the development of, obtain the necessary regulatory approvals for, and commercialize our product candidates. Other than
the revenue received from the U.S. Army Medical Research and Materiel Command, or USAMRMC, for research and development
reimbursement under the terms of the grant for ARX-04 we received from the USAMRMC, we do not anticipate generating revenues from sales
of our product candidates for the foreseeable future, if ever. Our ability to generate future revenues from product sales depends heavily on our
success in:
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� obtaining and maintaining regulatory approval for Zalviso;

� launching and commercializing Zalviso, including building or contracting out, a hospital-directed sales force in the U.S. and
collaborating with third parties internationally, which will require additional funding; and

� completing the clinical development of, obtaining regulatory approval for, and launching and commercializing ARX-02, ARX-03
and ARX-04, which will require additional funding or corporate partnership resources.

Because of the numerous risks and uncertainties associated with pharmaceutical product development, we are unable to predict the timing or
amount of increased expenses, or when, or if, we will be able to achieve or maintain profitability. In addition, our expenses could increase
beyond expectations if we are delayed in obtaining approval of, or launching, Zalviso, or are required by the United States Food and Drug
Administration, or FDA, to perform trials in addition to those that we have completed.

Even if one or more of our product candidates is approved for commercial sale, we anticipate incurring significant costs associated with
commercializing any approved product candidate. Even if we are able to generate revenues from the sale of our products, we may not become
profitable and may need to obtain additional funding to continue operations.

We have a limited operating history that may make it difficult to predict our future performance or evaluate our business and prospects.

We were incorporated in 2005. Since inception, our operations have been primarily limited to organizing and staffing our company, developing
our technology and undertaking preclinical studies and clinical trials for our product candidates. We have not yet obtained regulatory approval
for any of our product candidates. Consequently, any predictions you make about our future success or viability or evaluation of our business
and prospects may not be accurate.

We will require substantial additional capital and may be unable to raise capital, which would force us to delay, reduce or eliminate our
product development programs and could cause us to cease operations.*

Developing pharmaceutical products, including conducting preclinical studies and clinical trials, is expensive. We expect to incur significant
expenditures in connection with our ongoing activities, particularly preparation for the potential commercialization of Zalviso and future
advancement of our other product candidates. As of June 30, 2013, we had working capital of $23.1 million. In July 2013, in an underwritten
public offering of our common stock, we raised approximately $47.9 in net proceeds, after underwriting discounts, commissions and other
estimated offering expenses.

We believe that our current cash, cash equivalents and investment balances, including the net proceeds from our equity offering in July 2013,
will be sufficient to fund our current operations through at least 2014. We may be able to extend this time period to the extent that we can access
additional capital through equity offerings, including our Sales Agreement with MLV. However, we will need to raise additional funds following
this offering to support our future operations, and such funding may not be available to us on acceptable terms, or at all. Additionally, changing
circumstances beyond our control may cause us to consume capital more rapidly than we currently anticipate. For example, we believe that our
existing cash resources, including the net proceeds from our equity offering in July 2013, based on our current estimates, are adequate to fund
potential regulatory approval of Zalviso both in the United States and Europe, and to continue preparation for the potential commercial launch of
Zalviso in the United States. However, our planned regulatory filings and commercialization efforts may encounter technical or other difficulties
that could increase our development costs more than we expected. Even if we are able to submit an NDA, the FDA could require us to complete
further studies, which would require additional capital before we receive our regulatory approval, if at all. In any event, we will require
substantial additional capital to obtain regulatory approval for, and to commercialize, our product candidates, including Zalviso. To raise capital,
we may seek to sell additional equity or debt securities, obtain a credit facility or enter into product development, license or distribution
agreements with third parties or divest one or more of our product candidates. Any product development, licensing, distribution or sale
agreements that we enter into may require us to relinquish valuable rights. We may not be able to obtain sufficient additional funding or enter
into a strategic transaction in a timely manner. If adequate funds are not available, we would be required to reduce our workforce, delay, reduce
the scope of or eliminate one or more of our research and development programs in advance of the date on which we exhaust our cash resources
to ensure that we have sufficient capital to meet our obligations and continue on a path designed to preserve stockholder value.

Securing additional financing may divert our management from our day-to-day activities, which may adversely affect our ability to develop and
commercialize our product candidates. In addition, we cannot guarantee that future financing will be available in sufficient amounts or on terms
acceptable to us, if at all. If we are unable to raise additional capital when required or on acceptable terms, we may be required to:
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� significantly delay, scale back or discontinue the development or commercialization of our product candidates;

� seek corporate partners for Zalviso on terms that might be less favorable than might otherwise be available; or

� relinquish or license on unfavorable terms, our rights to technologies or product candidates that we otherwise would seek to develop
or commercialize ourselves.
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We may sell additional equity or debt securities to fund our operations, which may result in dilution to our stockholders and impose
restrictions on our business.

In order to raise additional funds to support our operations, we may sell additional equity or debt securities, including under our Sales
Agreement with MLV, which would result in dilution to our stockholders or impose restrictive covenants that may adversely impact our
business. The sale of additional equity or convertible debt securities would result in the issuance of additional shares of our capital stock and
dilution to all of our stockholders. The incurrence of indebtedness would result in increased fixed payment obligations and could also result in
certain restrictive covenants, such as limitations on our ability to incur additional debt, limitations on our ability to acquire, sell or license
intellectual property rights and other operating restrictions that could adversely impact our ability to conduct our business. If we are unable to
expand our operations or otherwise capitalize on our business opportunities, our business, financial condition and results of operations could be
materially adversely affected and we may not be able to meet our debt service obligations.

We might be unable to service our existing debt due to a lack of cash flow and might be subject to default.

In June 2011, we entered into a loan and security agreement with Hercules Technology II, L.P. and Hercules Technology Growth Capital, Inc.,
collectively referred to as Hercules, under which we borrowed $20.0 million in two tranches of $10.0 million each, represented by secured
convertible term promissory notes. The interest rate is 8.50%, with the initial 12 months of the facility requiring interest only payments. The
notes issued pursuant to the loan and security agreement mature on December 1, 2014. According to the terms of the Hercules agreement,
beginning on July 1, 2012, we began repaying Hercules principal, with equal monthly payments of $742,000, consisting of both principal and
interest payments, until the maturity date of the loan in December, 2014. As of June 30, 2013, our outstanding debt balance related to the
Hercules agreement was $12.4 million. We granted Hercules a first priority security interest in substantially all of our assets, with the exception
of our intellectual property, where the security interest is limited to proceeds of intellectual property.

If we do not make the required payments when due, either at maturity, or at applicable installment payment dates, or if we breach the agreement
or become insolvent, Hercules could elect to declare all amounts outstanding, together with accrued and unpaid interest and penalty, to be
immediately due and payable. Additional capital may not be available on terms acceptable to us, or at all. Even if we were able to repay the full
amount in cash, any such repayment could leave us with little or no working capital for our business. If we are unable to repay those amounts,
Hercules will have a first claim on our assets pledged under the loan agreement. If Hercules should attempt to foreclose on the collateral, it is
unlikely that there would be any assets remaining after repayment in full of such secured indebtedness. Any default under the loan agreement
and resulting foreclosure would have a material adverse effect on our financial condition and our ability to continue our operations.

Risks Related to Clinical Development and Regulatory Approval

We depend substantially on the success of Zalviso, which may not receive regulatory approval or be successfully commercialized. *

We have not marketed, distributed or sold any products. The success of our business depends primarily upon our ability to develop and
commercialize Zalviso for the management of moderate-to-severe acute pain in patients in the hospital setting. Our Phase 3 program consisted of
three Phase 3 clinical trials. We have reported positive top-line data from each of these trials and intend to submit an NDA for Zalviso to the
FDA in the third quarter of 2013. There is no guarantee that the NDA will be completed on schedule or at all, or if completed and submitted, will
be successfully filed or approved by the FDA. Even if we are able to submit an NDA, the FDA could require us to complete further studies,
which could delay or preclude any approval of the NDA and would require us to obtain significant additional funding.

Our proposed tradename of Zalviso has not received final approval from FDA, which must approve all drug tradenames to avoid medication
errors and misbranding. Any brand recognition or goodwill that we establish with the name Zalviso prior to approval may be worthless if the
FDA rejects this tradename.

Any delay or change in the current schedule of our planned NDA filing for Zalviso may negatively impact our stock price and harm our business
operations. Any delay in obtaining, or inability to obtain, regulatory approval would prevent us from commercializing Zalviso, generating
revenues and achieving profitability. If any of these events occur, we may be forced to delay or abandon our development efforts for Zalviso,
which would have a material adverse effect on our business and could potentially cause us to cease operations.
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Positive clinical results obtained to date for our product candidates may be disputed in FDA review, do not guarantee regulatory approval
and may not be obtained from future clinical trials. *

We have reported positive top-line data from each of our three Zalviso Phase 3 clinical trials. However, even if we believe that the data from
required Phase 3 clinical trials is positive, the FDA could analyze our data using alternative strategies and determine that the data from our trials
was negative or inconclusive. Negative or inconclusive results of a Phase 3 clinical trial could cause the FDA to require us to repeat the trial or
conduct additional clinical trials prior to obtaining approval for commercialization, and there is no guarantee that additional trials would achieve
positive results. Any such determination by the FDA would delay the timing of our commercialization plan for Zalviso and adversely affect our
business operations.

Delays in clinical trials are common and have many causes, and any delay could result in increased costs to us and jeopardize or delay our
ability to obtain regulatory approval and commence product sales. *

We have experienced and may in the future experience delays in clinical trials of our product candidates. While we have completed our planned
trials for Zalviso and the Phase 2 clinical trial for ARX-04, and have no additional trials currently planned, potential future clinical trials may not
begin on time, have an effective design, enroll a sufficient number of patients or be completed on schedule, if at all. Our clinical trials for any of
our product candidates could be delayed for a variety of reasons, including:

� inability to raise funding necessary to initiate or continue a trial;

� delays in obtaining regulatory approval to commence a trial;

� delays in reaching agreement with the FDA on final trial design;

� imposition of a clinical hold following an inspection of our clinical trial operations or trial sites by the FDA or other regulatory
authorities;

� delays in reaching agreement on acceptable terms with prospective contract research organizations, or CROs, and clinical trial sites;

� delays in obtaining required institutional review board approval at each site;

� delays in recruiting suitable patients to participate in a trial;

� delays in the testing, validation, manufacturing and delivery of the device components of our product candidates;

� delays in having patients complete participation in a trial or return for post-treatment follow-up;

� clinical sites dropping out of a trial to the detriment of enrollment or being delayed in entering data to allow for clinical trial database
closure;
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� time required to add new clinical sites; or

� delays by our contract manufacturers to produce and deliver sufficient supply of clinical trial materials.
If any future clinical trials are delayed for any of the above reasons, our development costs may increase, our approval process could be delayed
and our ability to commercialize and commence sales of our product candidates could be materially harmed, which could have a material
adverse effect on our business.

