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Cautionary Note Regarding Forward Looking Statemens

On November 26, 2013, Egalet Corporation (the “Canyy) acquired all of the outstanding shares ofl&gamited (“Egalet UK”). As
a result, Egalet UK became a wholly-owned subsjdidithe Company, and the former shareholders alddJK received shares of the
Company (the “Share Exchange”). Unless the conteltates otherwise, as used in this Quarterly RepoForm 10-Q, the terms “Egalet,”
“we,” “us,” “our,” “our company” and “our businesséfers to the Company for all periods subsequetti¢ Share Exchange, and to Egalet
UK for all periods prior to the Share Exchange. Hualet logo is our trademark and Egalet is ouisteged trademark. All other trade names,
trademarks and service marks appearing in thist@daReport on Form 10-Q are the property of thegpective owners. We have assumed
that the reader understands that all such termscamee-indicating. Accordingly, such terms, whiestimentioned in this Quarterly Report on
Form 10-Q, appear with the trade name, trademasleiice mark notice and then throughout the redwaiof this Quarterly Report on
Form 10-Q without the trade name, trademark orisemark notices for convenience only and shouldoeaconstrued as being used in a
descriptive or generic sense. Unless otherwiseated, all statistical information provided about business in this report is as of June 30,
2014.
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PART |
ITEM 1. FINANCIAL STATEMENTS
Egalet Corporation and Subsidiaries

Consolidated Balance Sheets

December 31, 201 June 30, 201«

(unaudited)
Assets
Current asset:
Cash and cash equivalel $ 15,700,000 $ 69,259,00
Related party receivab — 345,00(
Prepaid expenst 1,774,00 526,00(
Other receivables 231,00( 230,00(
Total current assets 17,705,00 70,360,00
Property and equipment, r 2,378,001 2,476,00!
Intangible asse 209,00( 208,00(
Deposits and other assets 71,00( 2,087,00!
Total assets $ 20,363,000 $ 75,131,00
Liabilities, redeemable convertible preferred stockand stockholder? (deficit) equity
Current liabilities:
Related party senior convertible debt, net of dist: $ 17,209,000 $ —
Accounts payabl 1,046,001 2,507,001
Accrued expense 1,755,00! 1,551,001
Deferred revenu — 551,00(
Other current liabilities 55,00( 74,00(
Total current liabilities 20,065,00 4,683,00!
Deferred income tax liabilit 22,00( 22,00(
Deferred revenue — non-current portion 10,149,00 9,188,00!
Total liabilities 30,236,00 13,893,00
Commitments and contingencies (Note
Redeemable convertible preferred stc
Redeemable convertible Series A-1 preferred stodk-84$par value; 1,406,894 shares and O st
issued and outstanding at December 31, 2013 ared3Wr2014, respective 1,443,00! —
Redeemable convertible Series A-2 preferred stodk-84$par value; 593,106 shares and 0 shares
issued and outstanding at December 31, 2013 ared3r2014, respective 770,00( —
Redeemable convertible Series B preferred stock8i3ar value; 2,327,301 shares and 0 shar
issued and outstanding at December 31, 2013 ared3r2014, respective 12,628,00 —
Redeemable convertible Series B-1 preferred stodk84$par value; 113,916 shares and 0 shares
issued and outstanding at December 31, 2013 ared3yr2014, respective 116,00( —
Total redeemable convertible preferred stock 14,957,00 —
Stockholder’ (deficit) equity:
Common stock—$0.01 par value and $0.001 par vadlDeeember 31, 2013 and June 30, 2014,
respectively; 75,000,000 shares authorized at 3Qn2014; 1,292,307 and 17,258,663 shares
issued and outstanding at December 31, 2013 ared3yr2014, respective 13,00( 17,00(
Additional paic-in capital 7,431,00! 118,017,00
Accumulated other comprehensive inca 1,125,001 1,176,001
Accumulated deficit (33,399,00) (57,972,00)
Total stockholders’ (deficit) equity (24,830,00) 61,238,00
Total liabilities, redeemable convertible preferstdck and stockholders’ (deficit) equity $ 20,363,000 $ 75,131,00

