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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

Form 10-Q

x  QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934
For the quarterly period ended September 30, 2011

Or

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

For the transition period from to

Commission file number: 000-50865

MannKind Corporation

(Exact name of registrant as specified in its charter)
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Delaware 13-3607736
(State or other jurisdiction of (LR.S. Employer
incorporation or organization) Identification No.)

28903 North Avenue Paine

Valencia, California 91355
(Address of principal executive offices) (Zip Code)
(661) 775-5300

(Registrant s telephone number, including area code)

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act
of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been subject
to such filing requirements for the past 90 days. Yes x No ~

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if any, every Interactive Data
File required to be submitted and posted pursuant to Rule 405 of Regulation S-T during the preceding 12 months (or for such shorter period that
the registrant was required to submit and post such files). Yes x No ~

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, or a smaller reporting
company. See the definitions of large accelerated filer, accelerated filer and smaller reporting company in Rule 12b-2 of the Exchange Act.
(Check one):

Large accelerated filer ~ Accelerated filer X

Non-accelerated filer ~ (Do not check if a smaller reporting company) Smaller reporting company
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Act). Yes ©~ No x

As of October 21, 2011, there were 131,339,001 shares of the registrant s common stock, $.01 par value per share, outstanding.
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PART 1: FINANCIAL INFORMATION

ITEM 1. FINANCIAL STATEMENTS

MANNKIND CORPORATION AND SUBSIDIARIES

(A Development Stage Company)

CONDENSED CONSOLIDATED BALANCE SHEETS

(In thousands except share data)

ASSETS
Current assets:
Cash and cash equivalents
Marketable securities
State research and development credit exchange receivable
Prepaid expenses and other current assets

Total current assets

Property and equipment net

State research and development credit exchange receivable
Other assets

Total

LIABILITIES AND STOCKHOLDERS

Current liabilities:
Accounts payable
Accrued expenses and other current liabilities

Total current liabilities
Senior convertible notes
Note payable to related party

Total liabilities

Commitments and contingencies
Stockholders deficit:

Undesignated preferred stock, $0.01 par value 10,000,000 shares authorized; no shares

(Unaudited)

current

net of current portion

DEFICIT

issued or outstanding at September 30, 2011 and December 31, 2010

Common stock, $0.01 par value 250,000,000 and 200,000,000 shares authorized at
September 30, 2011 and December 31, 2010, respectively; 131,337,279 and 127,793,178

shares issued and outstanding at September 30, 2011 and December 31, 2010,

respectively

Additional paid-in capital

Accumulated other comprehensive income
Deficit accumulated during the development stage

Total stockholders deficit
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September 30, 2011

$ 22,786
513

765

2,960

27,024
196,374
386
230

$ 224,014

$ 1,598
15,715

17,313
210,308
277,203

504,824

1,313

1,616,981

45
(1,899,149)

(280,810)

December 31, 2010

$ 66,061
4,370

674

2,849

73,954
202,356
629

317

$ 277,256

$ 3,294
14,840

18,134
209,335
235,319

462,788

1,278

1,587,858

74
(1,774,742)

(185,532)
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Total $ 224,014 $ 271,256

See notes to condensed consolidated financial statements.
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MANNKIND CORPORATION AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

(A Development Stage Company)

(Unaudited)

(In thousands, except per share data)

Three months ended

September 30,

2011 2010
Revenue $ $
Operating expenses:
Research and development 23,132 31,411
General and administrative 9,641 11,129
In-process research and development costs
Goodwill impairment
Total operating expenses 32,773 42,540
Loss from operations (32,773) (42,540)
Other income (expense) 79 1,948
Interest expense on note payable to related party (2,863) (2,851)
Interest expense on senior convertible notes (2,845) (1,876)
Interest income 16
Loss before provision for income taxes (38,402) (45,303)
Income taxes
Net loss (38,402) (45,303)
Deemed dividend related to beneficial conversion feature of
convertible preferred stock
Accretion on redeemable preferred stock
Net loss applicable to common stockholders $ (38,402) $ (45,303)
Net loss per share applicable to common stockholders basic
and diluted $ (031 $ (0.40)
Shares used to compute basic and diluted net loss per share
applicable to common stockholders 122,130 113,528
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Nine months ended