Our product candidates may cause adverse effects or have other properties that could delay or prevent their regulatory approval or limit the
scope of any approved label or market acceptance. *

Adverse events, or AEs, caused by our product candidates could cause us, other reviewing entities, clinical trial sites or regulatory authorities to
interrupt, delay or halt clinical trials and could result in the denial of regulatory approval. In our Phase 3 active comparator clinical trial (IAP
309), 7.9% of Zalviso treated patients dropped out of the trial prematurely due to an AE, and we observed one serious adverse event, or SAE,
that was assessed as possibly or probably related to Zalviso. In our Phase 3, double-blind, placebo-controlled, abdominal surgery trial (IAP 310),
adverse events reported in the trial were generally mild or moderate in nature and similar in both placebo and treatment groups. In addition, one
patient in the trial, who was in the sufentanil group, experienced an SAE, which was determined to be unrelated to the trial drug. In our Phase 3,
double-blind, placebo-controlled, orthopedic surgery trial (IAP 311), treatment-emergent adverse events were generally mild to moderate in
nature and similar for the majority of adverse events between sufentanil and placebo treated patients. Two patients (one each in the sufentanil
group and placebo group) experienced a serious adverse event considered possibly or probably related to the trial drug by the investigator.

Phase 2 clinical trials conducted by us with our Zalviso, ARX-02, ARX-03 and ARX-04 product candidates have generated some AEs, but no
SAEs, related to the trial drug.
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Further, if our products cause serious or unexpected side effects after receiving market approval, a number of potentially significant negative
consequences could result, including:

� regulatory authorities may withdraw their approval of the product or impose restrictions on its distribution in the form of a modified
Risk Evaluation and Mitigation Strategy, or REMS;

� regulatory authorities may require the addition of labeling statements, such as warnings or contraindications;

� we may be required to change the way the product is administered or conduct additional clinical trials;

� we could be sued and held liable for harm caused to patients; or

� our reputation may suffer.
Any of these events could prevent us from achieving or maintaining market acceptance of the affected product candidate and could substantially
increase the costs of commercializing our product candidates.

Additional time may be required to obtain regulatory approval for Zalviso because it is a drug/device combination. *

Zalviso is a drug/device combination product candidate with both drug and device components submitted in the investigational new drug, or
IND, application. Based on our discussions with the FDA, we believe that Zalviso is viewed as a combination product by the FDA, and both
drug and device components will be required for review as part of an NDA submission. There are very few examples of the FDA approval
process for drug/device combination products such as Zalviso. As a result, we have in the past and may in the future experience delays in the
development and commercialization of Zalviso due to regulatory uncertainties in the product development and approval process, in particular as
it relates to a drug/device combination product approval under an NDA.

After the completion of our clinical trials, we cannot predict whether or when we will obtain regulatory approval to commercialize any of our
product candidates, and we cannot, therefore, predict the timing of any future revenue. *

We cannot commercialize any of our product candidates, including Zalviso, until the appropriate regulatory authorities, such as the FDA or the
European Medicines Agency, or EMA, have reviewed and approved the product candidate. The regulatory agencies may not complete their
review processes in a timely manner, or we may not be able to obtain regulatory approval for Zalviso. Additional delays may result if Zalviso is
taken before an FDA Advisory Committee which may recommend restrictions on approval or recommend non-approval. In addition, we may
experience delays or rejections based upon additional government regulation from future legislation or administrative action, or changes in
regulatory agency policy during the period of product development, clinical trials and the review process.
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The process for obtaining approval of an NDA is time consuming, subject to unanticipated delays and costs, and requires the commitment of
substantial resources.

If the FDA determines that the clinical trials submitted for a product candidate, including Zalviso, in support of an NDA were not conducted in
full compliance with the applicable protocols for these trials, as well as with applicable regulations and standards, or if the FDA does not agree
with our interpretation of the results of such trials, the FDA may reject the data from such trials. Such rejection would negatively impact our
ability to obtain marketing authorization for a product candidate and would have a material adverse effect on our business and financial
condition.

In addition, an NDA may not be approved, or approval may be delayed, as a result of changes in FDA policies for drug approval during the
review period. For example, although many products have been approved by the FDA in recent years under Section 505(b)(2) of the Federal
Food, Drug and Cosmetic Act, or FDCA, objections have been raised to the FDA�s interpretation of Section 505(b)(2). If challenges to the FDA�s
interpretation of Section 505(b)(2) are successful, the FDA may be required to change its interpretation, which could delay or prevent the
approval of such an NDA. Any significant delay in the review or approval of an NDA that we submit would have a material adverse effect on
our business and financial condition.

Regulatory authorities may not approve our product candidates even if they meet safety and efficacy endpoints in clinical trials.*

The FDA and other foreign regulatory agencies, such as the EMA, can delay, limit or deny marketing approval for many reasons, including:

� a product candidate may not be considered safe or effective;

� the manufacturing processes or facilities we have selected may not meet the applicable requirements; and

� changes in their approval policies or adoption of new regulations may require additional work on our part.
Part of the regulatory approval process includes compliance inspections of manufacturing facilities to ensure adherence to applicable regulations
and guidelines. The regulatory agency may delay, limit or deny marketing approval of our product candidates as a result of such inspections.

Any delay in, or failure to receive or maintain, approval for any of our product candidates could prevent us from generating meaningful revenues
or achieving profitability.

Our product candidates may not be approved even if they achieve their endpoints in clinical trials. Regulatory agencies, including the FDA, or
their advisors may disagree with our trial design and our interpretations of data from preclinical trials and clinical trials. Regulatory agencies
may change requirements for approval even after a clinical trial design has been approved. The FDA exercises significant discretion over the
regulation of combination products, including the discretion to require separate marketing applications for the drug and device components in a
combination product. To date, our product candidates are being regulated as drug products under the NDA process administered by the FDA.
The FDA could in the future require additional regulation of our product candidates under the medical device provisions of the FDCA. Our
systems are designed to comply with Quality Systems Regulation, or QSR, which sets forth the FDA�s current good manufacturing practice, or
GMP, requirements for medical devices, and other applicable government regulations and corresponding foreign standards for drug GMPs. If we
fail to comply with these regulations, it could have a material adverse effect on our business and financial condition.

Regulatory agencies also may approve a product candidate for fewer or more limited indications than requested or may grant approval subject to
the performance of post-marketing trials. In addition, regulatory agencies may not approve the labeling claims that are necessary or desirable for
the successful commercialization of our product candidates. For example, we intend to seek approval of Zalviso for the management of
moderate-to-severe acute pain in patients in the hospital setting; however, our clinical trial data was generated exclusively from the
post-operative segment of this population, and FDA may restrict any approval to post-operative patients only, which would reduce our
commercial opportunity.

Even if we obtain regulatory approval for Zalviso and our other product candidates, we will still face extensive regulatory requirements and
our products may face future development and regulatory difficulties.
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Even if we obtain regulatory approval in the United States, the FDA may still impose significant restrictions on the indicated uses or marketing
of our product candidates, or impose ongoing requirements for potentially costly post-approval trials or post-market surveillance. For example,
the labeling ultimately approved for Zalviso and our other product candidates will likely include restrictions on use due to the opioid nature of
sufentanil. Zalviso and our other product candidates will also be subject to ongoing FDA requirements governing the labeling, packaging,
storage, distribution, safety surveillance, advertising, promotion, record-keeping and reporting of safety and other post-market information. The
holder of an approved NDA is obligated to monitor and report AEs and any failure of a product to meet the specifications in the NDA. The
holder of an approved NDA must also submit new or supplemental applications and obtain FDA approval for certain changes to the approved
product, product labeling or manufacturing process. Advertising and promotional materials must comply with FDA rules and are subject to FDA
review, in addition to other potentially applicable federal and state laws.

28

Edgar Filing: PULTE HOMES INC/MI/ - Form PRE 14A

Table of Contents 67



Table of Contents

In addition, manufacturers of drug products and their facilities are subject to payment of user fees and continual review and periodic inspections
by the FDA and other regulatory authorities for compliance with current good manufacturing practices, or cGMP, and adherence to
commitments made in the NDA. If we, or a regulatory agency, discover previously unknown problems with a product, such as AEs of
unanticipated severity or frequency, or problems with the facility where the product is manufactured, a regulatory agency may impose
restrictions relative to that product or the manufacturing facility, including requiring recall or withdrawal of the product from the market or
suspension of manufacturing.

If we fail to comply with applicable regulatory requirements following approval of our product candidate, a regulatory agency may:

� issue a warning letter asserting that we are in violation of the law;

� seek an injunction or impose civil or criminal penalties or monetary fines;

� suspend or withdraw regulatory approval;

� suspend any ongoing clinical trials;

� refuse to approve a pending NDA or supplements to an NDA submitted by us;

� seize product; or

� refuse to allow us to enter into supply contracts, including government contracts.
Any government investigation of alleged violations of law could require us to expend significant time and resources in response and could
generate negative publicity. The occurrence of any event or penalty described above may inhibit our ability to commercialize our products and
generate revenues.

Even if we obtain FDA approval for Zalviso or any of our product candidates in the United States, we may never obtain approval for or
commercialize our products outside of the United States, which would limit our ability to realize their full market potential.

In order to market any products outside of the United States, we must establish and comply with numerous and varying regulatory requirements
of other countries regarding safety and efficacy. In October 2012, we received notice from the EMA that Zalviso was eligible for centralized
European review. Outside of Europe, clinical trials conducted in one country may not be accepted by regulatory authorities in other countries,
and regulatory approval in one country does not mean that regulatory approval will be obtained in any other country. Approval processes vary
among countries and can involve additional product testing and validation and additional administrative review periods. Seeking foreign
regulatory approval could result in difficulties and costs for us and require additional non-clinical trials or clinical trials, which could be costly
and time consuming. Regulatory requirements can vary widely from country to country and could delay or prevent the introduction of our
products in those countries. We do not have any product candidates approved for sale in any jurisdiction, including international markets, and we
do not have experience in obtaining regulatory approval in international markets. If we fail to comply with regulatory requirements in
international markets or to obtain and maintain required approvals, or if regulatory approvals in international markets are delayed, our target
market will be reduced and our ability to realize the full market potential of our products will be harmed.

Zalviso and our other product candidates will require Risk Evaluation and Mitigation Strategies.

