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Delaware 06-1376651
(State of Incorporation) (I.R.S. Employer
Identification No.)

3911 Sorrento Valley Boulevard

San Diego, California 92121
(Address of Principal Executive Offices) (Zip Code)
(858) 558-2871

(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 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 Securities Exchange
Act of 1934.

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 Exchange Act). Yes ©~ No x

Total shares of common stock outstanding as of the close of business on October 31, 2012:

Class Number of Shares Outstanding
Common Stock, $0.0001 par value 56,621,575
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PART I. FINANCIAL INFORMATION

ITEM1. CONDENSED CONSOLIDATED FINAN

JAL STATEMENT

AUDITED

ACADIA PHARMACEUTICALS INC.

CONDENSED CONSOLIDATED BALANCE SHEETS

(in thousands, except for par value and share data)

Assets

Cash and cash equivalents

Investment securities, available-for-sale

Prepaid expenses, receivables and other current assets

Total current assets
Property and equipment, net
Other assets

Total assets

Liabilities and Stockholders Equity
Accounts payable

Accrued expenses

Current portion of deferred revenue
Current portion of long-term debt

Total current liabilities
Long-term portion of deferred revenue
Total liabilities

Commitments (Note 9)
Stockholders equity

(Unaudited)

Preferred stock, $0.0001 par value; 5,000,000 shares authorized at September 30, 2012 and

December 31, 2011; no shares issued and outstanding at September 30, 2012 and December 31, 2011

Common stock, $0.0001 par value; 150,000,000 shares authorized at September 30, 2012 and
December 31, 2011; 56,589,443 shares and 52,898,659 shares issued and outstanding at

September 30, 2012 and December 31, 2011, respectively

Additional paid-in capital
Accumulated deficit
Accumulated other comprehensive income

Total stockholders equity

Total liabilities and stockholders equity

Table of Contents

September 30,
2012

$ 8,016
15,042
627

23,685
63
2

$ 23,750

$ 1,131
4,686

266

3

6,086

6,086

6
378,564
(360,910)

4

17,664

$ 23,750

December 31,
2011(1)

$ 6,889

24,159
901

31,949
151
14

$ 32,114

$ 1,960
3,504

669

32

6,165

2,587

8,752

5
370,219
(346,871)

9

23,362

$ 32,114
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(1) The condensed consolidated balance sheet at December 31, 2011 has been derived from the audited financial statements at that date but
does not include all of the information and footnotes required by accounting principles generally accepted in the United States for
complete financial statements.

The accompanying notes are an integral part of these condensed consolidated financial statements.
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ACADIA PHARMACEUTICALS INC.

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS AND COMPREHENSIVE LOSS

(in thousands, except per share data)

(Unaudited)

Revenues

Collaborative revenues

Operating expenses

Research and development (includes stock-based compensation of $157, $129, $450, and
$383, respectively)

General and administrative (includes stock-based compensation of $331, $272, $929, and
$807, respectively)

Total operating expenses

Loss from operations
Interest income, net

Net loss
Net loss per common share, basic and diluted
Weighted average common shares outstanding, basic and diluted

Comprehensive loss

Three Months Ended
September 30,
2012 2011

$ 3478 $ 584

4,400 4,158
1,485 1,519
5,885 5,677
(2,407) (5,093)
5 17

$ (2,402) $ (5,076)
$ (004 $ (0.10)
53,911 52,800
$ (2,400) $ (5,080)

Nine Months Ended
September 30,
2012 2011
$ 4527 $ 1,479
13,893 12,885
4,701 6,132
18,594 19,017
(14,067) (17,538)
28 73
$(14,039)  $(17,465)
$ (026) $ (0.34)
53,262 51,963
$(14,044)  $(17,971)

The accompanying notes are an integral part of these condensed consolidated financial statements.
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ACADIA PHARMACEUTICALS INC.

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(in thousands)

(Unaudited)

Cash flows from operating activities
Net loss

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

Depreciation

Stock-based compensation

Amortization of investment premium

Non-cash charge resulting from lease termination
Other

Changes in operating assets and liabilities:
Prepaid expenses, receivables and other current assets
Other assets

Accounts payable

Accrued expenses

Deferred revenue

Other long-term liabilities

Net cash used in operating activities

Cash flows from investing activities

Purchases of investment securities

Maturities of investment securities

Proceeds from sales (purchases) of property and equipment

Net cash provided by investing activities

Cash flows from financing activities

Proceeds from issuance of common stock and warrants, net of issuance costs

Repayments of long-term debt
Net cash provided by financing activities
Effect of exchange rate changes on cash

Net increase in cash and cash equivalents
Cash and cash equivalents
Beginning of period

End of period

Nine Months Ended
September 30,
2012 2011
$(14,039) $(17,465)
88 255
1,379 1,190
(161) 241
806
(252)
274 157
12 42
(829) (728)
1,182 1,175
(2,990) (164)
(68)
(15,336) (14,559)
(15,609) (39,814)
24,883 41,982
252 3)
9,526 2,165
6,967 13,916
(28) (69)
6,939 13,847
2) 15
1,127 1,468
6,889 6,849
$ 8,016 $ 8,317

The accompanying notes are an integral part of these condensed consolidated financial statements.
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ACADIA PHARMACEUTICALS INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
September 30, 2012
(Unaudited)
1. Basis of Presentation

The accompanying unaudited condensed consolidated financial statements of ACADIA Pharmaceuticals Inc. should be read in conjunction with
the audited financial statements and notes thereto as of and for the year ended December 31, 2011 included in the Company s Annual Report on
Form 10-K ( Annual Report ) filed with the Securities and Exchange Commission (the SEC ). The accompanying financial statements have been
prepared in accordance with accounting principles generally accepted in the United States ( GAAP ) for interim financial information and in
accordance with the instructions to Form 10-Q and Article 10 of Regulation S-X. Accordingly, since they are interim statements, the
accompanying financial statements do not include all of the information and notes required by GAAP for complete financial statements. In the
opinion of management, the accompanying financial statements reflect all adjustments (consisting of normal recurring adjustments) that are
necessary for a fair statement of the financial position, results of operations and cash flows for the interim periods presented. Interim results are
not necessarily indicative of results for a full year. The preparation of financial statements in conformity with GAAP requires management to
make estimates and assumptions that affect the amounts reported in the financial statements and the accompanying notes. Actual results could
differ from those estimates.

The Company has incurred substantial operating losses since its inception due in large part to expenditures for its research and development
activities. As of September 30, 2012, the Company had an accumulated deficit of $360.9 million. The Company expects to continue to incur
operating losses for at least the next several years as it pursues the development of its product candidates.