September 30,
2011 2010

$ 50 $ 93

79,717 88,062

30,293 32,436

110,010 120,498
(109,960) (120,405)
1,476 (98)
(7,849) (7,476)
(8,092) (4,297)

18 22
(124,407) (132,254)
(124,407) (132,254)
$ (124,407) $(132,254)
$ (1.02) $ (1.17)

121,636 113,248

See notes to condensed consolidated financial statements.

Cumulative period
from

February 14,

1991 (date of
inception) to
September 30,

2011
$ 3,131

1,345,809
369,894
19,726
151,428

1,886,857

(1,883,726)
(1,141)
(25,300)
(25,945)
36,989

(1,899,123)
(26)

(1,899,149)

(22,260)
(952)

$ (1,922,361)
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MANNKIND CORPORATION AND SUBSIDIARIES

(A Development Stage Company)

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(Unaudited)

(In thousands)

CASH FLOWS FROM OPERATING ACTIVITIES:

Net loss

Adjustments to reconcile net loss to net cash used in operating activities:
Depreciation and amortization

Stock-based compensation expense

Stock expense for shares issued pursuant to research agreement

(Gain) loss on sale, abandonment/disposal or impairment of property and equipment

Accrued interest on investments, net of amortization of discounts
In-process research and development

Goodwill impairment

Loss on available-for-sale securities

Other, net

Changes in assets and liabilities:

State research and development credit exchange receivable
Prepaid expenses and other current assets

Other assets

Accounts payable

Accrued expenses and other current liabilities

Other liabilities

Net cash used in operating activities

CASH FLOWS FROM INVESTING ACTIVITIES:
Purchase of marketable securities

Sales and maturities of marketable securities
Purchase of property and equipment

Proceeds from sale of property and equipment

Net cash used in investing activities

CASH FLOWS FROM FINANCING ACTIVITIES:

Issuance of common stock and warrants

Collection of Series C convertible preferred stock subscriptions receivable
Issuance of Series B convertible preferred stock for cash

Cash received for common stock to be issued

Repurchase of common stock
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Nine months ended

September 30,
2011 2010
$(124,407) $(132,254)
12,097 12,916
8,023 11,343
(63)
644
(5)
152 1,262
(111) 363
87 180
(121) (35)
861 (4,096)
(103,482) (109,682)
3,828 2,000
(6,703) (5,607)
63
(2,812) (3,607)
10,544 1,749

Cumulative
Period from
February 14,
1991 (Date of
Inception) to

September 30,
2011

$ (1,899,149)

108,560
121,445
3,018
23,512
(191)
19,726
151,428
873
1,104

(1,151)
(1,360)
(230)
1,581
14,790
(@)

(1,456,046)

(796,779)
796,393
(326,954)

347

(326,993)

1,229,624
50,000
15,000

3,900
(1,028)
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Put shares sold to majority stockholder

Borrowings under lines of credit

Proceeds from notes receivables

Borrowings on notes payable to related party

Principal payments on notes payable to principal stockholder
Borrowings on notes payable

Principal payments on notes payable

Proceeds from senior convertible notes

Payment of employment taxes related to vested restricted stock units

Net cash provided by financing activities

NET (DECREASE) INCREASE IN CASH AND CASH EQUIVALENTS
CASH AND CASH EQUIVALENTS, BEGINNING OF PERIOD

CASH AND CASH EQUIVALENTS, END OF PERIOD

SUPPLEMENTAL CASH FLOWS DISCLOSURES:

Cash paid for income taxes

Interest paid in cash, net of amounts capitalized

Accretion on redeemable convertible preferred stock

Issuance of common stock upon conversion of notes payable
Increase in additional paid-in capital resulting from merger
Issuance of common stock for notes receivable