The FDA Amendments Act of 2007 implemented safety-related changes to product labeling and require the adoption of REMS. Our product
candidates will require REMS. The REMS may include requirements for special labeling or medication guides for patients, special
communication plans to health care professionals and restrictions on distribution and use. While we have received information from the FDA
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regarding certain aspects of the required REMS for Zalviso, we cannot predict the specific REMS to be required as part of any FDA approval of
Zalviso. Depending on the extent of the REMS requirements, our costs to commercialize Zalviso may be substantial. ARX-02, ARX-03 and
ARX-04, if approved, will also require REMS programs that may significantly increase our costs to commercialize these product candidates.
Furthermore, risks of sufentanil that are not adequately addressed through proposed REMS for our product candidates may also prevent or delay
their approval for commercialization.
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Risks Related to Our Reliance on Third Parties

We rely on third party manufacturers to produce our preclinical and clinical drug supplies, and we intend to rely on third parties to produce
commercial supplies of any approved product candidates.

Reliance on third party manufacturers entails many risks including:

� the inability to meet our product specifications and quality requirements consistently;

� a delay or inability to procure or expand sufficient manufacturing capacity;

� manufacturing and product quality issues related to scale-up of manufacturing;

� costs and validation of new equipment and facilities required for scale-up;

� a failure to comply with cGMP and similar foreign standards;

� the inability to negotiate manufacturing agreements with third parties under commercially reasonable terms;

� termination or nonrenewal of manufacturing agreements with third parties in a manner or at a time that is costly or damaging to us;

� the reliance on a limited number of sources, and in some cases, single sources for product components, such that if we are unable to
secure a sufficient supply of these product components, we will be unable to manufacture and sell our product candidates in a timely
fashion, in sufficient quantities or under acceptable terms;

� the lack of qualified backup suppliers for those components that are currently purchased from a sole or single source supplier;

� operations of our third party manufacturers or suppliers could be disrupted by conditions unrelated to our business or operations,
including the bankruptcy of the manufacturer or supplier;

� carrier disruptions or increased costs that are beyond our control; and

� the failure to deliver our products under specified storage conditions and in a timely manner.
Any of these events could lead to clinical trial delays, failure to obtain regulatory approval or impact our ability to successfully commercialize
our products. Some of these events could be the basis for FDA action, including injunction, recall, seizure, or total or partial suspension of
production.

We rely on limited sources of supply for the drug component of our product candidates and any disruption in the chain of supply may cause
delay in developing and commercializing our product candidates.*
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Currently, we use two established suppliers of sufentanil citrate for our NanoTabs. For each product candidate, only one of the two suppliers will
be qualified as a vendor with the FDA. If supply from the approved vendor is interrupted, there could be a significant disruption in commercial
supply. The alternative vendor would need to be qualified through an NDA supplement which could result in further delay. The FDA or other
regulatory agencies outside of the United States may also require additional trials if a new sufentanil supplier is relied upon for commercial
production. In addition, the Drug Enforcement Administration, or the DEA, may reduce, delay or refuse our quota for sufentanil, which would
disrupt our supply of sufentanil citrate and cause delay in the development and commercialization of our product candidates.

Manufacture of Sufentanil NanoTabs requires specialized equipment and expertise.

Ethanol, which is used in the manufacturing process for our Sufentanil NanoTabs, is flammable, and sufentanil is a highly potent, Schedule II
compound. These factors necessitate the use of specialized equipment and facilities for manufacture of sufentanil NanoTabs. There are a limited
number of facilities that can accommodate our manufacturing process and we need to use dedicated equipment throughout development and
commercial manufacturing to avoid the possibility of cross-contamination. If our equipment breaks down or needs to be repaired or replaced, it
may cause significant disruption in clinical or commercial supply, which could result in delay in the process of obtaining approval for or sale of
our products. Furthermore, we are using one manufacturer to produce our sufentanil NanoTabs and have not identified a back-up commercial
facility to date. Any problems with our existing facility or equipment may delay or impair our ability to complete our clinical trials or
commercialize our product candidates and increase our cost.

Manufacturing issues may arise that could delay or increase costs related to product and regulatory approval and commercialization.

As we scale up manufacturing of our product candidates and conduct required stability testing, product, packaging, equipment and
process-related issues may require refinement or resolution in order to obtain regulatory approval for commercial marketing. In the past we have
identified impurities in our product candidates. In the future we may identify significant impurities, which could result in increased scrutiny by
the regulatory agencies, delays in clinical program and regulatory approval, increases in our operating expenses, or failure to obtain or maintain
approval for our products.
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Historically, we have manufactured the majority of our NanoTab supplies at Patheon in Toronto, Canada. Because the DEA requires that
sufentanil be manufactured in the United States if our product candidates are marketed in the United States, we transferred our manufacturing
capability in the third quarter of 2011 from Patheon in Toronto, Canada to Patheon�s production facility in Cincinnati, Ohio, where we have built
out a suite within their existing buildings that will serve as a manufacturing facility for clinical and commercial supplies of NanoTabs. The new
facility has been qualified; however, we have not yet produced commercial supplies out of this facility and we may encounter difficulties in
production at the new facility, which may adversely affect our clinical and commercial plans. In addition, regulatory agencies may require that a
bioequivalence trial be conducted, which is designed to ensure that the Phase 3 drug lots made at Patheon, Toronto are equivalent to one of the
registration drug lots made at Patheon, Cincinnati. There is risk that this bioequivalence trial could fail the FDA�s bioequivalence requirements
which would adversely affect our clinical and commercial plans. Any such additional trials or other FDA requirements would delay the timing of
our commercialization plans for Zalviso and adversely affect our business operations.

The Zalviso PCA device components may not be fully functional or commercially viable. *

The Zalviso device we have used in our Phase 3 clinical trials and plan to use commercially has more features than the device used in Phase 2,
including additional software. We have conducted multiple Design Validation, Software Verification and Validation, Reprocessing and Human
Factors studies, which have informed the design of the Zalviso device and we plan to conduct additional Human Factors studies prior to
submitting the planned NDA for Zalviso. However, we cannot predict if the Phase 3 device will be fully functional or ready for commercial use.
If we need to modify the Phase 3 device, we may incur higher costs and experience delay in regulatory approval and commercialization of
Zalviso. Furthermore, if the changes to the device are substantial, we may need to conduct further clinical trials in order to have the commercial
device approved by the FDA.

We have limited experience manufacturing the Zalviso device on a clinical scale, no experience on a commercial scale and do not own or
operate a manufacturing facility. *

We have manufactured Zalviso devices and supplies on a small scale, including those needed for our Phase 3 clinical trials. We will continue to
rely on contract manufacturers, component fabricators and third party service providers to produce the necessary Zalviso devices for the
commercial marketplace. We currently outsource manufacturing and packaging of the controller, dispenser and cartridge components of the
Zalviso device to third parties and intend to continue to do so. These purchases and components were made and will continue to be made
utilizing short term purchase agreements and we may not be able to enter into long-term agreements for commercial supply of Zalviso devices
with third party manufacturers, or may be unable to do so on acceptable terms. We may encounter unanticipated problems in the scale-up and
automation process that will result in delays in the manufacturing of Zalviso cartridge, dispenser or controller.

We may not be able to establish additional sources of supply for device manufacture. Such suppliers are subject to FDA regulations requiring
that materials be produced under current Good Manufacturing Practices, or cGMPs, or Quality System Regulations, or QSR, and subject to
ongoing inspections by regulatory agencies. Failure by any of our suppliers to comply with applicable regulations may result in delays and
interruptions to our product candidate supply while we seek to secure another supplier that meets all regulatory requirements.

Reliance on third party manufacturers entails risks to which we would not be subject if we manufactured the product candidates ourselves,
including the possible breach of the manufacturing agreements by the third parties because of factors beyond our control; and the possibility of
termination or nonrenewal of the agreements by the third parties because of our breach of the manufacturing agreement or based on their own
business priorities.

We rely on third parties to conduct, supervise and monitor our clinical trials, and if those third parties perform in an unsatisfactory manner,
it may harm our business. *

We utilized CROs for the conduct of our Phase 3 clinical trials of Zalviso and for the Phase 2 clinical trial of ARX-04 and to assist us in
preparing the New Drug Application, or NDA, which we expect to submit to the FDA in the third quarter of 2013. We rely on CROs, as well as
clinical trial sites, to ensure the proper and timely conduct of our clinical trials and document preparation. While we have agreements governing
their activities, we have limited influence over their actual performance. We have relied and plan to continue to rely upon CROs to monitor and
manage data for our clinical programs for Zalviso and our other product candidates, as well as the execution of nonclinical trials. We control
only certain aspects of our CROs� activities. Nevertheless, we are responsible for ensuring that each of our trials is conducted in accordance with
the applicable protocol, legal, regulatory and scientific standards and our reliance on the CROs does not relieve us of our regulatory
responsibilities.
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We and our CROs are required to comply with the FDA�s current good clinical practices, or cGCPs, which are regulations and guidelines
enforced by the FDA for all of our product candidates in clinical development. The FDA enforces these cGCPs through periodic inspections of
trial sponsors, principal investigators and clinical trial sites. If we or our CROs fail to comply with applicable cGCPs, the clinical data generated
in our clinical trials may be deemed unreliable and the FDA may require us to perform additional clinical trials before approving our marketing
applications. Upon inspection, the FDA may determine that our Phase 3 clinical trials do not comply with cGCPs. Accordingly, if our CROs or
clinical trial sites fail to comply with these regulations, we may be required to repeat the Phase 3 clinical trials, which would delay the regulatory
approval process.
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Our CROs are not our employees, and we cannot control whether or not they devote sufficient time and resources to our ongoing clinical and
nonclinical programs. These CROs may also have relationships with other commercial entities, including our competitors, for whom they may
also be conducting clinical trials, or other drug development activities which could harm our competitive position. We face the risk of potential
unauthorized disclosure or misappropriation of our intellectual property by CROs, which may allow our potential competitors to access our
proprietary technology. If our CROs do not successfully carry out their contractual duties or obligations, fail to meet expected deadlines, or if the
quality or accuracy of the clinical data they obtain is compromised due to the failure to adhere to our clinical protocols or regulatory
requirements, or for any other reasons, our clinical trials may be extended, delayed or terminated, and we may not be able to obtain regulatory
approval for, or successfully commercialize Zalviso, or our other product candidates. As a result, our financial results and the commercial
prospects for Zalviso and any future product candidates that we develop would be harmed, our costs could increase, and our ability to generate
revenues could be delayed.

Pre-Phase 3 development of ARX-04 is dependent on funding from our government grant with the USAMRMC.

In May 2011, we received a grant from the USAMRMC, effective June 1, 2011, in which the USAMRMC granted $5.6 million to us in order to
support the development of ARX-04. Under the terms of the grant, the USAMRMC will reimburse us for development, manufacturing and
clinical costs necessary to prepare for and complete the Phase 2 dose-finding trial for the treatment of moderate-to-severe acute pain as well as
Phase 3 readiness activities. The grant gives the USAMRMC the option to extend the term of the grant and provide additional funding for the
research.