The Company will require significant additional financing in the future to fund its operations. Future capital requirements will depend on many
factors, including the progress in, the outcome of and the costs of the Company s clinical trials, the scope, prioritization and number of its
research and development programs, and the ability of its collaborators and the Company to reach the milestones, and other events or
developments under its collaboration and license agreements, and the ability of the Company to enter into new, and to maintain existing,
collaboration and license agreements. Until the Company can generate significant continuing revenues, it expects to fund its operations through
its existing cash, cash equivalents and investment securities, payments from existing and potential future collaborations, proceeds from private
or public sales of its equity securities, debt financing, grant funding, or by licensing all or a portion of its product candidates or technology. The
Company cannot be certain that additional funding will be available on acceptable terms, or at all. Conditions in the financial markets and other
factors could have a material adverse effect on the Company s ability to access sufficient funding on acceptable terms, or at all. If the Company
cannot raise adequate additional capital, it will be required to delay, further reduce the scope of, or eliminate one or more of its research or
development programs or its commercialization efforts. In addition, the Company may be required to relinquish greater, or even all, rights to
product candidates at earlier stages of development or on less favorable terms than it would otherwise choose.

2. Earnings (Loss) Per Share

Basic earnings (loss) per common share is computed by dividing net income (loss) by the weighted average number of common shares
outstanding for the period. Diluted earnings (loss) per common share is computed by dividing net income (loss) by the weighted average number
of common shares outstanding during the period increased to include potential dilutive common shares that were outstanding during the period.
The effect of outstanding stock options and warrants, when dilutive, is reflected in diluted earnings (loss) per common share by application of
the treasury stock method. The Company has excluded all outstanding stock options and warrants from the calculation of diluted net loss per
common share because all such securities are antidilutive for all periods presented.

Shares used in calculating basic and diluted net loss per common share exclude these potential common shares (in thousands):

Three Months Ended Nine Months Ended

September 30, September 30,
2012 2011 2012 2011
(unaudited) (unaudited)
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Antidilutive options to purchase common stock 7,301 5,722
Antidilutive warrants to purchase common stock 4,618 4,692

11,919 10,414
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3. Stock-Based Compensation

The fair value of each stock option and each employee stock purchase plan right granted is estimated on the grant date under the fair value
method using the Black-Scholes valuation model. The estimated fair values of the stock option or purchase plan rights, including the effect of
estimated forfeitures, are then expensed over the vesting period. The Company recognized stock-based compensation expense of $488,000 and
$1.4 million during the three and nine months ended September 30, 2012, respectively, and $401,000 and $1.2 million during the three and nine
months ended September 30, 2011, respectively. At September 30, 2012, total unrecognized compensation cost related to stock options and
purchase plan rights was $3.2 million, which is expected to be recognized over a weighted-average period of 2.4 years.

4. Investment Securities

Investment securities, including investment securities available-for-sale and investment securities classified as cash equivalents, consisted of the
following (in thousands):

September 30, 2012

Estimated
Amortized Unrealized Unrealized Fair
Cost Gains (Losses) Value
(unaudited)
Government sponsored enterprise securities $ 13,289 $ 1 $ $ 13,290
Corporate debt securities 3,003 3,003
$16,292 $ 1 $ $ 16,293
December 31, 2011
Estimated
Amortized Unrealized Unrealized Fair
Cost Gains (Losses) Value
U.S. Treasury notes $ 1,516 $ $ $ 1516
Government sponsored enterprise securities 9,827 2 (1) 9,828
Corporate debt securities 12,812 3 12,815
$24,155 $ 5 $ (@))] $ 24,159

5. Fair Value Measurements

As of September 30, 2012, the Company held $22.8 million of cash equivalents and available-for-sale investment securities consisting of a
money market fund and high quality, marketable debt instruments of corporations, financial institutions and government sponsored enterprises.
The Company has adopted an investment policy and established guidelines relating to credit quality, diversification and maturities of its
investments to preserve principal and maintain liquidity. All investment securities have a credit rating of at least AA or A1+/pl as determined by
Moody s Investors Service and/or Standard & Poor s.

The Company s cash equivalents and available-for-sale investment securities are classified within the fair value hierarchy as defined by
authoritative guidance. The Company s investment securities classified as Level 1 are valued using quoted market prices and the Company s
investment securities classified as Level 2 are valued using other observable inputs such as recent trades for the securities or similar securities,
interest rates on similar securities, or yield curves or benchmark interest rates observable at commonly quoted intervals. The Company does not
hold any securities classified as Level 3, which are securities valued using unobservable inputs. The Company has not transferred any
investment securities between the classifications. No other-than-temporary impairments were identified for the investment securities held by the
Company as of September 30, 2012.

Table of Contents 11
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The fair value measurements of the Company s cash equivalents and available-for-sale investment securities are identified in the following tables
(in thousands):

Fair Value Measurements at

Reporting Date Using
Quoted Prices
in
Active
Markets
for Significant
Identical Other Significant
Assets Observable Unobservable
September 30, (Level Inputs Inputs
2012 1) (Level 2) (Level 3)
(unaudited)
Money market fund $ 6,460 $ 6,460 $ $
Government sponsored enterprise securities 13,290 13,290
Corporate debt securities 3,003 3,003
$22,753 $ 6,460 $ 16,293 $

Fair Value Measurements at

Reporting Date Using
Quoted Prices
in
Active
Markets
for Significant
Identical Other Significant
Assets Observable Unobservable
December 31, (Level Inputs Inputs
2011 1) (Level 2) (Level 3)
Money market fund $ 6,570 $6,570 $ $
U.S. Treasury notes 1,516 1,516
Government sponsored enterprise securities 9,828 9,828
Corporate debt securities 12,815 12,815
$30,729 $ 8,086 $ 22,643 $