Issuance of put option by stockholder

Put option redemption by stockholder

Issuance of Series C convertible preferred stock subscriptions
Issuance of Series A redeemable convertible preferred stock
Conversion of Series A redeemable convertible preferred stock
Non-cash construction in progress and property and equipment
Cancellation of principal on note payable to related party

53,000

(525)
63,019

$ (43,275)
66,061

$ 22,786

15,092

181
11,116

623

4,220

1,742

87,000 375,000
(70,000)

3,460
(1,667)

95,786 207,050
(3,337) (12,099)

181,198 1,805,825

$ 67909 $ 22,786
30,019

$ 97928 $ 22,786

$ $ 26
8,654 47,241
(952)
3,331
171,154
2,758
(2,949)
1,921
50,000
4,296
(5,248)
1,463 181
27,7197

In connection with the Company s initial public offering, all shares of Series B and Series C convertible preferred stock, in the amount of $15.0
million and $50.0 million, respectively, automatically converted into common stock in August 2004.

See notes to condensed consolidated financial statements.
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MANNKIND CORPORATION AND SUBSIDIARIES
(A Development Stage Company)
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)
1. Description of business and basis of presentation

The accompanying unaudited condensed consolidated financial statements of MannKind Corporation and its subsidiaries (the Company ), have
been prepared in accordance with generally accepted accounting principles in the United States of America ( GAAP ) for interim financial
information and with the instructions to Form 10-Q and Article 10 of Regulation S-X of the Securities and Exchange Commission (the SEC ).
Accordingly, they do not include all of the information and footnotes required by GAAP for complete financial statements. These statements
should be read in conjunction with the financial statements and notes thereto included in the Company s latest audited annual financial
statements. The audited statements for the year ended December 31, 2010 are included in the Company s annual report on Form 10-K for the
fiscal year ended December 31, 2010 filed with the SEC on March 16, 2011 (the Annual Report ).

In the opinion of management, all adjustments, consisting only of normal, recurring adjustments, considered necessary for a fair presentation of
the results of these interim periods have been included. The results of operations for the three and nine months ended September 30, 2011 may
not be indicative of the results that may be expected for the full year.

The preparation of financial statements in conformity with GAAP requires management to make estimates and assumptions that affect the
reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the financial statements, and the
reported amounts of expenses during the reporting period. Actual results could differ from those estimates or assumptions. The more significant
estimates reflected in these accompanying financial statements involve assessing long-lived assets for impairment, accrued expenses, the
valuation of stock-based compensation and the determination of the provision for income taxes and corresponding deferred tax assets and
liabilities and any valuation allowance recorded against net deferred tax assets.

Business The Company is a biopharmaceutical company focused on the discovery and development of therapeutic products for diseases such
as diabetes and cancer. The Company s lead product candidate, AFREZZA (insulin human [rDNA origin]) Inhalation Powder, is an ultra
rapid-acting insulin therapy in late-stage clinical investigation for the treatment of adults with type 1 or type 2 diabetes for the control of
hyperglycemia.

AFREZZA consists of the Company s proprietary Technosphere particles onto which insulin molecules are loaded. These loaded particles are
then aerosolized and inhaled deep into the lung using the Company s AFREZZA inhaler.

Basis of Presentation The Company is considered to be in the development stage as its primary activities since incorporation have been
establishing its facilities, recruiting personnel, conducting research and development, business development, business and financial planning,

and raising capital. Since its inception through September 30, 2011 the Company has reported accumulated net losses of $1.9 billion, which
include a goodwill impairment charge of $151.4 million, and cumulative negative cash flow from operations of $1.5 billion. It is costly to
develop therapeutic products and conduct clinical trials for these products. At September 30, 2011, the Company s capital resources consisted of
cash, cash equivalents, and marketable securities of $23.3 million and $45.0 million of available borrowings under the loan agreement with an
entity controlled by the Company s principal stockholder (see Note 12  Related-party arrangements). Based upon the Company s current
expectations, management believes the Company s existing capital resources will enable it to continue planned operations into the first quarter of
2012. However, the Company cannot provide assurances that its plans will not change or that changed circumstances will not result in the
depletion of its capital resources more rapidly than it currently anticipates. If the Company is not successful in raising additional capital through
equity or debt financing, entering a business collaboration, establishing other funding facilities, licensing arrangements, assets sales or other
means, or increasing the borrowings available under the loan arrangement with its related party, the Company will be required to reduce
expenses through the delay, reduction or curtailment of its projects, including AFREZZA development activities, or further reduction of costs for
facilities and administration, and there will be substantial doubt about its ability to continue as a going concern.