Pre-Phase 3 development of ARX-04 is dependent on the continued performance by the USAMRMC of its responsibilities under this agreement,
including adequate continued funding of USAMRMC programs. We have no control over the resources and funding that USAMRMC may
devote to this or future agreements, which may be subject to annual renewal and which generally may be terminated by USAMRMC at any time.
USAMRMC may fail to perform their responsibilities under the agreement, which may result in the termination of the agreement. In addition,
we may fail to perform our responsibilities under the agreement, which may also lead to the termination of this agreement. Our government
agreement is subject to audits, which may occur several years after the period to which the audit relates. If an audit identifies significant
unallowable costs, we could incur a material charge to our earnings or reduction in our cash position. As a result, we may be unsuccessful in
entering, or ineligible to enter, into future government agreements.

There can be no assurances that this agreement will continue or that we will be able to enter into new contracts with USAMRMC or obtain
funding from other sources to continue to support development of ARX-04 beyond the Phase 2 clinical trial and preparation for Phase 3
activities. The process of obtaining USAMRMC contracts is lengthy and uncertain and we will have to compete with other companies for each
contract. Further, changes in government budgets and agendas may result in a decreased and de-prioritized emphasis on supporting research and
development programs, including ARX-04.

Risks Related to Commercialization of Our Product Candidates

The commercial success of Zalviso and our other product candidates will depend upon the acceptance of these products by the medical
community, including physicians, nurses, patients, and pharmacy and therapeutics committees.

The degree of market acceptance of any of our product candidates will depend on a number of factors, including:

� demonstration of clinical safety and efficacy compared to other products;

� the relative convenience, ease of administration and acceptance by physicians, patients and health care payors;

� the prevalence and severity of any AEs or SAEs;

� overcoming the perception of sufentanil as a potentially unsafe drug due to its high potency;
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� limitations or warnings contained in the FDA-approved label for Zalviso;

� availability of alternative treatments;

� existing capital investment by hospitals in IV PCA technology;

� pricing and cost-effectiveness;

� the effectiveness of our or any future collaborators� sales and marketing strategies;

� our ability to obtain hospital formulary approval;

� our ability to obtain and maintain sufficient third party coverage or reimbursement; and

� the willingness of patients to pay out-of-pocket in the absence of third party coverage.
If Zalviso is approved, but does not achieve an adequate level of acceptance by physicians, nurses, patients and pharmacy and therapeutics
committees, or P&T Committees, we may not generate sufficient revenue from Zalviso and we may not become or remain profitable.
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If we are unable to establish sales and marketing capabilities or enter into agreements with third parties to market and sell our product
candidates, we may be unable to generate any revenue.

We currently do not have an organization for the sales, marketing and distribution of pharmaceutical products and the cost of establishing and
maintaining such an organization may exceed the cost-effectiveness of doing so. In order to market any products that may be approved, we must
build our sales, marketing, managerial and other non-technical capabilities or make arrangements with third parties to perform these services.
We intend to enter into strategic partnerships with third parties to commercialize our product candidates outside of the United States. We will
also consider the option to enter into strategic partnerships for our product candidates in the United States.

To date, we have not entered into any strategic partnerships for any of our product candidates. We face significant competition in seeking
appropriate strategic partners, and these strategic partnerships can be intricate and time consuming to negotiate and document.

We may not be able to negotiate strategic partnerships on acceptable terms, or at all. We are unable to predict when, if ever, we will enter into
any strategic partnerships because of the numerous risks and uncertainties associated with establishing strategic partnerships. Our strategy for
Zalviso is to develop a hospital-directed sales force and/or collaborate with third parties to promote the product to healthcare professionals and
third-party payors in the United States. Our future collaboration partners, if any, may not dedicate sufficient resources to the commercialization
of our product candidates or may otherwise fail in their commercialization due to factors beyond our control. If we are unable to establish
effective collaborations to enable the sale of our product candidates to healthcare professionals and in geographical regions, including the United
States, that will not be covered by our own marketing and sales force, or if our potential future collaboration partners do not successfully
commercialize our product candidates, our ability to generate revenues from product sales will be adversely affected.

If we are unable to establish adequate sales, marketing and distribution capabilities, whether independently or with third parties, we may not be
able to generate sufficient product revenue and may not become profitable. We will be competing with many companies that currently have
extensive and well-funded marketing and sales operations. Without an internal team or the support of a third party to perform marketing and
sales functions, we may be unable to compete successfully against these more established companies.

If we obtain approval to commercialize our products outside of the United States, a variety of risks associated with international operations
could materially adversely affect our business.

If any of our product candidates, including Zalviso, is approved for commercialization, we intend to enter into agreements with third parties to
market our product candidates outside the United States. We expect that we will be subject to additional risks related to entering into
international business relationships, including:

� different regulatory requirements for drug approvals in foreign countries;

� reduced protection for intellectual property rights;

� unexpected changes in tariffs, trade barriers and regulatory requirements;

� economic weakness, including inflation, or political instability in particular foreign economies and markets;

� compliance with tax, employment, immigration and labor laws for employees living or traveling abroad;

� foreign taxes, including withholding of payroll taxes;

�
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foreign currency fluctuations, which could result in increased operating expenses and reduced revenues, and other obligations
incident to doing business in another country;

� workforce uncertainty in countries where labor unrest is more common than in the United States;

� production shortages resulting from any events affecting raw material supply or manufacturing capabilities abroad; and

� business interruptions resulting from geopolitical actions, including war and terrorism, or natural disasters including earthquakes,
typhoons, floods and fires.

If we, or potential partners, are unable to compete effectively, our product candidates may not reach their commercial potential. *

The market for our product candidates is characterized by intense competition and rapid technological advances. If our product candidates obtain
FDA approval, they will compete with a number of existing and future pharmaceuticals and drug delivery devices developed, manufactured and
marketed by others. We or our potential partners will compete against fully integrated pharmaceutical companies and smaller companies that are
collaborating with larger pharmaceutical companies, academic institutions, government agencies and other public and private research
organizations.
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We believe that Zalviso would compete with a number of opioid-based treatment options that are currently available. The hospital market for
opioids for moderate-to-severe acute pain is large and competitive. The primary competition for Zalviso is the IV PCA pump, which is widely
used in the moderate-to-severe acute pain in the hospital setting. Leading manufacturers of IV PCA pumps include Hospira Inc., CareFusion
Corporation, Baxter International Inc., Curlin Medical, Inc. and Smiths Medical. The most common opioids used to treat moderate-to-severe
acute pain are morphine, hydromorphone and fentanyl, all of which are available as generics. Also available on the market is the Avancen
Medication on Demand, or MOD, Oral PCA Device developed by Avancen MOD Corporation.

Additional potential competitors for Zalviso include products in development, including the fentanyl iontophoretic transdermal system,
IONSYS, originally developed by ALZA Corporation and Ortho-McNeil Pharmaceutical, Inc., both Johnson & Johnson subsidiaries, and
currently under development by Incline Therapeutics, Inc., which was acquired by The Medicines Company. Also in development is MoxDuo,
an orally administered, fixed ratio combination of morphine and oxycodone being developed by QRx Pharma, an Australian company. This drug
is also in development as an IV product.

Our potential competitors for ARX-02 include products approved in the United States for cancer breakthrough pain, including: ACTIQ and
FENTORA, currently manufactured by Teva Pharmaceuticals; Onsolis, currently manufactured by BioDelivery Sciences International, Inc.;
Abstral, currently manufactured by ProStrakan Group plc; Lazanda, currently manufactured by Archimedes Pharma Limited, as well as products
approved in Europe, including: Instanyl, currently manufactured by Nycomed International Management GmbH. The active ingredient in all
approved products for cancer breakthrough pain is fentanyl. Additional potential competitors for ARX-02 include products in late stage
development for cancer breakthrough pain, such as: Fentanyl TAIFUN, currently manufactured by Akela Pharma, Inc.; and SL Spray, currently
manufactured by Insys Therapeutics, Inc.

We are not aware of any approved or development stage non-IV sedative/analgesic products that would present competition to ARX-03. In the
future, there may be products developed or approved for this market which could directly compete with ARX-03.

Competitors for ARX-04 within the military environment include intramuscular morphine injections which are marketed by a variety of generic
manufacturers. Within the civilian environment, there are a wide variety of approved injectable and oral opioid products to treat
moderate-to-severe acute pain, including IV opioids such as morphine, fentanyl, hydromorphone and meperidine or oral opioids such as
oxycodone and hydrocodone.

It is possible that any of these competitors could develop or improve technologies or products that would render our product candidates obsolete
or non-competitive, which could adversely affect our revenue potential. Key competitive factors affecting the commercial success of our product
candidates are likely to be efficacy, safety profile, reliability, convenience of dosing, price and reimbursement.

Many of our potential competitors have substantially greater financial, technical and human resources than we do and significantly greater
experience in the discovery and development of drug candidates, obtaining FDA and other regulatory approval of products and the
commercialization of those products. Accordingly, our competitors may be more successful than we are in obtaining FDA approval for drugs
and achieving widespread market acceptance. Our competitors� drugs or drug delivery systems may be more effective, have fewer adverse
effects, be less expensive to develop and manufacture, or be more effectively marketed and sold than any product candidate we may
commercialize. This may render our product candidates obsolete or non-competitive before we can recover our losses. We anticipate that we will
face intense and increasing competition as new drugs enter the market and additional technologies become available. These entities may also
establish collaborative or licensing relationships with our competitors, which may adversely affect our competitive position. Finally, the
development of different methods for the treatment of mild-to-moderate acute pain or breakthrough pain could render Zalviso and ARX-02,
respectively, non-competitive or obsolete. These and other risks may materially adversely affect our ability to attain or sustain profitable
operations.

Hospital formulary approval and reimbursement may not be available for Zalviso and our other product candidates, which could make it
difficult for us to sell our products profitably.

Obtaining formulary approval can be an expensive and time-consuming process. We cannot be certain if and when we will obtain formulary
approval to allow us to sell our products into our target markets. Failure to obtain timely formulary approval will limit our commercial success.
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Furthermore, market acceptance and sales of Zalviso, or any of our other product candidates, will depend on reimbursement policies and may be
affected by future healthcare reform measures. Government authorities and third party payors, such as private health insurers, hospitals and
health maintenance organizations, decide which drugs they will pay for and establish reimbursement levels. We cannot be sure that
reimbursement will be available for Zalviso, or any of our other product candidates. Also, reimbursement amounts may reduce the demand for,
or the price of, our products. If reimbursement is not available, or is available only to limited levels, we may not be able to successfully
commercialize Zalviso, or any of our other product candidates.