6. Collaborative Research and Licensing Agreements

The Company is currently a party to three separate collaboration agreements with Allergan, Inc. Pursuant to the March 2003 collaboration
agreement, the Company had received an aggregate of $19.3 million in payments as of September 30, 2012, consisting of an upfront payment,
research funding and related fees. The Company also is eligible to receive up to an aggregate of approximately $13.5 million in license fees and
development and regulatory milestone payments per product under this agreement. The 2003 collaboration originally provided for a three-year
research term, which has been extended by the parties through March 2013. The Company s two other collaboration agreements with Allergan
involve the development of product candidates in the areas of glaucoma and chronic pain. Under the glaucoma collaboration, the Company had
received an aggregate of $9.5 million in payments as of September 30, 2012, and is eligible to receive up to an aggregate of $15 million in
additional payments upon the achievement of development and regulatory milestones. Under the chronic pain collaboration, the Company had
received an aggregate of $10.5 million in payments as of September 30, 2012, and is eligible to receive up to an aggregate of $10 million in
additional payments upon the achievement of development and regulatory milestones. The Company also is eligible to receive royalties on
future product sales worldwide, if any, under each of the three collaboration agreements with Allergan. The Company recognized research
funding and related revenues from its collaboration agreements with Allergan of $294,000 and $842,000 during the three and nine months ended
September 30, 2012, respectively, and $278,000 and $814,000 during the three and nine months ended September 30, 2011, respectively.
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In March 2009, the Company entered into a collaboration agreement with Meiji Seika Pharma Co., Ltd. In July 2012, the Company and Meiji
Seika Pharma jointly decided to discontinue the development of the product candidate AM-831, which was being pursued under the
collaboration, and the collaboration agreement was terminated pursuant to its terms. Under the collaboration agreement, the Company had
received $3 million in non-refundable license fees as well as payments for the reimbursement of development costs that it had incurred during
the collaboration. Payments received from Meiji Seika Pharma were deferred and recognized as revenues using a contingency-adjusted
performance model over the estimated period of the Company s performance. Upon the termination of this collaboration agreement and the end
of the Company s related performance obligations, the Company recorded as revenue all of the remaining unrecognized deferred revenue from
this collaboration during the third quarter of 2012. The Company recognized revenues relating to this collaboration of $3.0 million and $3.2
million during the three and nine months ended September 30, 2012, respectively, and $112,000 and $306,000 during the three and nine months
ended September 30, 2011, respectively. At December 31, 2011, $3.0 million of revenue was deferred under this agreement, of which $414,000
was included in current liabilities and $2.6 million was included in long-term liabilities.
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7. Stockholders Equity
At-the-Market Agreement

In March 2012, the Company entered into an At-The-Market Issuance Sales Agreement ( ATM Agreement ) with MLV & Co. LLC, pursuant to
which the Company may elect to issue and sell registered shares of its common stock having an aggregate offering price of up to $20 million
from time to time over a three-year period. MLV, as sales agent, is obligated to use commercially reasonable efforts consistent with its normal
trading and sales practices and applicable laws, rules and regulations to sell shares of the Company s common stock based upon the Company s
instructions, including any price, time or size limits or other parameters or conditions the Company may impose. The Company pays MLV a
commission equal to three percent of the gross proceeds from sales of common stock pursuant to the ATM Agreement. During the three months
ended September 30, 2012, the Company raised gross proceeds of $7.0 million from the sale of 3,491,500 shares of common stock, resulting in
net proceeds of $6.8 million after issuance costs. There were no issuances under the ATM Agreement prior to the third quarter of 2012.

Private Equity Financing

In January 2011, the Company raised net proceeds of $13.9 million through the sale of 12,565,446 units at a price of $1.19375 per unit to a
group of institutional investors in a private equity financing. Each unit consisted of one share of the Company s common stock and a warrant to
purchase 0.35 shares of common stock. The warrants, exercisable for an aggregate of 4,397,904 shares of common stock, have an exercise price
of $1.38 per share and will expire in January 2018.

8. Accrued Expenses

Accrued expenses consisted of the following (in thousands):

September 30, December 31,
2012 2011
(unaudited)
Accrued clinical and research services $ 3,849 $ 2,492
Accrued compensation and benefits 626 679
Other 211 333
Total $ 4,686 $ 3,504

9. Commitments

The Company has entered into agreements with contract research organizations and other external service providers for services in connection
with the development of its product candidates. The Company was contractually obligated for up to approximately $3.2 million of future
services under these agreements as of September 30, 2012. The nature of the work being conducted under the Company s agreements with
contract research organizations is such that, in most cases, the services may be stopped with short notice. In such event, the Company would not
be liable for the full amount of the contract. The Company s actual contractual obligations may vary depending upon several factors, including
the progress and results of the underlying studies.

10. Recent Accounting Pronouncements

In June 2011, the Financial Accounting Standards Board ( FASB ) issued authoritative guidance which amended existing guidance related to the
presentation of comprehensive income. The Company adopted this guidance on January 1, 2012. The Company currently presents

comprehensive income (loss) consecutive to the presentation of net income (loss) within one continuous Condensed Consolidated Statements of
Operations and Comprehensive Loss for all periods presented. In December 2011, the FASB deferred a portion of the comprehensive income
guidance for the requirement to present on the face of the financial statements the effects of reclassifications out of accumulated other
comprehensive income on the components of net income and other comprehensive income. During the deferral period, entities should continue

to report reclassifications out of accumulated other comprehensive income consistent with previous presentation guidance.
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ITEM 2. MANAGEMENT S DI TON AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS
The following discussion and analysis of our consolidated financial condition and results of operations should be read in conjunction with our
unaudited condensed consolidated financial statements and related notes included in this quarterly report on Form 10-Q, or this Quarterly
Report, and the audited financial statements and notes thereto as of and for the year ended December 31, 2011 included with our Annual Report
filed with the SEC. Past operating results are not necessarily indicative of results that may occur in future periods.
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This Quarterly Report contains forward-looking statements. These forward-looking statements involve a number of risks and uncertainties. Such
forward-looking statements include statements about our strategies, objectives, expectations, discoveries, collaborations, clinical trials, product

candidates, proprietary and external programs, and other statements that are not historical facts, including statements which may be preceded by

the words believes, expects, hopes, may, will, plans, intends, estimates, could, should, would, continue, seeks, aim:
forma, anticipates, potential or similar words. For such statements, we claim the protection of the Private Securities Litigation Reform Act of

1995. Readers of this Quarterly Report are cautioned not to place undue reliance on these forward-looking statements, which speak only as of

the date on which they are made. We undertake no obligation to update publicly or revise any forward-looking statements. Actual events or

results may differ materially from our expectations. Important factors that could cause actual results to differ materially from those stated or

implied by our forward-looking statements include, but are not limited to, the risk factors identified in our filings with the SEC, including this

Quarterly Report.

Overview
Background

We are a biopharmaceutical company focused on innovative small molecule drugs that address unmet medical needs in neurological and related
central nervous system disorders. We have a pipeline of product candidates led by pimavanserin, which is in Phase III development as a
potential first-in-class treatment for Parkinson s disease psychosis. We are currently conducting several clinical trials in our Phase III program
with pimavanserin for Parkinson s disease psychosis, including a pivotal Phase I1I study, referred to as the -020 Study, designed to evaluate the
efficacy, tolerability and safety of pimavanserin as a treatment for patients with Parkinson s disease psychosis. We expect to report top-line
results from the -020 Study in November 2012. We hold worldwide commercialization rights to pimavanserin. Our pipeline also includes
clinical-stage programs for chronic pain and glaucoma in collaboration with Allergan, Inc. and two preclinical programs directed at Parkinson s
disease and other neurological disorders. All of our product candidates emanate from discoveries made using our proprietary drug discovery
platform.