See accompanying notes to unaudited consolidataddial statements.
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Egalet Corporation and Subsidiaries

Consolidated Statements of Operations (Unaudited)

Three Months Ended

Six Months Ended

June 30, June 30,
2013 2014 2013 2014
Related party revenut $ — $ 490,00 $ — $ 746,00(
Operating Expense
General and administratiy 1,116,001 4,728,00! 1,971,001 7,996,001
Research and developme 1,200,00! 7,361,00! 2,163,001 10,141,00
Total operating expens 2,316,00! 12,089,00 4,134,001 18,137,00
Loss from operation (2,316,00i) (11,599,00) (4,134,001 (17,391,00)
Other income (expense
Interest expense (incom 1,367,00! (4,000 1,367,001 7,088,001
Loss (gain) on foreign currency exchat 11,00( 47,00( (11,000 43,00(
1,378,00! 43,00( 1,356,00! 7,131,001
Loss before provision for income tax (3,694,001 (11,642,00) (5,490,001 (24,522,00)
Provision for income taxe — 16,00( — 51,00(
Net loss $ (3,694,000 $ (11,658,00) $ (5,490,00) $ (24,573,00)
Per share informatiot
Net loss per share of common stock, basic andedi $ (2.8¢) $ 079 $ 4.25 $ (1.92)
Weighted average shares outstanding, basic aned 1,292,30 15,887,50 1,292,30° 12,780,14

See accompanying notes to unaudited consolidataddial statements.
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Egalet Corporation and Subsidiaries

Consolidated Statements of Comprehensive Loss (Undited)

Three Months Ended Six Months Ended
June 30, June 30,
2013 2014 2013 2014
Net loss $ (3,694,000 $ (11,658,00) $ (5,490,00) $ (24,573,00)
Other comprehensive income (los
Foreign currency translation adjustm 30,00( (54,000 (25,000 51,00(
Comprehensive los $ (3,664,000 $ (11,712,00) $ (5,515,000 $ (24,522,00)

See accompanying notes to unaudited consolidataddial statements.
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Egalet Corporation and Subsidiaries

Consolidated Statements of Changes in Redeemabler@ertible Preferred Stock and Stockholders’ (Defid) Equity

For the Six Months Ended June 30, 2014

(unaudited)

Redeemable Convertible Preferred Stoc|

Stockholders’ (Deficit) Equity

Common Stock

Series A1 Series /-2 Series B Series E-1 $0.001 Additional Accumulated
Number Number Number Number Number Comprehensive
of of of of of Par Paid-in
Shares Amount Shares Amount Shares Amount Shares Amount Shares Value  Capital Income Total

Balance

December 31,

2013

Issuance o
common stoc
upon
conversion of
related party
convertible
debt

Issuance o
common stoc
upon exercise
of common
stock warrant

Issuance o
common stoc
in connection
with IPO, net
of offering
costs of
$6,502,00(

Issuance o
common stoc
upon
conversion of
convertible
preferred

1,406,89: $1,443,00!

593,10¢ $770,00( 2,327,30 $12,628,00' 113,91¢$116,00( $14,957,00 1,292,30$13,00($ 7,431,001$ (33,399,00)$

— 2,585,74!

— 600,00(

— 4,830,001

stock (1,406,89) (1,443,00)(593,10() (770,000(2,327,30) (12,628,00)(113,91() (116,000 (14,957,00) 5,329,45

Issuance o
common stoc
to Shionogi,
net of offering
costs of
$1,050,00¢

Issuance o
restricted
shares of
common

Stocl-basec
compensation
expense

Foreign currenc!
translation
adjustmen

Net loss

— 1,250,001

— 1,371,161

3,00¢

1,00¢

5,00(

(7,000

1,00¢

1,00¢

24,710,00

(1,000

51,458,00

14,964,00

13,949,00

(1,000

5,507,001

— _ (24,573,00)

1,125,001$(24,830,00)

— 24,713,00

— 51,463,00

— 14,957,00

— 13,950,00

— 5,507,00¢

51,000 51,00
— (24,573,00)

Balance, June 3l
2014

—$

— 17,258,66$17,00( $118,017,00 $ (57,972,00)$

1,176,00$ 61,238,00

See accompanying notes to unaudited consolidataddial statements.