There have been a number of legislative and regulatory proposals to change the healthcare system in the United States and in some foreign
jurisdictions that could affect our ability to sell our products profitably. These legislative and/or regulatory changes may negatively impact the
reimbursement for our products, following approval. The availability of numerous generic pain medications may also substantially reduce the
likelihood of reimbursement for Zalviso or any of our other product candidates. The application of user fees to generic drug products may
expedite the approval of additional pain medication generic drugs. We expect to experience pricing pressures in connection with any sale of
Zalviso and any of our other product candidates, due to the trend toward managed healthcare, the increasing influence of health maintenance
organizations and additional legislative changes. If we fail to successfully secure and maintain reimbursement coverage for our products or are
significantly delayed in doing so, we will have difficulty achieving market acceptance of our products and our business will be harmed.

Risks Related to Our Business Operations and Industry

Failure to comply with the Drug Enforcement Administration regulations, or the cost of compliance with these regulations, may adversely
affect our business.

Our sufentanil-based products are subject to extensive regulation by the DEA, due to their status as scheduled drugs. Sufentanil is a Schedule II
opioid, considered to present the highest risk of abuse. The manufacture, shipment, storage, sale and use of controlled substances are subject to a
high degree of regulation, including security, record-keeping and reporting obligations enforced by the DEA. This high degree of regulation can
result in significant costs in order to comply with the required regulations, which may have an adverse effect on the development and
commercialization of our product candidates.

The DEA limits the availability and production of all Schedule II substances, including sufentanil, through a quota system. The DEA requires
substantial evidence and documentation of expected legitimate medical and scientific needs before assigning quotas to manufacturers. Our
contract manufacturers have applied annually for a quota on our behalf. In future years, we may need greater amounts of sufentanil to continue
development of our product candidates, and we will need significantly greater amounts of sufentanil to implement our commercialization plans
for any of our products that may be approved by the FDA, including Zalviso if approved by the FDA. Any delay or refusal by the DEA in
establishing the procurement quota or a reduction in our quota for sufentanil or a failure to increase it over time to meet anticipated increases in
demand could delay or stop the clinical development or commercial sale of Zalviso or any of our other product candidates. This could have a
material adverse effect on our business, results of operations, financial condition and prospects.

We have not yet produced commercial supplies and we may encounter difficulties in production, which may adversely affect our clinical and
commercial plans.*

A substantial portion of our clinical trial manufacturing to date has been completed at Patheon in Toronto, Canada. Because the DEA requires
that sufentanil be manufactured in the United States if our product candidates are marketed in the United States, we transferred our
manufacturing capability in the third quarter of 2011 from Patheon in Toronto, Canada to Patheon�s production facility in Cincinnati, Ohio,
where we have built out a suite within their existing buildings that will serve as a manufacturing facility for clinical and commercial supplies of
NanoTabs. The new facility has been qualified; however, we have not yet produced commercial supplies at this facility and we may encounter
difficulties in production at the new facility, which may adversely affect our clinical and commercial plans.

In January 2013, we entered into a Manufacturing Services Agreement, or the Services Agreement, with Patheon under which Patheon has
agreed to manufacture, supply, and provide certain validation and stability services with respect to Zalviso for potential sales in the United
States, Canada, Mexico and other countries, subject to agreement by the parties to any additional fees for such other countries. There is no
guarantee that Patheon�s services will be satisfactory or that they will continue to meet the strict regulatory guidelines of the FDA or other
regulatory agencies. In addition, in January 2013, we entered into a Capital Expenditure and Equipment Agreement, or the Capital Agreement,
with Patheon, relating to the manufacture of Sufentanil NanoTabs. Under the terms of the Capital Agreement, we have planned certain future
modifications to Patheon�s Cincinnati facility. If equipment manufacture or modifications do not meet expected deadlines, the timing for our
planned NDA submission for Zalviso may be delayed.
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If Patheon cannot provide us with an adequate supply of NanoTabs, we may be required to pursue alternative sources of manufacturing capacity.
Switching or adding commercial manufacturing capability can involve substantial cost and require extensive management time and focus, as
well as additional regulatory filings. In addition, there is a natural transition period when a new manufacturing facility commences work. As a
result, delays may occur, which can materially impact our ability to meet our desired commercial timelines, thereby increasing our costs and
reducing our ability to generate revenue.

The facilities of any of our future manufacturers of sufentanil-containing NanoTabs must be approved by the FDA after we submit our planned
NDA and before approval of Zalviso and our other product candidates for commercial distribution. We do not fully control the manufacturing
process of sufentanil NanoTabs and are completely dependent on these third party manufacturing partners for compliance with the FDA�s
requirements for manufacture. In addition, although our third party manufacturers are well established commercial manufacturers, we are
dependent on their continued adherence to cGMP manufacturing and acceptable changes to their process. If our manufacturers do not meet the
FDA�s strict regulatory requirements, they will not be able to secure FDA approval for their manufacturing facilities. If the FDA does not
approve these facilities for the commercial manufacture of sufentanil NanoTabs, we will need to find alternative suppliers, which would result in
significant delays in obtaining FDA approval for Zalviso. These challenges may have a material adverse impact on our business, results of
operations, financial condition and prospects.

Business interruptions could delay us in the process of developing our products and could disrupt our sales.

Our headquarters is located in the San Francisco Bay Area, near known earthquake fault zones and is vulnerable to significant damage from
earthquakes. We are also vulnerable to other types of natural disasters and other events that could disrupt our operations. We do not carry
insurance for earthquakes or other natural disasters and we may not carry sufficient business interruption insurance to compensate us for losses
that may occur. Any losses or damages we incur could have a material adverse effect on our business operations.

Our future success depends on our ability to retain key executives and to attract, retain and motivate qualified personnel.

We are highly dependent on principal members of our executive team, the loss of whose services may adversely impact the achievement of our
objectives. While we have entered into offer letters with each of our executive officers, any of them could leave our employment at any time, as
all of our employees are �at will� employees. Recruiting and retaining other qualified employees for our business, including scientific and
technical personnel, will also be critical to our success. There is currently a shortage of skilled executives in our industry, which is likely to
continue. As a result, competition for skilled personnel is intense and the turnover rate can be high. We may not be able to attract and retain
personnel on acceptable terms given the competition among numerous pharmaceutical companies for individuals with similar skill sets. In
addition, failure to succeed in clinical trials may make it more challenging to recruit and retain qualified personnel. The inability to recruit or
loss of the services of any executive or key employee might impede the progress of our research, development and commercialization objectives.

We will need to expand our organization, and we may experience difficulties in managing this growth, which could disrupt our operations. *

As of June 30, 2013, we had 26 full-time employees. As our company matures, we expect to expand our employee base to increase our
managerial, scientific and engineering, operational, sales, marketing, financial and other resources and to hire more consultants and contractors,
particularly in preparation for the commercial launch of Zalviso if our NDA submission is approved by the FDA. Future growth would impose
significant additional responsibilities on our management, including the need to identify, recruit, maintain, motivate and integrate additional
employees, consultants and contractors. Also, our management may need to divert a disproportionate amount of its attention away from our
day-to-day activities and devote a substantial amount of time to managing these growth activities. We may not be able to effectively manage the
expansion of our operations, which may result in weaknesses in our infrastructure, give rise to operational mistakes, loss of business
opportunities, loss of employees and reduced productivity among remaining employees. Our expected growth could require significant capital
expenditures and may divert financial resources from other projects, such as the development of additional product candidates. If our
management is unable to effectively manage our growth, our expenses may increase more than expected, our ability to generate and/or grow
revenues could be reduced, and we may not be able to implement our business strategy. Our future financial performance and our ability to
commercialize Zalviso and our other product candidates and compete effectively will depend, in part, on our ability to effectively manage any
future growth.
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We face potential product liability, and, if successful claims are brought against us, we may incur substantial liability.

The use of our product candidates in clinical trials and the sale of any products for which we obtain marketing approval exposes us to the risk of
product liability claims. Product liability claims might be brought against us by consumers, health care providers, pharmaceutical companies or
others selling or otherwise coming into contact with our products. If we cannot successfully defend against product liability claims, we could
incur substantial liability and costs. In addition, regardless of merit or eventual outcome, product liability claims may result in:

� impairment of our business reputation;

� withdrawal of clinical trial participants;

� costs due to related litigation;

� distraction of management�s attention from our primary business;

� substantial monetary awards to patients or other claimants;

� the inability to commercialize our product candidates; and

� decreased demand for our product candidates, if approved for commercial sale.
Our current product liability insurance coverage may not be sufficient to reimburse us for any expenses or losses we may suffer. Moreover,
insurance coverage is becoming increasingly expensive and in the future we may not be able to maintain insurance coverage at a reasonable cost
or in sufficient amounts to protect us against losses due to liability. If and when we obtain marketing approval for our product candidates, we
intend to expand our insurance coverage to include the sale of commercial products; however, we may be unable to obtain product liability
insurance on commercially reasonable terms or in adequate amounts. On occasion, large judgments have been awarded in class action lawsuits
based on drugs that had unanticipated adverse effects. A successful product liability claim or series of claims brought against us could cause our
stock price to decline and, if judgments exceed our insurance coverage, could adversely affect our results of operations and business.

Risks Related to Our Intellectual Property

If we cannot defend our issued patents from third party claims or if our pending patent applications fail to issue, our business could be
adversely affected. *

To protect our proprietary technology, we rely on patents as well as other intellectual property protections including trade secrets, nondisclosure
agreements, and confidentiality provisions. As of July 1, 2013, we were the owner of record of one issued European patent (EP 2114383),
including national validation in ten countries, which expires in 2027, one issued European patent (EP 2367537), including national validation in
ten countries, which expires in 2029, one issued European patent (EP 1873593), including national validation in seven countries, which expires
in 2027, one Mexican patent, which expires in 2029, one Japanese patent, which expires in 2027, one New Zealand patent, which expires in
2029, one Chinese patent, which expires in 2028, five issued U.S. patents which expire in 2027, and one issued U.S. patent which expires in
2030. In addition, we are pursuing 15 U.S. non-provisional patent applications, and 53 foreign national applications, including six European
Regional Phase applications directed to our product candidates. One of our issued U.S. patents, Patent Number 8,357,114, covers key features of
our Zalviso (ARX-01) PCA device, but we have not yet obtained any issued patents that provide protection for key features of our ARX-02,
ARX-03 and ARX-04 SDAs independent of the drug composition used in them. We have received a Notice of Allowance for two of our pending
U.S. applications that include claims covering key features of our ARX-02, ARX-03 and ARX-04 SDA device. The patent applications that we
have filed and have not yet been granted may fail to result in issued patents in the United States or in foreign countries. Even if the patents do
successfully issue, third parties may challenge the patents.
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Our commercial success will depend in part on successfully defending our current sufentanil formulation patents against third party challenges
and expanding our existing formulation patent portfolio to provide additional layers of patent protection, as well as extending patent protection
to our proprietary delivery devices. There can be no assurance that we will be successful in defending our existing and future patents against
third party challenges, or that our pending patent applications will result in issued patents.