We have incurred substantial operating losses since our inception due in large part to expenditures for our research and development activities.
As of September 30, 2012, we had an accumulated deficit of $360.9 million. We expect to continue to incur operating losses for at least the next
several years as we pursue the clinical development of our product candidates.

We maintain a website at www.acadia-pharm.com to which we regularly post copies of our press releases as well as additional information
about us. Our filings with the SEC are available free of charge through our website as soon as reasonably practicable after being electronically
filed with or furnished to the SEC. Interested persons can subscribe on our website to email alerts that are sent automatically when we issue
press releases, file our reports with the SEC or post certain other information to our website. Information contained in our website does not
constitute a part of this Quarterly Report.

Revenues

We have not generated any revenues from product sales to date and we do not expect to generate revenues from product sales for at least the
next several years, if at all. Our revenues to date have been generated substantially from payments under our current and past collaboration
agreements. As of September 30, 2012, we had received an aggregate of $114.2 million in payments under these agreements, including upfront
payments, research funding, milestone payments and reimbursed development expenses. We expect our revenues for the next several years to
consist primarily of revenues derived from payments under our current agreements with Allergan and potential additional collaborations, as well
as grant funding.

We currently are a party to three separate collaboration agreements with Allergan. Pursuant to our March 2003 collaboration agreement with
Allergan, we had received an aggregate of $19.3 million in payments as of September 30, 2012, consisting of an upfront payment, research
funding and related fees. This collaboration agreement is focused on the discovery of new therapeutics for ophthalmic indications and originally
provided for a three-year research term, which has been extended by the parties through March 2013. Our two other collaboration agreements
with Allergan involve the development of product candidates in the areas of chronic pain and glaucoma. We are eligible to receive payments
upon achievement of development and regulatory milestones, as well as royalties on future product sales, if any, under each of our three
collaboration agreements with Allergan. Each of our agreements with Allergan is subject to early termination upon specified events, including,
in the case of one of our agreements, if we have a change in control. Upon the conclusion of the research term under each agreement, Allergan
may terminate the agreement by notice.

In March 2009, we entered into a collaboration agreement with Meiji Seika Pharma. In July 2012, we and Meiji Seika Pharma jointly decided to
discontinue the development of the product candidate AM-831, which was being pursued under the collaboration, and the collaboration
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agreement was terminated pursuant to its terms. Under the agreement, we had received $3 million in non-refundable license fees as well as
payments for the reimbursement of development costs we had incurred in the collaboration. Upon the termination of this collaboration
agreement and the end of our related performance obligations, during the third quarter of 2012, we recognized all of the remaining unrecognized
deferred revenue from this collaboration.
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Research and Development Expenses

Our research and development expenses have consisted primarily of fees paid to external service providers, salaries and related personnel
expenses, facilities and equipment expenses, and other costs. We charge all research and development expenses to operations as incurred. Our
research and development activities are primarily focused on our most advanced product candidates, including pimavanserin. We currently are
responsible for all costs incurred in the development of pimavanserin as well as for the costs associated with our other internal programs. We are
not responsible for, nor have we incurred, development expenses in our collaborative programs for chronic pain and glaucoma, which we are
pursuing with Allergan. Pursuant to our collaboration focused on AM-831, Meiji Seika Pharma was responsible for all development expenses
incurred under the collaboration agreement, which was terminated in July 2012.

We use external service providers to manufacture our product candidates to be used in clinical trials and for the majority of the services
performed in connection with the preclinical and clinical development of our product candidates. We have used our internal research and
development resources, including our employees and discovery infrastructure, across several projects and many of our costs have not been
attributable to a specific project but were directed to broadly applicable research activities. Accordingly, we have not reported our internal
research and development costs on a project basis. To the extent that external expenses are not attributable to a specific project, they are included
in other external costs. The following table summarizes our research and development expenses for the three and nine months ended

September 30, 2012 and 2011 (in thousands):

Three Months Ended Nine Months Ended
September 30, September 30,
2012 2011 2012 2011
(unaudited) (unaudited)
External costs:
Pimavanserin $2,991 $2,545 $ 9,541 $ 7,661
AM-831 and other 151 395 674 966
Subtotal 3,142 2,940 10,215 8,627
Internal costs 1,101 1,089 3,228 3,875
Stock-based compensation 157 129 450 383
Total research and development $ 4,400 $4,158 $13,893 $ 12,885

At this time, due to the risks inherent in the clinical trial process and given the stage of development of our programs, we are unable to estimate
with any certainty the costs we will incur for the continued development of our product candidates for potential commercialization. Due to these
same factors, we are unable to determine the anticipated completion dates for our current research and development programs. Clinical
development timelines, probability of success, and development costs vary widely. While our current focus is primarily on advancing the clinical
development of pimavanserin, we anticipate that we will make determinations as to which programs to pursue and how much funding to direct
to each program on an ongoing basis in response to the scientific and clinical success of each product candidate, as well as an ongoing
assessment of each product candidate s commercial potential and our financial position. We cannot forecast with any degree of certainty which
product candidates will be subject to future collaborative or licensing arrangements, when such arrangements will be secured, if at all, and to
what degree such arrangements would affect our development plans and capital requirements.

We expect our external research and development expenses to continue to be substantial as we pursue the development of pimavanserin and our
other product candidates. The lengthy process of completing clinical trials and seeking regulatory approval for our product candidates requires
the expenditure of substantial resources. Any failure by us or delay in completing clinical trials, or in obtaining regulatory approvals could cause
our research and development expenses to increase and, in turn, have a material adverse effect on our results of operations.

General and Administrative Expenses

Our general and administrative expenses have consisted primarily of salaries and other costs for employees serving in executive, finance,
business development, and business operations functions, as well as professional fees associated with legal and accounting services, and costs
associated with patents and patent applications for our intellectual property.

Critical Accounting Policies and Estimates
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Our discussion and analysis of our financial condition and results of operations is based on our consolidated financial statements. We have
identified the accounting policies that we believe require application of management s most subjective judgments, often requiring the need to
make estimates about the effect of matters that are inherently uncertain and may change in subsequent periods. Our actual results may differ
substantially from these estimates under different assumptions or conditions.
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Revenue Recognition

We recognize revenues in accordance with authoritative guidance established by U.S. Generally Accepted Accounting Principles, or GAAP. Our
revenues are primarily related to our collaboration agreements, which may provide for various types of payments to us, including upfront
payments, funding of research and development, milestone payments, and licensing fees. Our collaboration agreements also include potential
payments for product royalties; however, we have not received any product royalties to date.