Fair Value of Financial Instruments The carrying amounts of financial instruments, which include cash equivalents, marketable securities
and accounts payable, approximate their fair values due to their relatively short maturities. The fair value of the note payable to related party
cannot be reasonably estimated as the Company would not be able to obtain a similar credit arrangement in the current economic environment.

Table of Contents 10
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Cash equivalents consist of highly liquid investments, with original or remaining maturities of 90 days or less at the time of purchase, that are
readily convertible into cash. As of September 30, 2011 and December 31, 2010, the Company held $15.8 million and $52.8 million,
respectively of cash equivalents, consisting of money market funds, U.S. Treasury notes and commercial paper. The $15.8 million of cash
equivalents at September 30, 2011 consisted entirely of money market funds. The fair value of these investments was determined by using
quoted prices for identical investments in an active market (Level 1 in the fair value hierarchy).

The Company s marketable securities consist principally of a certificate of deposit with a maturity greater than 90 days, held as collateral for the
Company s commercial credit card programs and a common stock investment that are classified as available-for-sale securities. The certificate of
deposit is stated at fair value based on quoted prices for similar instruments in an active market (Level 2 in the fair value hierarchy) and the
common stock investment is stated at fair value based on quoted prices in an active market (Level 1 in the fair value hierarchy). As of

September 30, 2011 and December 31, 2010, there were marketable securities of $0.5 million and $4.4 million, respectively.

The following is a summary of the carrying values and estimated fair values of the Company s senior convertible notes due in 2013 and 2015 (in
millions).

September 30, 2011 December 31, 2010
Carrying Estimated Carrying Estimated
value fair value value fair value
Notes due 2013 $113.7 $ 612 $113.3 $ 69.1
Notes due 2015 $ 96.6 $ 765 $ 96.0 $ 1341

The estimated fair value of the senior convertible notes due 2013 was calculated based on quoted prices in an active market (Level 1 in the fair
value hierarchy). The estimated fair value of the senior convertible notes due 2015 was calculated based on model-derived valuations, based on
the market approach (Level 2 in the fair value hierarchy).

Derivative financial instruments are reported in Other assets or Accrued expenses and other current liabilities in the condensed consolidated
balance sheets and measured at fair value. The fair value of foreign exchange hedging contracts equals the carrying value at each balance sheet
date. The fair value of these contracts are determined using methodologies based on market observable inputs (Level 2 in the fair value
hierarchy), including foreign currency spot rates. The Company has used derivative financial instruments to manage its exposure to foreign
currency exchange risks related to quarterly purchases on insulin. The Company does not use derivative financial instruments for trading or
speculative purposes, nor does it use leveraged financial instruments. Credit risk related to derivative financial instruments is considered

minimal and is managed by requiring high credit standards for counterparties and through periodic settlements of positions.

The Company s derivative financial instruments are not designated as hedging instruments for accounting purposes, and gains or losses resulting
from changes in the fair value are reported in Other income (expense) , in the condensed consolidated statements of operations. The Company
entered into foreign exchange hedging contracts with notional amounts totaling zero and $25.5 million at September 30, 2011 and December 31,
2010, respectively. The Company recorded an unrealized loss of $567,000 on the outstanding contracts at December 31, 2010. The Company
recorded a realized gain of zero and $1.3 million for the three and nine months ended September 30, 2011, respectively and a realized loss of
$961,000 and $1.3 million related to these foreign exchange hedging contracts for the three and nine months ended September 30, 2010,
respectively. The Company terminated these contracts during the quarter ended March 31, 2011.