The patent positions of pharmaceutical companies, including us, can be highly uncertain and involve complex and evolving legal and factual
questions. No consistent policy regarding the breadth of claims allowed in pharmaceutical patents has emerged to date in the United States.
Legal developments may preclude or limit the scope of available patent protection.

There is also no assurance that any patents issued to us will not become the subject of adversarial proceedings such as opposition, inter partes
review, post-grant review, reissue, re-examination or other post-issuance proceedings, will provide us with competitive advantages, will not be
challenged by any third parties, or that the patents of others will not prevent the commercialization of products incorporating our technology.
Furthermore, there can be no guarantee that others will not independently develop similar products, duplicate any of our products, or design
around our patents.
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Litigation involving patents, patent applications and other proprietary rights is expensive and time consuming. If we are involved in such
litigation, it could cause delays in bringing our product candidates to market and interfere with our business.

Our commercial success depends in part on not infringing patents and proprietary rights of third parties. Although we are not currently aware of
litigation or other proceedings or third party claims of intellectual property infringement related to our product candidates, the pharmaceutical
industry is characterized by extensive litigation regarding patents and other intellectual property rights.

As we enter our target markets, it is possible that competitors or other third parties will claim that our products and/or processes infringe their
intellectual property rights. These third parties may have obtained and may in the future obtain patents covering products or processes that are
similar to, or may include compositions or methods that encompass our technology, allowing them to claim that the use of our technologies
infringes these patents.

In a patent infringement claim against us, we may assert, as a defense, that we do not infringe the relevant patent claims, that the patent is invalid
or both. The strength of our defenses will depend on the patents asserted, the interpretation of these patents, and our ability to invalidate the
asserted patents. However, we could be unsuccessful in advancing non-infringement and/or invalidity arguments in our defense. In the United
States, issued patents enjoy a presumption of validity, and the party challenging the validity of a patent claim must present clear and convincing
evidence of invalidity, which is a high burden of proof. Conversely, the patent owner need only prove infringement by a preponderance of the
evidence, which is a lower burden of proof.
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If we were found by a court to have infringed a valid patent claim, we could be prevented from using the patented technology or be required to
pay the owner of the patent for the right to license the patented technology. If we decide to pursue a license to one or more of these patents, we
may not be able to obtain a license on commercially reasonable terms, if at all, or the license we obtain may require us to pay substantial
royalties or grant cross licenses to our patent rights. For example, if the relevant patent is owned by a competitor, that competitor may choose
not to license patent rights to us. If we decide to develop alternative technology, we may not be able to do so in a timely or cost-effective
manner, if at all.

In addition, because patent applications can take years to issue and are often afforded confidentiality for some period of time there may currently
be pending applications, unknown to us, that later result in issued patents that could cover one or more of our products.

It is possible that we may in the future receive, particularly as a public company, communications from competitors and other companies
alleging that we may be infringing their patents, trade secrets or other intellectual property rights, offering licenses to such intellectual property
or threatening litigation. In addition to patent infringement claims, third parties may assert copyright, trademark or other proprietary rights
against us. We may need to expend considerable resources to counter such claims and may not be able to successful in our defense. Our business
may suffer if a finding of infringement is established.

It is difficult and costly to protect our proprietary rights, and we may not be able to ensure their protection.

The patent positions of pharmaceutical companies can be highly uncertain and involve complex legal and factual questions for which important
legal principles remain unresolved. No consistent policy regarding the breadth of claims allowed in pharmaceutical patents has emerged to date
in the United States. The pharmaceutical patent situation outside the United States is even more uncertain. Changes in either the patent laws or in
interpretations of patent laws in the United States and other countries may diminish the value of our intellectual property. For example, on
September 16, 2011, the Leahy-Smith America Invents Act, or the Leahy-Smith Act, was signed into law. The Leahy-Smith Act includes a
number of significant changes to United States patent law. These include provisions that affect the way patent applications will be prosecuted
and may also affect patent litigation. The United States Patent Office has developed new and untested regulations and procedures to govern the
full implementation of the Leahy-Smith Act, and many of the substantive changes to patent law associated with the Leahy-Smith Act, and in
particular, the first to file provisions, that became effective March 16, 2013. It is too early to tell what, if any, impact the Leahy-Smith Act will
have on the operation of our business. However, the Leahy-Smith Act and its implementation could increase the uncertainties and costs
surrounding the prosecution of our patent applications and the enforcement or defense of our issued patents, all of which could have a material
adverse effect on our business and financial condition.

Accordingly, we cannot predict the breadth of claims that may be allowed or enforced in the patents that may be issued from the applications we
currently or may in the future own or license from third parties. Further, if any patents license we obtain is deemed invalid and/or unenforceable,
it could impact our ability to commercialize or partner our technology.

Competitors or third parties may infringe our patents. We may be required to file patent infringement claims, which can be expensive and
time-consuming. In addition, in an infringement proceeding, a court may decide that a patent of ours is not valid or is unenforceable, or that the
third party�s technology does not in fact infringe upon our patents. An adverse determination of any litigation or defense proceedings could put
one or more of our patents at risk of being invalidated or interpreted narrowly and could put our related pending patent applications at risk of not
issuing. Litigation may fail and, even if successful, may result in substantial costs and be a distraction to our management. We may not be able
to prevent misappropriation of our proprietary rights, particularly in countries outside the United States where patent rights may be more
difficult to enforce. Furthermore, because of the substantial amount of discovery required in connection with intellectual property litigation,
there is a risk that some of our confidential or sensitive information could be compromised by disclosure in the event of litigation. In addition,
during the course of litigation there could be public announcements of the results of hearings, motions or other interim proceedings or
developments. If securities analysts or investors perceive these results to be negative, it could have a substantial adverse effect on the price of
our common stock.

The degree of future protection for our proprietary rights is uncertain, and we cannot ensure that:

� we were the first to make the inventions covered by each of our pending patent applications;

� we were the first to file patent applications for these inventions;
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� others will not independently develop similar or alternative technologies or duplicate any of our technologies;

� any patents issued to us or our collaborators will provide a basis for commercially viable products, will provide us with any
competitive advantages or will not be challenged by third parties; or

� the patents of others will not have an adverse effect on our business.
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If we do not adequately protect our proprietary rights, competitors may be able to use our technologies and erode or negate any competitive
advantage we may have, which could materially harm our business, negatively affect our position in the marketplace, limit our ability to
commercialize our product candidates and delay or render impossible our achievement of profitability.

We may be unable to adequately prevent disclosure of trade secrets and other proprietary information.

We rely on trade secrets to protect our proprietary know-how and technological advances, especially where we do not believe patent protection
is appropriate or obtainable. However, trade secrets are difficult to protect. We rely in part on confidentiality agreements with our employees,
consultants, outside scientific collaborators, sponsored researchers and other advisors to protect our trade secrets and other proprietary
information. These agreements may not effectively prevent disclosure of confidential information and may not provide an adequate remedy in
the event of unauthorized disclosure of confidential information. In addition, others may independently discover our trade secrets and proprietary
information. Costly and time-consuming litigation could be necessary to enforce and determine the scope of our proprietary rights. Failure to
obtain or maintain trade secret protection could enable competitors to use our proprietary information to develop products that compete with our
products or cause additional, material adverse effects upon our competitive business position.

Periodic maintenance fees, renewal fees, annuity fees and various other governmental fees on patents and applications will be due to be paid
to the United States Patent and Trademark Office and various foreign governmental patent agencies in several stages over the lifetime of the
patents and/or applications.

We have systems in place, including use of third party vendors, to manage payment of periodic maintenance fees, renewal fees, annuity fees and
various other patent and application fees. The United States Patent and Trademark Office, or the USPTO, and various foreign governmental
patent agencies require compliance with a number of procedural, documentary, fee payment and other similar provisions during the patent
application process. There are situations in which noncompliance can result in abandonment or lapse of the patent or patent application, resulting
in partial or complete loss of patent rights in the relevant jurisdiction. If this occurs, our competitors might be able to enter the market, which
would have a material adverse effect on our business.

We may not be able to enforce our intellectual property rights throughout the world.

The laws of some foreign countries do not protect intellectual property rights to the same extent as the laws of the United States. Many
companies have encountered significant problems in protecting and defending intellectual property rights in certain foreign jurisdictions. The
legal systems of some countries, particularly developing countries, do not favor the enforcement of patents and other intellectual property
protection, especially those relating to life sciences. This could make it difficult for us to stop the infringement of our patents or the
misappropriation of our other intellectual property rights. For example, many foreign countries have compulsory licensing laws under which a
patent owner must grant licenses to third parties. In addition, many countries limit the enforceability of patents against third parties, including
government agencies or government contractors. In these countries, patents may provide limited or no benefit.

Proceedings to enforce our patent rights in foreign jurisdictions could result in substantial costs and divert our efforts and attention from other
aspects of our business. Accordingly, our efforts to protect our intellectual property rights in such countries may be inadequate. In addition,
changes in the law and legal decisions by courts in the United States and foreign countries may affect our ability to obtain adequate protection
for our technology and the enforcement of intellectual property.

We have not yet registered our trademarks in all of our potential markets, and failure to secure those registrations could adversely affect our
business. *

We have registered our ACELRX mark in the United States, Canada, the European Union and India. We have also registered our NANOTAB
mark in the United States, Hong Kong and Singapore, and our ACCELERATE. INNOVATE. ALLEVIATE. tagline in the United States. We
have additionally applied for registration of our ZALVISO mark in the United States on an intent-to-use basis and that application has been
allowed. Although we are not currently aware of any oppositions to or cancellations of our registered trademarks or pending applications, it is
possible that one or more of the applications could be subject to opposition or cancellation after the marks are registered. The registrations will
be subject to use and maintenance requirements. It is also possible that we have not yet registered all of our trademarks in all of our potential
markets, and that there are names or symbols other than �ACELRX� that may be protectable marks for which we have not sought registration, and
failure to secure those registrations could adversely affect our business. Opposition or cancellation proceedings may be filed against our
trademarks and our trademarks may not survive such proceedings.
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Risks Related to Ownership of Our Common Stock

The market price of our common stock may be highly volatile. *

Since our initial public offering, or IPO, in February 2011, the trading price of our common stock has experienced significant volatility and is
likely to be volatile in the future. Our stock price could be subject to wide fluctuations in response to a variety of factors, including the
following:

� any delay in submitting an NDA for Zalviso or any of our other product candidates and any adverse development or perceived
adverse development with respect to the FDA�s filing or review of that NDA;

� adverse results or delays in future clinical trials;

� inability to obtain additional funding, including funding necessary for the planned commercialization and manufacturing of Zalviso
in the United States and advancement of clinical trials for other product candidates;

� failure to successfully develop and commercialize our product candidates;

� changes in laws or regulations applicable to our products;

� inability to obtain adequate product supply for our product candidates, or the inability to do so at acceptable prices;

� adverse regulatory decisions;

� introduction of new products, services or technologies by our competitors;

� failure to meet or exceed financial projections we provide to the public;

� failure to meet or exceed the estimates and projections of the investment community;

� the perception of the pharmaceutical industry by the public, legislatures, regulators and the investment community;

� announcements of significant acquisitions, strategic partnerships, joint ventures or capital commitments by us or our competitors;

� disputes or other developments relating to proprietary rights, including patents, litigation matters and our ability to obtain patent
protection for our technologies;

Edgar Filing: PULTE HOMES INC/MI/ - Form PRE 14A

Table of Contents 90



� additions or departures of key scientific or management personnel;

� significant lawsuits, including patent or stockholder litigation;

� changes in the market valuations of similar companies;

� sales of our common stock by us or our stockholders in the future; and

� trading volume of our common stock.
In addition, the stock market in general, and The NASDAQ Global Market, or NASDAQ, in particular, have experienced extreme price and
volume fluctuations that have often been unrelated or disproportionate to the operating performance of these companies. Broad market and
industry factors may negatively affect the market price of our common stock, regardless of our actual operating performance.