We consider a variety of factors in determining the appropriate method of accounting under our collaboration agreements, including whether the
various elements can be separated and accounted for individually as separate units of accounting. Where there are multiple deliverables
identified within a collaboration agreement that are combined into a single unit of accounting, revenues are deferred and recognized over the
expected period of performance. The specific methodology for the recognition of the revenue is determined on a case-by-case basis according to
the facts and circumstances of the applicable agreement.

Upfront, non-refundable payments that do not have stand-alone value are recorded as deferred revenue once received and recognized as revenues
over the expected period of performance. Revenues from non-refundable license fees are recognized upon receipt of the payment if the license
has stand-alone value, we do not have ongoing involvement or obligations, and we can determine the best estimate of the selling price for any
undelivered items. When non-refundable license fees do not meet all of these criteria, the license revenues are recognized over the expected
period of performance. Non-refundable payments for research funding are generally recognized as revenues over the period as the related
research activities are performed. Payments for reimbursement of external development costs are generally recognized as revenues using a
contingency-adjusted performance model over the expected period of performance. Payments received from grants are recognized as revenues as
the related research and development is performed and when collectability is reasonably assured.

We evaluate milestone payments on an individual basis and recognize revenues from non-refundable milestone payments when the earnings
process is complete and collectability is reasonably assured. Non-refundable milestone payments related to arrangements under which we have
continuing performance obligations are recognized as revenues upon achievement of the associated milestone, provided that (i) the milestone
event is substantive and its achievability was not reasonably assured at the inception of the agreement and (ii) the amount of the milestone
payment is reasonable in relation to the effort expended or the risk associated with the milestone event. Where separate milestone payments do
not meet these criteria, we recognize revenue using a contingency-adjusted performance model over the period of performance.

Accrued Expenses

We are required to estimate accrued expenses as part of our process of preparing financial statements. Examples of areas in which subjective
judgments may be required include costs associated with services provided by contract organizations for preclinical development, manufacturing
of clinical materials, and clinical trials. We accrue for costs incurred as the services are being provided by monitoring the status of the trials or
services provided, and the invoices received from our external service providers. In the case of clinical trials, a portion of the cost normally
relates to the projected cost to treat a patient in our trials and we recognize this cost over the term of the study based on the number of patients
enrolled in the trial on an ongoing basis. As actual costs become known to us, we adjust our accruals. To date, our estimates have not differed
significantly from the actual costs incurred. However, subsequent changes in estimates may result in a material change in our accruals, which
could also materially affect our balance sheet and results of operations.

Stock-Based Compensation

The fair value of each employee stock option and each employee stock purchase plan right granted is estimated on the grant date under the fair
value method using the Black-Scholes model, which requires us to make a number of assumptions including the estimated expected life of the
award and related volatility. The estimated fair values of stock options or purchase plan rights, including the effect of estimated forfeitures, are
then expensed over the vesting period. As of September 30, 2012, total unrecognized compensation cost related to stock options and purchase

plan rights was approximately $3.2 million, and the weighted average period over which this cost is expected to be recognized is 2.4 years.

Results of Operations
Fluctuations in Operating Results

Our results of operations have fluctuated significantly from period to period in the past and are likely to continue to do so in the future. We
anticipate that our quarterly and annual results of operations will be impacted for the foreseeable future by several factors, including the timing
and amount of payments received pursuant to our current and potential future collaborations, and the progress and timing of expenditures related
to our development efforts. Due to these fluctuations, we believe that the period-to-period comparisons of our operating results are not a good
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indication of our future performance.
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Comparison of the Three Months Ended September 30, 2012 and 2011
Revenues

Revenues increased to $3.5 million for the three months ended September 30, 2012 from $584,000 for the three months ended September 30,
2011. This increase was primarily due to the termination of our collaboration with Meiji Seika Pharma in July 2012, at which time we
recognized all of the remaining unrecognized deferred revenue from this collaboration. We recognized $3.0 million in revenues from this
collaboration for the three months ended September 30, 2012 compared to $112,000 for the three months ended September 30, 2011. Revenues
from our collaborations with Allergan totaled $294,000 for the three months ended September 30, 2012 compared to $278,000 for the three
months ended September 30, 2011. Revenues from our agreements with other parties, including our research and development grants, totaled
$190,000 for the three months ended September 30, 2012 compared to $194,000 for the three months ended September 30, 2011.

Research and Development Expenses

Research and development expenses increased to $4.4 million for the three months ended September 30, 2012, including $157,000 in
stock-based compensation, from $4.2 million for the three months ended September 30, 2011, including $129,000 in stock-based compensation.
The increase in research and development expenses was primarily due to $202,000 in increased external service costs associated with our Phase
III program for pimavanserin. External service costs totaled $3.1 million, or 71 percent of our research and development expenses, for the three
months ended September 30, 2012, compared to $2.9 million, or 71 percent of our research and development expenses, for the comparable
period in 2011.

General and Administrative Expenses

General and administrative expenses totaled $1.5 million for the three months ended September 30, 2012, including $331,000 in stock-based
compensation, and were comparable to our general and administrative expenses for the three months ended September 30, 2011.

Comparison of the Nine Months Ended September 30, 2012 and 2011
Revenues

Revenues increased to $4.5 million for the nine months ended September 30, 2012 from $1.5 million for the nine months ended September 30,
2011. This increase was primarily due to the termination of our collaboration with Meiji Seika Pharma in July 2012, at which time we
recognized all of the remaining unrecognized deferred revenue from this collaboration. We recognized a total of $3.2 million in revenues from
this collaboration for the nine months ended September 30, 2012 compared to $306,000 for the nine months ended September 30, 2011.
Revenues from our collaborations with Allergan totaled $842,000 for the nine months ended September 30, 2012 compared to $814,000 for the
nine months ended September 30, 2011. Revenues from our agreements with other parties, including our research and development grants,
totaled $469,000 for the nine months ended September 30, 2012 compared to $359,000 for the nine months ended September 30, 2011.