Recently Issued Accounting Standards In June 2011, the Financial Accounting Standards Board ( FASB ) issued Accounting Standards Update
No. 2011-05 for Comprehensive Income (Topic 220): Presentation of Comprehensive Income . This update improves the comparability,
consistency and transparency of financial reporting and increases the prominence of items reported in other comprehensive income. This update

is effective for interim and annual periods beginning after December 15, 2011. The adoption of this update will have an impact on the disclosure

of comprehensive income on the Company s consolidated financial statements.

In May 2011, the FASB issued Accounting Standards Update No. 2011-04 for Fair Value Measurement (Topic 820): Amendments to Achieve
Common Fair Value Measurement and Disclosure Requirements in U.S. GAAP and IFRSs . This update addresses how to measure fair value and
requires new disclosures about fair value measurements. The amendments in this update are effective for interim and annual periods beginning
after December 15, 2011. The Company is currently evaluating the impact the adoption of this update will have on its consolidated financial
statements.

2. Investment in securities
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The following is a summary of the available-for-sale securities classified as current assets (in thousands).

September 30, December 31,
2011 2010
Gross Gross
Unrealized Cost Unrealized Fair
Cost Basis Gain Fair Value Basis Gain Value
Available-for-sale securities $ 467 $ 46 $ 513 $ 4,295 $ 75 $4,370

The Company s available-for-sale securities at September 30, 2011 consist of a $0.4 million certificate of deposit with a maturity greater than 90
days, held as collateral for the Company s commercial credit card programs, and a common stock investment. The Company s available-for-sale
securities at December 31, 2010 consist principally of $4.2 million of certificates of deposit with a maturity greater than 90 days, held as
collateral primarily for foreign exchange hedging instruments, and a common stock investment.
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Gross realized gains and losses for available-for-sale securities were insignificant and recorded as Other income (expense) in the condensed
consolidated statements of operations. Gross unrealized gains and losses are included in Other comprehensive gain (loss) (see Note 5
Comprehensive loss).

3. Accrued expenses and other current liabilities

Accrued expenses and other current liabilities are comprised of the following (in thousands):

September 30, December 31,
2011 2010

Salary and related expenses $ 8,660 $ 5,624
Research and clinical trial costs 820 668
Accrued interest 4,868 4,993
Construction in progress 163 149
Other 1,204 3,406
Accrued expenses and other current liabilities $ 15,715 $ 14,840

4. Accounting for stock-based compensation

Total stock-based compensation expense recognized in the accompanying condensed consolidated statements of operations for the three and
nine months ended September 30, 2011 and 2010 was as follows (in thousands):

Three months

ended Nine months ended
September 30, September 30,
2011 2010 2011 2010
Stock-based compensation $3,321 $ 3,338 $ 8,023 $11,343

The Company issued stock awards to employees during the nine months ended September 30, 2011 primarily with a four-year vesting schedule.
The grant date fair value of the 3,310,800 stock options and 2,462,590 restricted stock units issued during the nine months ended September 30,
2011 were $6.7 million and $7.7 million, respectively, with a grant date fair value per share of $2.03 and $3.12, respectively.

As of September 30, 2011, there was $14.2 million and $16.8 million of unrecognized compensation cost related to options and restricted stock
units, respectively, which are expected to be recognized over the remaining weighted average vesting period of 2.4 years.

5. Comprehensive loss

Accounting Standards Codification ( ASC ) 220-10-45 Comprehensive Income Other Presentation requires reporting and displaying
comprehensive income (loss) and its components, which, for the Company, includes net loss and unrealized gains and losses on investments and
cumulative translation gains and losses. In accordance with this guidance, the accumulated balance of other comprehensive income (loss) is

disclosed as a separate component of stockholders equity. For the three and nine months ended September 30, 2011 and 2010, comprehensive
loss consisted of (in thousands):

Three months ended Nine months ended
September 30, September 30,
2011 2010 2011 2010
Net loss $ (38,402) $ (45,303) $ (124,407) $ (132,254)
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Other comprehensive loss:

Unrealized gain (loss) on investments 15 30) 286
Cumulative translation (loss) gain (8) 1 1 (®))]
Comprehensive loss $ (38,395) $(45,302) $ (124,436) $(131,973)

6. Net loss per common share

Basic net loss per share excludes dilution for potentially dilutive securities and is computed by dividing loss applicable to common stockholders
by the weighted average number of common shares outstanding during the period excluding the shares loaned under the share lending
arrangement (see Note 10 Common and preferred stock). As of September 30, 2011, 9,000,000 shares of the Company s common stock, which
were loaned to a share borrower pursuant to the terms of a share lending agreement as described in
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Note 10, were issued and are outstanding, and holders of the borrowed shares have all the rights of a holder of the Company s common stock.
However, because the share borrower must return all borrowed shares to the Company (or, in certain circumstances, the cash value thereof), the
borrowed shares are not considered outstanding for the purpose of computing and reporting basic or diluted earnings (loss) per share. Diluted net
loss per share reflects the potential dilution that could occur if securities or other contracts to issue common stock were exercised or converted
into common stock. Potentially dilutive securities are excluded from the computation of diluted net loss per share for all of the periods presented
in the accompanying statements of operations because the reported net loss in each of these periods results in their inclusion being antidilutive.
Antidilutive securities, which consist of stock options, restricted stock units, warrants, and shares that could be issued upon conversion of the
senior convertible notes, that are not included in the diluted net loss per share calculation consisted of an aggregate of 33,895,480 shares and
31,034,946 shares as of September 30, 2011 and 2010, respectively, and exclude the 9,000,000 shares loaned under the share lending
arrangement.

7. Restructuring charges

On February 10, 2011, the Company announced that following receipt of the Complete Response letter from the United States Food and Drug
Administration ( FDA ) regarding the new drug application ( NDA ) for AFREZZA, it implemented a restructuring to streamline operations, reduce
operating expenses, extend the cash runway and focus its resources on securing the FDA s approval of the NDA for AFREZZA. In connection

with the restructuring, the Company reduced its total workforce by approximately 41% to 257 employees. The Company recorded charges of
approximately $6.7 million for employee severance and other related termination benefits and recognized an initial liability of $6.7 million in
February, which approximated fair value.

Workforce

Reduction
Restructuring Balance, February 11, 2011 $ 6,659
Cash payments (6,032)
Adjustment (222)
Restructuring Balance, September 30, 2011 $ 405

During the quarter ended September 30, 2011, the Company adjusted the restructuring balance based on the election of certain termination
benefits by a portion of the terminated employees.

The remaining restructuring balance as of September 30, 2011 primarily consists of the remaining health benefits which are paid out over six
months subsequent to termination.

The net $6.4 million of costs associated with the restructuring are included in Research and development and General and administrative
operating expenses in the condensed consolidated statements of operations as $4.8 million and $1.6 million, respectively, for the nine months
ended September 30, 2011.

8. State research and development credit exchange receivable

The State of Connecticut provides certain companies with the opportunity to exchange certain research and development income tax credit
carryforwards for cash in exchange for forgoing the carryforward of the research and development income tax credits. The program provides for
an exchange of research and development income tax credits for cash equal to 65% of the value of corporation tax credit available for exchange.
Estimated amounts receivable under the program are recorded as a reduction of research and development expenses. At September 30, 2011 and
December 31, 2010, the estimated amounts receivable under the program were $1.2 million and $1.3 million, respectively.

9. Property and equipment net

Property and equipment net consist of the following (dollar amounts in thousands):
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Land

Buildings

Building improvements

Machinery and equipment

Furniture, fixtures and office equipment
Computer equipment and software
Leasehold improvements

Construction in progress

Less accumulated depreciation and amortization

Property and equipment net

Table of Contents

Estimated
Useful
Life
(Years)

39-40
5-40
3-15
5-10

3

September 30,

$

2011

5,273
54,948
113,878
83,819
5,369
16,332
53
8,946

288,618
(92,244)

196,374

December 31,
2010

$ 5,273
54,948
113,489
73,812
5,369
16,306

53

14,496

283,746
(81,390)

$ 202,356
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Leasehold improvements are amortized over four years which is the shorter of the term of the lease or the service lives of the improvements.