Until recently our common stock has thinly traded and in the future, may continue to be thinly traded, and our stockholders may be unable
to sell at or near asking prices, or at all if they need to sell their shares to raise money or otherwise desire to liquidate such shares. *

Until recently, we had a low volume of daily trades in our common stock on NASDAQ. For example, the average daily trading volume in our
common stock on NASDAQ during the first quarter of 2013 was approximately 275,000 shares per day. A more active market for our stock has
only recently developed and may not be sustained. For example, the average daily trading volume in our common stock on NASDAQ during the
second quarter of 2013 was approximately 475,000 shares per day. Our stockholders may be unable to sell their common stock at or near their
asking prices, which may result in substantial losses to our investors.

The market for our common stock may be characterized by significant price volatility when compared to seasoned issuers, and we expect that
our share price will be more volatile than a seasoned issuer for the indefinite future. As noted above, our common stock may be sporadically
and/or thinly traded. As a consequence of this lack of liquidity, the trading of relatively small quantities of shares by our stockholders may
disproportionately influence the price of those shares in either direction. The price for our shares could, for example, decline significantly in the
event that a large number of our common stock are sold on the market without commensurate demand, as compared to a seasoned issuer that
could better absorb those sales without adverse impact on its share price.
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Our principal stockholders and management own a significant percentage of our stock and are able to exert significant control over matters
subject to stockholder approval. *

Our executive officers and directors, together with the stockholders with whom our executive officers and directors are affiliated or associated,
beneficially own a significant percentage of our voting stock. Therefore, these stockholders have the ability to influence us through this
ownership position. These stockholders are able to determine all matters requiring stockholder approval. For example, these stockholders, acting
together, are able to control elections of directors, amendments of our organizational documents, or approval of any merger, sale of assets, or
other major corporate transaction. This may prevent or discourage unsolicited acquisition proposals or offers for our common stock that you may
believe are in your best interest as one of our stockholders.

We incur significant increased costs as a result of operating as a public company, and our management is required to devote substantial time
to new compliance initiatives.*

As a public company, we incur significant legal, accounting and other expenses. In addition, the Sarbanes-Oxley Act of 2002, as amended, or the
Sarbanes-Oxley Act, as well as rules subsequently implemented by the SEC and NASDAQ, have imposed various requirements on public
companies. Our management and other personnel need to devote a substantial amount of time to these compliance initiatives. Moreover, these
rules and regulations increase our legal and financial compliance costs and make some activities more time-consuming and costly. For example,
these rules and regulations make it more difficult and more expensive for us to obtain director and officer liability insurance and we may be
required to incur substantial costs to maintain our current levels of such coverage.

As a public company, we are subject to the requirements of Section 404 of the Sarbanes-Oxley Act. If we are unable to comply with Section 404
in a timely manner, it may affect the reliability of our internal control over financial reporting. Assessing our staffing and training procedures to
improve our internal control over financial reporting is an ongoing process.

We have been and will continue to be involved in a substantial effort to implement appropriate processes, document the system of internal
control over key processes, assess their design, remediate any deficiencies identified and test their operation. We cannot be certain at this time
whether our measures to improve internal controls will be successful, that we will be able to successfully complete the procedures, certification
and attestation requirements of Section 404 or that we or our independent registered public accounting firm will not identify material weaknesses
in our internal control over financial reporting. If we fail to comply with the requirements of Section 404, it may affect the reliability of our
internal control over financial reporting and negatively impact the quality of disclosure to our stockholders. If we or our independent registered
public accounting firm identify and report a material weakness, it could adversely affect our stock price.

Sales of a substantial number of shares of our common stock in the public market by our existing stockholders could cause our stock price to
fall. *

Sales of a substantial number of shares of our common stock in the public market or the perception that these sales might occur, could depress
the market price of our common stock and could impair our ability to raise capital through the sale of additional equity securities. We are unable
to predict the effect that sales may have on the prevailing market price of our common stock. As of June 30, 2013, we had 37,437,011 shares of
common stock outstanding, all of which is eligible for sale in the public market, subject in some cases to the volume limitations and manner of
sale requirements of Rule 144 under the Securities Act. In addition, 4,370,000 shares of our common stock issued in July 2013 in a public
offering will be freely tradeable, subject to a lock-up described below with respect to our affiliates. Sales of stock by our stockholders could
have a material adverse effect on the trading price of our common stock.

In connection with July 2013 public offering of common stock, our executive officers and directors and their affiliated funds have agreed that,
subject to certain exceptions, during the period ending September 16, 2013, they will not offer, pledge, sell or otherwise transfer or dispose of
shares of our common stock or any securities convertible into or exchangeable for our common stock, without the prior written consent of
Jefferies LLC, who may release any of the securities subject to these lock-up agreements at any time without notice.

In addition, certain holders of our securities are entitled to certain rights with respect to the registration of their shares of common stock under
the Securities Act, subject to the 60 day lock up described above with respect to executive officers and directors and their affiliated funds.
Registration of these shares under the Securities Act would result in the shares becoming freely tradable without restriction under the Securities
Act. Any sales of securities by these stockholders could have a material adverse effect on the trading price of our common stock.
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Future sales and issuances of our common stock or rights to purchase common stock, including pursuant to our equity incentive plans,
could result in additional dilution of the percentage ownership of our stockholders and could cause our stock price to fall.

We expect that significant additional capital will be needed in the future to continue our planned operations. To the extent we raise additional
capital by issuing equity securities, including pursuant to our Sales Agreement with MLV, our stockholders may experience substantial dilution.
We may sell common stock, convertible securities or other equity securities in one or more transactions at prices and in a manner we determine
from time to time. If we sell common stock, convertible securities or other equity securities in more than one transaction, investors may be
materially diluted by subsequent sales. These sales may also result in material dilution to our existing stockholders, and new investors could gain
rights superior to our existing stockholders.

Pursuant to the 2011 Incentive Plan, our management is authorized to grant stock options and other equity-based awards to our employees,
directors and consultants. The number of shares available for future grant under our 2011 Incentive Plan will automatically increase each year by
4% of all shares of our capital stock outstanding as of December 31 of the prior calendar year, subject to the ability of our board of directors to
take action to reduce the size of the increase in any given year. Currently, we plan to register the increased number of shares available for
issuance under our 2011 Incentive Plan each year. If our board of directors elects to increase the number of shares available for future grant by
the maximum amount each year, our stockholders may experience additional dilution, which could cause our stock price to fall.

We are at risk of securities class action litigation.

In the past, securities class action litigation has often been brought against a company following a decline in the market price of its securities.
This risk is especially relevant for us because pharmaceutical companies have experienced significant stock price volatility in recent years. If we
face such litigation, it could result in substantial costs and a diversion of management�s attention and resources, which could harm our business.

Our ability to use our net operating loss carryforwards and certain other tax attributes may be limited.*

Under Section 382 of the Internal Revenue Code of 1986, as amended, if a corporation undergoes an �ownership change,� generally defined as a
greater than 50% change (by value) in its equity ownership over a three year period, the corporation�s ability to use its pre-change net operating
loss carryforwards and other pre-change tax attributes (such as research tax credits) to offset its post-change income may be limited. The
completion of the July 2013 equity offering, together with our public offering in December 2012, our initial public offering, private placements
and other transactions that have occurred, may trigger such an ownership change. In addition, since we will need to raise substantial additional
funding to finance our operations, we may undergo further ownership changes in the future. As a result, if we earn net taxable income, our
ability to use our pre-change net operating loss carryforwards to offset United States federal taxable income may be subject to limitations, which
could potentially result in increased future tax liability to us.

We do not intend to pay dividends on our common stock so any returns will be limited to the value of our stock.

We have never declared or paid any cash dividends on our capital stock, and we are prohibited from doing so under the terms of our loan and
security agreement with Hercules. Regardless of the restrictions in our loan and security agreement with Hercules or the terms of any potential
future indebtedness, we anticipate that we will retain all available funds and any future earnings to support our operations and finance the growth
and development of our business and, therefore, we do not expect to pay cash dividends in the foreseeable future. Any future determination
related to our dividend policy will be made at the discretion of our board of directors and will depend on then-existing conditions, including our
financial condition, operating results, contractual restrictions, capital requirements, business prospects and other factors our board of directors
may deem relevant.
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Provisions in our amended and restated certificate of incorporation and bylaws, as well as provisions of Delaware law, could make it more
difficult for a third party to acquire us or increase the cost of acquiring us, even if doing so would benefit our stockholders or remove our
current management.

Some provisions of our charter documents and Delaware law may have anti-takeover effects that could discourage an acquisition of us by others,
even if an acquisition would be beneficial to our stockholders and may prevent attempts by our stockholders to replace or remove our current
management. These provisions include:

� authorizing the issuance of �blank check� preferred stock, the terms of which may be established and shares of which may be issued
without stockholder approval;

� limiting the removal of directors by the stockholders;

� creating a staggered board of directors;

� prohibiting stockholder action by written consent, thereby requiring all stockholder actions to be taken at a meeting of our
stockholders;

� eliminating the ability of stockholders to call a special meeting of stockholders; and

� establishing advance notice requirements for nominations for election to our board of directors or for proposing matters that can be
acted upon at stockholder meetings.

These provisions may frustrate or prevent any attempts by our stockholders to replace or remove our current management by making it more
difficult for stockholders to replace members of our board of directors, which is responsible for appointing the members of our management. In
addition, we are subject to Section 203 of the Delaware General Corporation Law, which generally prohibits a Delaware corporation from
engaging in any of a broad range of business combinations with an interested stockholder for a period of three years following the date on which
the stockholder became an interested stockholder, unless such transactions are approved by our board of directors. This provision could have the
effect of delaying or preventing a change of control, whether or not it is desired by or beneficial to our stockholders. Further, other provisions of
Delaware law may also discourage, delay or prevent someone from acquiring us or merging with us.