Research and Development Expenses

Research and development expenses increased to $13.9 million for the nine months ended September 30, 2012, including $450,000 in
stock-based compensation, from $12.9 million for the nine months ended September 30, 2011, including $383,000 in stock-based compensation.
The increase in research and development expenses was primarily due to $1.6 million in increased external service costs offset, in part, by
$580,000 in decreased facility, equipment and other costs associated with our internal research and development organization. External service
costs totaled $10.2 million, or 74 percent of our research and development expenses, for the nine months ended September 30, 2012, compared
to $8.6 million, or 67 percent of our research and development expenses, for the comparable period in 2011. The increase in external service
costs was largely attributable to increased clinical costs incurred in our Phase III program for pimavanserin.

General and Administrative Expenses

General and administrative expenses decreased to $4.7 million for the nine months ended September 30, 2012, including $929,000 in
stock-based compensation, from $6.1 million for the nine months ended September 30, 2011, including $807,000 in stock-based compensation.
The decrease in general and administrative expenses was primarily attributable to a net charge of $1.1 million incurred during the nine months
ended September 30, 2011 in connection with the termination of our Swedish facility lease as well as lower personnel and other administrative
expenses during the nine months ended September 30, 2012.

Table of Contents 23



Table of Contents

Edgar Filing: ACADIA PHARMACEUTICALS INC - Form 10-Q

12

24



Edgar Filing: ACADIA PHARMACEUTICALS INC - Form 10-Q

Table of Conten
Liquidity and Capital Resources

Since inception, we have funded our operations primarily through sales of our equity securities, payments received under our collaboration
agreements, debt financings, and interest income. As of September 30, 2012, we had received $348.5 million in net proceeds from sales of our
equity securities, including $6.9 million in debt we had retired through the issuance of our common stock, $114.2 million in payments from
collaboration agreements, $22.4 million in debt financing, and $22.2 million in interest income.

At September 30, 2012, we had $23.1 million in cash, cash equivalents and investment securities compared to $31.0 million at December 31,
2011. We expect that our current cash, cash equivalents and investment securities, together with anticipated payments from our existing
collaborations, will be sufficient to fund our operations into the second half of 2013.

We will require significant additional financing in the future to fund our operations. Our future capital requirements will depend on, and could
increase significantly as a result of, many factors, including:

the progress in, and the costs of, our clinical trials, preclinical studies and other research and development programs;

the scope, prioritization and number of research and development programs;

the ability of our collaborators and us to reach the milestones, or other events or developments, under our collaboration agreements;

our ability to enter into new, and to maintain existing, collaboration and license agreements;

the extent to which we are obligated to reimburse our collaborators or our collaborators are obligated to reimburse us for clinical trial
costs under our collaboration agreements;

the costs involved in filing, prosecuting, enforcing and defending patent claims and other intellectual property rights;

the costs of securing manufacturing arrangements for clinical or commercial production of product candidates;

the costs of preparing applications for regulatory approvals for our product candidates; and

the costs of establishing, or contracting for, sales and marketing capabilities if we obtain regulatory clearances to market our product

candidates.
Until we can generate significant continuing revenues, we expect to satisfy our future cash needs through strategic collaborations, private or
public sales of our equity securities, debt financings, grant funding, or by licensing all or a portion of our product candidates or technology. In
March 2012, we entered into the ATM Agreement with MLV, pursuant to which we may elect to issue and sell registered shares of our common
stock having an aggregate offering price of up to $20 million from time to time over a three-year period. MLV, as sales agent, is obligated to use
commercially reasonable efforts consistent with normal trading and sales practices and applicable laws, rules and regulations to sell shares of our
common stock based upon our instructions, including any price, time or size limits or other parameters or conditions we may impose. To date,
we have raised gross proceeds of $7.0 million from the sale of 3.49 million shares of common stock under the ATM Agreement.

We cannot be certain that funding from the ATM Agreement or other sources will be available to us on acceptable terms, or at all. Over the last
few years, turmoil and volatility in the financial markets have adversely affected the market capitalizations of many biotechnology companies
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and generally made equity and debt financing more difficult to obtain. This, coupled with other factors, may limit access to financing over the
near-term future. In particular, given the disappointing results from an initial Phase III Parkinson s disease psychosis trial with pimavanserin that
we announced in September 2009, any unfavorable outcome in our development of pimavanserin, which could potentially include the top-line
results from the -020 Study that we expect to report in November 2012, could have a material adverse effect on our ability to raise additional
capital.

If we cannot raise adequate additional capital in the future, we will be required to delay, further reduce the scope of, or eliminate one or more of
our research or development programs or our commercialization efforts. We also may be required to relinquish greater or all rights to product
candidates at an earlier stage of development or on less favorable terms than we would otherwise choose.

We have invested a substantial portion of our available cash in a money market fund and high quality, marketable debt instruments of
corporations, financial institutions and government sponsored enterprises. We have adopted an investment policy and established guidelines
relating to credit quality, diversification and maturities of our investments to preserve principal and maintain liquidity. All investment securities
have a credit rating of at least AA or Al+/p1 as determined by Moody s Investors Service and/or Standard & Poor s. Our investment portfolio has
not been adversely impacted by the disruption in the credit markets that has occurred during the last few years. However, if there is further and
expanded disruption in the credit markets, there can be no assurance that our investment portfolio will not be adversely affected in the future.
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Net cash used in operating activities increased to $15.3 million for the nine months ended September 30, 2012 from $14.6 million for the nine
months ended September 30, 2011. This increase was primarily due to changes in operating assets and liabilities, including a decrease in
deferred revenue, offset by a decrease in our net loss during the nine months ended September 30, 2012 and a non-cash charge of $806,000
incurred during the nine months ended September 30, 2011 in connection with the termination of our Swedish facility lease. Deferred revenue
decreased by $3.0 million during the nine months ended September 30, 2012 compared to a decrease in deferred revenue of $164,000 for the
comparable period of 2011. The decrease in deferred revenue for the nine months ended September 30, 2012 was primarily due to the
termination of our collaboration with Meiji Seika Pharma in July 2012, at which time we recognized all of the remaining unrecognized deferred
revenue from this collaboration.

Net cash provided by investing activities increased to $9.5 million for the nine months ended September 30, 2012 compared to $2.2 million for
the nine months ended September 30, 2011. Net cash provided by or used in investing activities has fluctuated significantly from period to
period primarily due to the timing of purchases and maturities of investment securities. The increase in net cash provided by investing activities
during the nine months ended September 30, 2012 compared to the nine months ended September 30, 2011 was primarily due to decreased
purchases of investment securities relative to the amount of maturities of investment securities in each respective period.