Depreciation and amortization expense related to property and equipment for the three and nine months ended September 30, 2011 and 2010 was
as follows (in thousands):

Three months

ended Nine months ended
September 30, September 30,
2011 2010 2011 2010
Depreciation and amortization expense $ 3,745 $4,102 $11,124 $ 12,444

10. Common and preferred stock

In June 2011, the Company s stockholders approved an increase in its authorized shares of common stock from 200,000,000 to 250,000,000. As
such, the Company is authorized to issue 250,000,000 shares of common stock, par value $0.01 per share, and 10,000,000 shares of
undesignated preferred stock, par value $0.01 per share, issuable in one or more series designated by the Company s board of directors. No other
class of capital stock is authorized. As of September 30, 2011 and December 31, 2010, 131,337,279 and 127,793,178 shares of common stock,
respectively, were issued and outstanding. Included in the common stock outstanding as of September 30, 2011 are 9,000,000 shares of common
stock loaned to Bank of America under a share lending agreement in connection with the offering of the $100.0 million aggregate principal
amount of 5.75% Senior Convertible Notes due 2015 (see Note 13 Senior convertible notes). Bank of America is obligated to return the
borrowed shares (or, in certain circumstances, the cash value thereof) to the Company on or about the 45th business day following the date as of
which the entire principal amount of the notes ceases to be outstanding, subject to extension or acceleration in certain circumstances or early
termination at Bank of America s option. The Company did not receive any proceeds from the sale of the borrowed shares by Bank of America,
but the Company did receive a nominal lending fee of $0.01 per share from Bank of America for the use of borrowed shares. As of September
30, 2011 the Company had not issued any shares of undesignated preferred stock.

In August 2010, the Company entered into an agreement with Seaside 88, LP ( Seaside ) for the sale of up to 18,200,000 shares of common stock
in increments of 700,000 shares on a bi-weekly basis with the first closing date scheduled for September 22, 2010 provided that certain
conditions are met, including for a particular closing to take place, the ten-day volume weighted average trading price for the Company s
common stock immediately prior to such closing must meet or exceed a minimum priced set by the Company at $6.50 per share. If the ten-day
volume weighted average trading price for a particular closing was below $6.50 per share, then that closing would not occur and the aggregate
number of shares to be purchased would be reduced by 700,000 shares. The purchase price per share at each closing was equal to 92% of that
10-day volume weighted average price. During the quarter ended March 31, 2011, the Company issued and sold a total of 1.4 million shares of
common stock to Seaside for net proceeds of $9.7 million. No additional shares of common stock were sold to Seaside under this agreement
subsequent to the quarter ended March 31, 2011. As of September 30, 2011, the Company had issued and sold a total of 3,500,000 shares of
common stock to Seaside for net proceeds of $23.8 million in accordance with the agreement. The agreement with Seaside terminated during the
quarter ended September 30, 2011.

In conjunction with the Seaside agreement, in August 2010, the Company entered into a common stock purchase agreement with The Mann
Group LLC ( The Mann Group ), an entity controlled by the Company s principal stockholder. Under this common stock purchase agreement, the
Company was required to issue and sell, and The Mann Group was obligated to purchase at a price equal to the greater of $7.15 per share (the
closing bid price of the Company s common stock on August 10, 2010) and the closing bid price of common stock on the trading day
immediately preceding the applicable closing date, the same number of shares of the Company s common stock that Seaside purchased on each
closing date under its agreement with the Company (see Note 12 Related-party arrangements). During the quarter ended March 31, 2011, the
Company issued and sold a total of 1.4 million shares of common stock to The Mann Group that resulted in reduction in the note payable to
related party of $11.1 million. No additional shares were sold to The Mann Group under this agreement subsequent to the quarter ended