4




Table of Contents
Egalet Corporation and Subsidiaries
Consolidated Statements of Cash Flows

(unaudited)

Six Months Ended June 30

2013 2014
Operating activities
Net loss $  (5,490,00) (24,573,00)
Adjustments to reconcile net loss to net cash usegerating activities
Depreciation and amortizatic 207,00( 311,00(
Stocl-based compensatic — 5,507,00!
Noncash interes 1,331,001 6,987,00i
Deferred income taxes, n — —
Changes in assets and liabiliti
Related party receivab — (345,00()
Prepaid expense (474,000 (326,000
Other receivable 14,00( (2,000
Other current asse (8,000 —
Accounts payabl (850,000 1,527,00
Accrued expense 48,00( 319,00(
Deferred revenu 1,00(¢ (262,00()
Other current liabilities 36,00( 19,00(
Net cash used in operating activit (5,185,001 (10,837,00)
Investing activities
Payments for purchase of property and equipr (132,000 (482,00()
Deposits for purchases of property and equipment (1,000) (2,017,000
Net cash used in investing activiti (133,000 (2,499,001
Financing activities
Proceeds from issuance of convertible ¢ 5,000,001 —
Proceeds from IPO, net of co. — 53,032,00
Proceeds from issuance of common stock, net o§cost — 13,950,00
Net cash provided by financing activiti 5,000,00! 66,982,00
Effect of foreign currency translation on cash 22,00( (87,000
Net increase (decrease) in cash and cash equis (296,000 53,559,00
Cash and cash equivalents—beginning of period 3,404,00! 15,700,00
Cash and cash equivalents—end of period $ 3,108,001 69,259,00
Non-cash financing activities
Conversion of convertible preferred stock $ — 14,957,00
Conversion of related party convertible debt $ - 24.,713,00

See accompanying notes to unaudited consolidataddial statements.

5




Table of Contents
Egalet Corporation and Subsidiaries
Notes to Unaudited Consolidated Financial Statemest
As of December 31, 2013 and June 30, 2014
and for the Three and Six Months Ended June 30, 2@land 2014
1. Organization and Description of the Business

Egalet Corporation (the “Company”) is a specialiyapnaceutical company developing and planning toraercialize proprietary,
abuse-deterrent pharmaceutical products for tlanrent of pain and in other indications. The Comypa&as incorporated in Delaware in
August 2013 and until its IPO in February 2014, hathinal assets and no operations. Egalet Limltedalet UK”), incorporated in
July 2010 in England and Wales, owned all of thenBany’s current assets and operations and acathiesd in July 2010 pursuant to an
agreement to purchase the business and certaits a&galet A/S, which was founded under the laiMdenmark. This transaction was
accounted for as a business combination. In Nove2ibi3, all of the issued and outstanding ordirsfigres and preferred shares of Egalet
UK were exchanged for an identical number of shafe®mmon stock and preferred stock of the Compamch resulted in Egalet UK
becoming a wholly-owned subsidiary of the Compaks/Egalet UK and Egalet US Inc. are entities ura@nmon control, the consolidated
financial statements reflect the historical cargyiralues of Egalet UK’s assets and liabilities @adesults of operations as if they were
consolidated for all periods presented. As a ragfutiese transactions, the Company has a late-gtagfolio of product candidates that are
being developed using the Company’s broad-basegldilivery platform specifically designed to resisinipulation, to prevent easy
extraction and to deter the abuse of medicatioagrown routes of abuse, including chewing, sngrtimd injecting. The Comparsyproduc
candidates being developed using its proprietargréian Technology™ offer a tailored pharmacokinptiafile, lack a significant food effect
and resist the effect of alcohol dose dumping. Chepany’s technology platform can be used withaatrange of opioids and non-opioids.
The Company has filed patents to protect its ineastcovering both the technology and product-djmepatents.