Net cash provided by financing activities decreased to $6.9 million for the nine months ended September 30, 2012 from $13.8 million for the
nine months ended September 30, 2011 due to decreased proceeds from sales of our equity securities. The net cash provided by financing
activities for the nine months ended September 30, 2012 was primarily attributable to $6.8 million in net proceeds received from the sale of our
common stock under the ATM Agreement. The net cash provided by financing activities for the nine months ended September 30, 2011 was
primarily due to $13.9 million in net proceeds received from our January 2011 private equity financing.

The following table summarizes our contractual obligations, including interest, at September 30, 2012 (in thousands):

Less than After
Total 1 Year 1-3 Years 4-5 Years 5 Years
Operating leases $353 $ 353 $ $ $
Debt 3 3
Total $ 356 $ 356 $ $ $

We have also entered into agreements with contract research organizations and other external service providers for services in connection with
the development of our product candidates. We were contractually obligated for up to approximately $3.2 million of future services under these
agreements as of September 30, 2012. The nature of the work being conducted under our agreements with contract research organizations is
such that, in most cases, the services may be stopped on short notice. In such event, we would not be liable for the full amount of the contract.
Our actual contractual obligations will vary depending upon several factors, including the progress and results of the underlying services.

In addition, we have entered into an agreement with the Ipsen Group pursuant to which we licensed certain intellectual property rights that
complement our patent portfolio. If certain conditions are met, we would be required to make future payments, including milestones,
sublicensing fees and royalties. The amount of potential future milestone payments is $10.5 million in the aggregate, which amount would be
offset by any sublicensing fees we may pay under the agreement. Because these milestone payments would only be payable upon the
achievement of specified regulatory events and it is uncertain when, or if, such events will occur, we cannot forecast with any degree of certainty
when, or if, we will be required to make payments under the agreement. Accordingly, none of these amounts are included in the above table.

Off-Balance Sheet Arrangements

To date, we have not had any relationships with unconsolidated entities or financial partnerships, such as entities referred to as structured finance
or special purpose entities, which are established for the purpose of facilitating off-balance sheet arrangements or other contractually narrow or
limited purposes. As such, we are not materially exposed to any financing, liquidity, market or credit risk that could arise if we had engaged in
these relationships.

Recent Accounting Pronouncements

See Item 1 of Part I, Notes to Condensed Consolidated Financial Statements Note 10 Recent Accounting Pronouncements.
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ITEM 3. ANTITATIVE AND ALITATIVE DISCL RES ABOUT MARKET RISK
Interest Rate Risk

We invest our excess cash in investment-grade, interest-bearing securities. The primary objective of our investment activities is to preserve
principal and liquidity. To achieve this objective, we invest in a money market fund and high quality marketable debt instruments of

corporations, financial institutions and government sponsored enterprises with contractual maturity dates of generally less than two years. All
investment securities have a credit rating of at least AA or Al+/p1 as determined by Moody s Investors Service and/or Standard & Poor s. We do
not have any direct investments in auction-rate securities or securities that are collateralized by assets that include mortgages or subprime debt. If
a 10 percent change in interest rates were to have occurred on September 30, 2012, this change would not have had a material effect on the fair
value of our investment portfolio as of that date.

ITEM4. CONTROLS AND PROCEDURES

We maintain disclosure controls and procedures that are designed to ensure that information required to be disclosed in our periodic and current
reports that we file with the SEC is recorded, processed, summarized and reported within the time periods specified in the SEC 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 timely decisions regarding required disclosure. In designing and evaluating the disclosure controls and
procedures, management recognized that any controls and procedures, no matter how well designed and operated, can provide only reasonable
and not absolute assurance of achieving the desired control objectives. In reaching a reasonable level of assurance, management necessarily was
required to apply its judgment in evaluating the cost-benefit relationship of possible controls and procedures. In addition, the design of any
system of controls also is based in part upon certain assumptions about the likelihood of future events, and there can be no assurance that any
design will succeed in achieving its stated goals under all potential future conditions; over time, control may become inadequate because of
changes in conditions, or the degree of compliance with policies or procedures may deteriorate. Because of the inherent limitations in a
cost-effective control system, misstatements due to error or fraud may occur and not be detected.

As of September 30, 2012, we carried out an evaluation, under the supervision and with the participation of our management, including our
Chief Executive Officer and Chief Financial Officer, of the effectiveness of the design and operation of our disclosure controls and procedures,
as defined in Rules 13a-15(e) and 15d-15(e) under the Securities Exchange Act of 1934, as amended. Based on this evaluation, our Chief
Executive Officer and Chief Financial Officer concluded that our disclosure controls and procedures were effective at the reasonable assurance
level as of September 30, 2012.

An evaluation was also performed under the supervision and with the participation of our management, including our Chief Executive Officer
and our Chief Financial Officer, of any change in our internal control over financial reporting that occurred during our last fiscal quarter and that
has materially affected, or is reasonably likely to materially affect, our internal control over financial reporting. That evaluation did not identify
any change in our internal control over financial reporting that occurred during our latest fiscal quarter that has materially affected, or is
reasonably likely to materially affect, our internal control over financial reporting.

PART II. OTHER INFORMATION

ITEM 1A. RISK FACTORS

You should consider carefully the following information about the risks described below, together with the other information contained in this
Quarterly Report and in our other public filings in evaluating our business. The risk factors set forth below that are marked with an asterisk

(*) contain changes to the similarly titled risk factor included in Item 1A to our Annual Report. If any of the following risks actually occurs, our
business, financial condition, results of operations and future growth prospects would likely be materially and adversely affected. In these
circumstances, the market price of our common stock would likely decline.

Risks Related to Our Business

We expect our net losses to continue for at least several years and are unable to predict the extent of future losses or when we will become
profitable, if ever.*
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We have experienced significant net losses since our inception. As of September 30, 2012, we had an accumulated deficit of approximately
$360.9 million. We expect to incur net losses over the next several years as we advance our programs and incur significant clinical development
costs.

We have not received, and do not expect to receive for at least the next several years, any revenues from the commercialization of our product
candidates. Substantially all of our revenues for the three and nine months ended September 30, 2012 were from our existing collaborations with
Allergan, our collaboration with Meiji Seika Pharma, which terminated in July 2012, and our agreements with other parties, including our
research and development grants. We anticipate that collaborations, which provide us with research funding and potential milestone payments
and royalties, and grant funding will continue to be our primary sources of revenues for the next several years.

15

Table of Contents 30



Edgar Filing: ACADIA PHARMACEUTICALS INC - Form 10-Q

Table of Conten

We cannot be certain that the milestones required to trigger payments under our existing collaborations will be reached or that we will secure
additional collaboration agreements. To obtain revenues from our product candidates, we must succeed, either alone or with others, in
developing, obtaining regulatory approval for, and manufacturing and marketing drugs with significant market potential. We may never succeed
in these activities, and may never generate revenues that are significant enough to achieve profitability.