March 31, 2011. As of September 30, 2011, the Company had issued and sold a total of 3,500,000 shares of common stock to The Mann Group
that had resulted in total reduction in the note payable to related party of $27.8 million. The agreement with The Mann Group terminated during
the quarter ended September 30, 2011.
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11. Commitments and contingencies

Supply Commitments In November 2007, the Company entered into a long-term supply agreement (the Supply Agreement ) with N.V.
Organon ( Organon ), now a subsidiary of Merck & Co., Inc., pursuant to which Organon manufactured and supplied specified quantities of
recombinant human insulin to the Company. In June 2011, the Company entered into a letter agreement (the Letter Agreement ) with Organon to
settle a dispute that arose between the Company and Organon in connection with the termination by the Company of the Supply Agreement.
Under the terms of the Letter Agreement, the Company paid Organon an aggregate of $16.0 million in two installments, each of which was paid
after the Company received certain quantities of recombinant human insulin manufactured and supplied by Organon. The Letter Agreement is in
full and final settlement of, and the Company and Organon agreed to release each other from, any and all actions and claims that the Company
and Organon had or may have against each other in connection with the dispute regarding the Supply Agreement and related maters. The
Company has concluded that the Letter Agreement represents a multiple element arrangement consisting of two elements representing the
purchase of insulin and a contract cancellation fee. The Company has allocated the $16.0 million settlement first to the fair value of the insulin
with the residual being allocated to the contract cancellation fee. During the three months ended June 30, 2011, the Company received the first
of two shipments of recombinant human insulin and paid the first installment of $8.0 million. The Company expensed $4.3 million for insulin
received and recorded $3.7 million for a contract cancellation fee. As of June 30, 2011, the Company recorded a loss contingency of $3.9 million
in connection with the Letter Agreement representing the portion of the second $8.0 million payment related to the contract cancellation fee.
During the three months ended September 30, 2011, the Company received the second shipment of insulin, paid the second installment of $8.0
million and recorded expense of $4.1 million for the insulin received.

Guarantees and Indemnifications In the ordinary course of its business, the Company makes certain indemnities, commitments and
guarantees under which it may be required to make payments in relation to certain transactions. The Company, as permitted under Delaware law
and in accordance with its Bylaws, indemnifies its officers and directors for certain events or occurrences, subject to certain limits, while the
officer or director is or was serving at the Company s request in such capacity. The term of the indemnification period is for the officer s or
director s lifetime. The maximum amount of potential future indemnification is unlimited; however, the Company has a director and officer
insurance policy that may enable it to recover a portion of any future amounts paid. The Company believes the fair value of these
indemnification agreements is minimal. The Company has not recorded any liability for these indemnities in the accompanying condensed
consolidated balance sheets. However, the Company accrues for losses for any known contingent liability, including those that may arise from
indemnification provisions, when future payment is probable and the amount can be reasonably estimated. No such losses have been recorded to
date.

Litigation The Company is involved in various legal proceedings and other matters. In accordance with ASC 450 Contingencies, previously
the Financial Accounting Standards Board ( FASB ) Statement No. 5, Accounting for Contingencies, the Company would record a provision for a
liability when it is both probable that a liability has been incurred and the amount of the loss can be reasonably estimated.

On November 23, 2010, John Arditi, former Senior Director GCP Regulatory Affairs of the Company, filed a Demand for Arbitration against
the Company and three of its employees the Chief Scientific Officer, the Vice President World Wide Regulatory Affairs, and the Chief
Financial Officer claiming that the Company terminated his employment in retaliation for his purported reporting of alleged unlawful practices
in connection with the Company s clinical trials. Mr. Arditi has asserted claims for violation of the New Jersey Conscientious Employee
Protection Act, wrongful discharge, breach of contract, breach of the implied covenant of good faith and fair dealing, defamation and intentional
infliction of emotional distress. Mr. Arditi is seeking, among other relief, compensatory and punitive damages and counsel fees, costs and
interest. Before Mr. Arditi filed his arbitration demand, the Company completed an internal investigation and retai