Item 2. Unregistered Sales of Equity Securities and Use of Proceeds

In June 2013, the Company issued 89,243 shares of common stock upon the net exercise of a warrant by Hercules Technology Growth Capital,
Inc. The warrant was initially exercisable into 137,254 shares of common stock and was issued in June 2011 in connection with a debt facility in
a private placement transaction not involving a public offering pursuant to Section 4(2) of the Securities Act of 1933, as amended. The
conversion of the warrants into common stock was an exempt exchange under Section 3(a)(9) of the Securities Act.

In June 2013, the Company issued 60,853 shares of common stock upon a partial net exercise of a warrant by OTA, LLC. The warrant was
initially exercisable into 563,294 shares of common stock and was issued in June 2012 in a private placement transaction not involving a public
offering pursuant to Section 4(2) of the Securities Act of 1933, as amended. The conversion of the warrants into common stock was an exempt
exchange under Section 3(a)(9) of the Securities Act.

Item 3. Defaults Upon Senior Securities

None.

Item 4. Mine Safety Disclosures
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Item 5. Other Information

None.
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Item 6. Exhibits

Exhibit
Number Description of the Document

    3.1 Amended and Restated Certificate of Incorporation of the Registrant, currently in effect.(1)

    3.2 Bylaws of the Registrant, currently in effect.(2)

    4.1 Reference is made to Exhibits 3.1 through 3.2.

    4.2 Specimen Common Stock Certificate of the Registrant.(3)

    4.3 Amended and Restated Investor�s Rights Agreement, among the Registrant and certain of its security holders, dated as of
November 23, 2009.(4)

    4.4 Warrant to Purchase Stock of the Registrant, issued to Wells Fargo Bank, N.A., dated March 15, 2007.(5)

    4.5 Warrant to Purchase Preferred Stock of the Registrant, issued to Pinnacle Ventures II Equity Holdings, L.L.C., dated
September 16, 2008.(6)

    4.6 Warrant to Purchase Stock issued to Hercules Technology II, L.P., dated as of June 29, 2011. (7)

  10.1+ 2013 Cash Bonus Plan Summary.(8)

  31.1 Certification of Principal Executive Officer pursuant to Rules 13a-14(a) and 15d-14(a) promulgated under the Securities
Exchange Act of 1934, as amended.

  31.2 Certification of Principal Financial Officer pursuant to Rules 13a-14(a) and 15d-14(a) promulgated under the Securities
Exchange Act of 1934, as amended.

  32.1 Certifications of Chief Executive Officer and Chief Financial Officer pursuant to 18 U.S.C. Section 1350, as adopted pursuant to
Section 906 of the Sarbanes-Oxley Act of 2002.*

101.INS XBRL Instance Document**

101.SCH XBRL Taxonomy Extension Schema Document**

101.CAL XBRL Taxonomy Extension Calculation Linkbase Document **

101.DEF XBRL Taxonomy Extension Definition Linkbase Document **

101.LAB XBRL Taxonomy Extension Label Linkbase Document **

101.PRE XBRL Taxonomy Extension Presentation Document **

+ Indicates management contract or compensatory plan.
(1) Incorporated herein by reference to Exhibit 3.1 to the Registrant�s current report on Form 8-K (File No. 001-35068), as filed with the SEC

on February 18, 2011.
(2) Incorporated herein by reference to Exhibit 3.4 to the Registrant�s registration statement on Form S-1, as amended (File No. 333-170594),

as filed with the SEC on January 7, 2011.
(3) Incorporated herein by reference to Exhibit 4.2 to the Registrant�s registration statement on Form S-1, as amended (File No. 333-170594),

as filed with the SEC on January 31, 2011.
(4) Incorporated herein by reference to Exhibit 4.3 to the Registrant�s registration statement on Form S-1, as amended (File No. 333-170594),

as filed with the SEC on November 12, 2010.
(5) Incorporated herein by reference to Exhibit 4.4 to the Registrant�s registration statement on Form S-1, as amended (File No. 333-170594),

as filed with the SEC on November 12, 2010.
(6) Incorporated herein by reference to Exhibit 4.5 to the Registrant�s registration statement on Form S-1, as amended (File No. 333-170594),

as filed with the SEC on November 12, 2010.
(7) Incorporated herein by reference to Exhibit 4.4 to the Registrant�s current report on Form 8-K (File No. 001-35068), as filed with the SEC

on June 30, 2011.
(8)
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Incorporated herein by reference to Exhibit 10.1 to the Registrant�s current report on Form 8-K (File No. 001-35068), as filed with the SEC
on May 10, 2013.

* The certifications attached as Exhibit 32.1 accompany this Quarterly Report on Form 10-Q pursuant to 18 U.S.C. Section 1350, as adopted
pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, and shall not be deemed �filed� by the Registrant for purposes of Section 18 of
the Securities Exchange Act of 1934, as amended.
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** Pursuant to applicable securities laws and regulations, we are deemed to have complied with the reporting obligation relating to the
submission of interactive data files in such exhibits and are not subject to liability under any anti-fraud provisions of the federal securities
laws as long as we have made a good faith attempt to comply with the submission requirements and promptly amend the interactive data
files after becoming aware that the interactive data files fail to comply with the submission requirements. In accordance with Rule 406T of
Regulation S-T, the information in these exhibits is furnished and deemed not filed or a part of a registration statement or prospectus for
purposes of Sections 11 or 12 of the Securities Act of 1933, as amended, is deemed not filed for purposes of Section 18 of the Exchange
Act of 1934, as amended, and otherwise is not subject to liability under these sections and shall not be incorporated by reference into any
registration statement or other document filed under the Securities Act of 1933, as amended, except as expressly set forth by specific
reference in such filing.
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the
undersigned thereunto duly authorized.

Date: August 12, 2013 AcelRx Pharmaceuticals, Inc.
(Registrant)

/s/    James H. Welch
James H. Welch

Chief Financial Officer
(Duly Authorized and Principal Financial and Accounting Officer)
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EXHIBIT INDEX

Exhibit
Number Description of the Document

    3.1 Amended and Restated Certificate of Incorporation of the Registrant, currently in effect.(1)

    3.2 Bylaws of the Registrant, currently in effect.(2)

    4.1 Reference is made to Exhibits 3.1 through 3.2.

    4.2 Specimen Common Stock Certificate of the Registrant.(3)

    4.3 Amended and Restated Investor�s Rights Agreement, among the Registrant and certain of its security holders, dated as of
November 23, 2009.(4)

    4.4 Warrant to Purchase Stock of the Registrant, issued to Wells Fargo Bank, N.A., dated March 15, 2007.(5)

    4.5 Warrant to Purchase Preferred Stock of the Registrant, issued to Pinnacle Ventures II Equity Holdings, L.L.C., dated
September 16, 2008.(6)

    4.6 Warrant to Purchase Stock issued to Hercules Technology II, L.P., dated as of June 29, 2011. (7)

  10.1+ 2013 Cash Bonus Plan Summary.(8)

  31.1 Certification of Principal Executive Officer pursuant to Rules 13a-14(a) and 15d-14(a) promulgated under the Securities
Exchange Act of 1934, as amended.

  31.2 Certification of Principal Financial Officer pursuant to Rules 13a-14(a) and 15d-14(a) promulgated under the Securities
Exchange Act of 1934, as amended.

  32.1 Certifications of Chief Executive Officer and Chief Financial Officer pursuant to 18 U.S.C. Section 1350, as adopted pursuant to
Section 906 of the Sarbanes-Oxley Act of 2002.*

101.INS XBRL Instance Document**

101.SCH XBRL Taxonomy Extension Schema Document**

101.CAL XBRL Taxonomy Extension Calculation Linkbase Document **

101.DEF XBRL Taxonomy Extension Definition Linkbase Document **

101.LAB XBRL Taxonomy Extension Label Linkbase Document **

101.PRE XBRL Taxonomy Extension Presentation Document **

+ Indicates management contract or compensatory plan.
(1) Incorporated herein by reference to Exhibit 3.1 to the Registrant�s current report on Form 8-K (File No. 001-35068), as filed with the SEC

on February 18, 2011.
(2) Incorporated herein by reference to Exhibit 3.4 to the Registrant�s registration statement on Form S-1, as amended (File No. 333-170594),

as filed with the SEC on January 7, 2011.
(3) Incorporated herein by reference to Exhibit 4.2 to the Registrant�s registration statement on Form S-1, as amended (File No. 333-170594),

as filed with the SEC on January 31, 2011.
(4) Incorporated herein by reference to Exhibit 4.3 to the Registrant�s registration statement on Form S-1, as amended (File No. 333-170594),

as filed with the SEC on November 12, 2010.
(5) Incorporated herein by reference to Exhibit 4.4 to the Registrant�s registration statement on Form S-1, as amended (File No. 333-170594),

as filed with the SEC on November 12, 2010.
(6) Incorporated herein by reference to Exhibit 4.5 to the Registrant�s registration statement on Form S-1, as amended (File No. 333-170594),

as filed with the SEC on November 12, 2010.
(7) Incorporated herein by reference to Exhibit 4.4 to the Registrant�s current report on Form 8-K (File No. 001-35068), as filed with the SEC

on June 30, 2011.
(8)
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Incorporated herein by reference to Exhibit 10.1 to the Registrant�s current report on Form 8-K (File No. 001-35068), as filed with the SEC
on May 10, 2013.

* The certifications attached as Exhibit 32.1 accompany this Quarterly Report on Form 10-Q pursuant to 18 U.S.C. Section 1350, as adopted
pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, and shall not be deemed �filed� by the Registrant for purposes of Section 18 of
the Securities Exchange Act of 1934, as amended.
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** Pursuant to applicable securities laws and regulations, we are deemed to have complied with the reporting obligation relating to the
submission of interactive data files in such exhibits and are not subject to liability under any anti-fraud provisions of the federal securities
laws as long as we have made a good faith attempt to comply with the submission requirements and promptly amend the interactive data
files after becoming aware that the interactive data files fail to comply with the submission requirements. In accordance with Rule 406T of
Regulation S-T, the information in these exhibits is furnished and deemed not filed or a part of a registration statement or prospectus for
purposes of Sections 11 or 12 of the Securities Act of 1933, as amended, is deemed not filed for purposes of Section 18 of the Exchange
Act of 1934, as amended, and otherwise is not subject to liability under these sections and shall not be incorporated by reference into any
registration statement or other document filed under the Securities Act of 1933, as amended, except as expressly set forth by specific
reference in such filing.
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