We depend on collaborations with third parties to develop and commercialize selected product candidates and to provide substantially all of
our revenues.*

A key aspect of our strategy is to selectively enter into collaboration agreements with third parties. We currently rely, and will continue to rely,
on our collaborators for financial resources and for development, regulatory, and commercialization expertise for selected product candidates.
The ongoing research term of our agreements with Allergan will end in March 2013, unless extended, and additional payments from our
agreements with Allergan are dependent on successful advancement of our applicable product candidates. There is no guarantee that revenues
from our ongoing collaborations will continue at current or past levels. Given the current economic environment, it is possible that collaborators
may elect to reduce their external spending.

Our collaborators may fail to develop or effectively commercialize products using our product candidates or technologies because they:

do not have sufficient resources or decide not to devote the necessary resources due to internal constraints such as limited cash or
human resources or a change in strategic focus;

decide to pursue a competitive product developed outside of the collaboration; or

cannot obtain the necessary regulatory approvals.
For example, Allergan has announced that it is seeking a partner for further development and commercialization of drug candidates in our
chronic pain program. If Allergan is unable to successfully partner this program, it may elect to not pursue further development. In addition, any
partner that Allergan does identify may devote substantially less resources than Allergan has devoted to our chronic pain program to date.

Allergan can terminate our existing collaborations under specific circumstances, including in some cases the right to terminate without cause
upon prior notice. We may not be able to renew our existing collaborations on acceptable terms, if at all. We also face competition in our search
for new collaborators, if we seek a new partner for our pimavanserin program. Given the current economic environment, it is possible that
competition for new collaborators may increase. If we are unable to renew any existing collaboration or find new collaborations, we may not be
able to continue advancing our programs alone.

If we fail to obtain the capital necessary to fund our operations, we will be unable to successfully develop products.*

We have consumed substantial amounts of capital since our inception. Our cash, cash equivalents and investment securities totaled $23.1 million
at September 30, 2012. While we believe that our existing cash resources and anticipated payments from our existing collaborations will be
sufficient to fund our cash requirements into the second half of 2013, we will require significant additional financing in the future to continue to
fund our operations. Our future capital requirements will depend on, and could increase significantly as a result of, many factors including:

the progress in, and the costs of, our preclinical studies and clinical trials and other research and development programs;

the scope, prioritization and number of our research and development programs;

the ability of our collaborators and us to reach the milestones, and other events or developments, triggering payments under our
collaboration agreements or to otherwise make payments under these agreements;
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our ability to enter into new, and to maintain existing, collaboration and license agreements;

the extent to which we are obligated to reimburse our collaborators or our collaborators are obligated to reimburse us for clinical trial
costs under our collaboration agreements;

the costs involved in filing, prosecuting, enforcing and defending patent claims and other intellectual property rights;

the costs of securing manufacturing arrangements for clinical or commercial production;

the costs of preparing applications for regulatory approvals for our product candidates;

the costs of establishing or contracting for sales and marketing capabilities if we obtain regulatory clearances to market our product
candidates; and

the costs associated with litigation.
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Until we can generate significant continuing revenues, we expect to satisfy our future cash needs through our existing cash, cash equivalents and
investment securities, strategic collaborations, private or public sales of our securities, debt financings, grant funding, or by licensing all or a
portion of our product candidates or technology. Turmoil and volatility in the financial markets have adversely affected the market
capitalizations of many biotechnology companies, and generally made equity and debt financing more difficult to obtain. This, coupled with
other factors, may limit our access to additional financing over the near-term future. This could have a material adverse effect on our ability to
access sufficient funding. We cannot be certain that additional funding will be available to us on acceptable terms, if at all. If funds are not
available, we will be required to delay, reduce the scope of, or eliminate one or more of our research or development programs or our
commercialization efforts. Additional funding, if obtained, may significantly dilute existing stockholders.

We do not have a partner for the development of our lead product candidate, pimavanserin, and are solely responsible for the advancement
of this program.*

Following the September 2010 merger of Biovail Corporation with Valeant, we entered into an agreement with Biovail, in October 2010, to end
our collaboration regarding North American rights to pimavanserin. This agreement allowed us to regain the rights that we had licensed to
Biovail and receive a one-time payment of $8.75 million. Pursuant to the collaboration, Biovail had been responsible for funding development of
pimavanserin, and seeking regulatory approval for and any future marketing of pimavanserin in North America. Following the end of the
collaboration, we have full responsibility for the pimavanserin program throughout the world. We expect our research and development costs for
continued development of pimavanserin to be substantial. While we are running the ongoing trials for pimavanserin, we would need to add
resources and raise additional funds in the future in order to take this product candidate to market, if we do not secure another partner.

Our most advanced product candidates are in clinical trials, which are long, expensive and unpredictable, and there is a high risk of
failure.*

Preclinical testing and clinical trials are long, expensive and unpredictable processes that can be subject to delays. It may take several years to
complete the preclinical testing and clinical development necessary to commercialize a drug, and delays or failure can occur at any stage.
Interim results of clinical trials do not necessarily predict final results, and success in preclinical testing and early clinical trials does not ensure
that later clinical trials will be successful. A number of companies in the pharmaceutical and biotechnology industries have suffered significant
setbacks in advanced clinical trials even after promising results in earlier trials.

Our drug development programs are at various stages of development and the historical rate of failures for product candidates is extremely high.
In fact, we recently ended Phase I testing of AM-831 and have previously had an unsuccessful Phase III trial with our most advanced product
candidate, pimavanserin. We are currently conducting the -020 Study, a Phase III trial with pimavanserin for the treatment of Parkinson s disease
psychosis that we initiated in the third quarter of 2010. An unfavorable outcome in the -020 Study would be a major set-back for the program

and for us, generally. In particular, an unfavorable outcome in this or other studies in our pimavanserin program may require us to delay, reduce
the scope of, or eliminate this program and could have a material adverse effect on us and the value of our common stock. In addition to our
pimavanserin program, we also have clinical programs in collaboration with Allergan for the treatment of chronic pain and glaucoma, which are
in Phase II and Phase I development, respectively.

In connection with clinical trials, we face risks that:

a product candidate may not prove to be efficacious;

patients may die or suffer other adverse effects for reasons that may or may not be related to the product candidate being tested;

the results may not confirm the positive results of earlier trials; and

the results may not meet the level of statistical significance required by the FDA or other regulatory agencies.
If we do not successfully complete preclinical and clinical development, we will be unable to market and sell products derived from our product
candidates and to generate product revenu