Initial Public Offering

On February 11, 2014, 4,200,000 shares of comnumk stere sold on the Company’s behalf at an ingidlic offering (“IPO”)
price of $12.00 per share, for aggregate grosseeax of $50.4 million. On March 7, 2014, in coni@ttvith the exercise by the underwrit
of a portion of the over-allotment option grantedttem as a part of the Company’s IPO, 630,000tiadei shares of common stock were
sold by the Company at the IPO price of $12.00shere, for aggregate gross proceeds of approxiy®ifeb million. In addition, as part of
the IPO, the Company converted all of its convégtireferred stock and related party senior coiblertdebt into 5,329,451 and 2,585,745
shares of common stock, respectively. Also, Shiohaogited (“Shionogi”), the Company’s collaboratigrartner, purchased 1,250,000 shares
of the Company’s common stock in a separate priplaeement concurrent with the completion of th® B a price per share equal to $12.00
per share, for aggregate gross proceeds of $1Hi6rmiThe sale of such shares has not and willbgotegistered under the Securities Act of
1933, as amended. In addition, the 2013 relatety panior convertible debt holders automaticallgreised 600,000 warrants for shares of
common stock at an exercise price of $0.0083 panesh

The Company paid to the underwriters discountscamimissions of approximately $5.1 million in conti@c with the offering,
including discounts and commissions from the eserof the over-allotment option. In addition, then@pany incurred expenses of
approximately $2.4 million in connection with thEesing, which when added to the underwriting disets and commissions paid by the
Company, amounts to total expenses of approxim&®2f million. Thus, the net proceeds to the Corggeam the IPO, after deducting
underwriting discounts and commissions and offeargenses, were approximately $51.5 million. Additlly, after deducting the expenses
related to the private placement with Shionogi,rteeproceeds to the Company from the private phece: were approximately $14.0 million.
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Liquidity

The Company has incurred recurring operating losse® inception. As of June 30, 2014, the Compsat/an accumulated deficit
of $58.0 million and will require substantial adalital capital to fund its research and developmEné¢ Company reasonably expects that the
net proceeds from the Company'’s IPO, together itdthreexisting cash and cash equivalents, wilbén# to fund its operating expenses and
capital expenditure requirements through June @052The Company anticipates operating lossesntireee for the foreseeable future due
to, among other things, costs related to reseanutiifig, development of its product candidates sndreclinical programs, and the
development of its administrative organization.ths Company continues to incur losses, a transitigmofitability is dependent upon the
successful development, approval and commerciaizaff its product candidates and the achievemeatlevel of revenue adequate to
support the Company’s cost structure. The Compaay mever achieve profitability, and unless andliintioes, the Company will continue
to need to raise additional capital. Managemeenhids to fund future operations through the sakxjofty, debt financings or other sources,
including potential additional collaborations. Thean be no assurances, however, that additiondirfg will be available on terms
acceptable to the Company, or at all.

Forward Stock Split

In connection with preparing for the IPO, the Comyga board of directors and stockholders approvéd®ao 1 forward stock split of
the Company’s common stock. The forward stock ggitame effective on January 21, 2014. All shadepem share amounts in the financial
statements and notes thereto have been retrogcaidplsted for all periods presented to give effedhis forward stock split, including
reclassifying an amount equal to the increase irvalme of common stock to additional paid-in cabpit

2. Summary of Significant Accounting Policies and Bsis of Accounting
Basis of Presentation

The unaudited consolidated financial statementpapared in conformity with U.S. generally accepdecounting principles
(“GAAP”) for interim financial information. Certain informah and footnotes normally included in consoliddiedncial statements prepal
in accordance with U.S. GAAP have been condensethited pursuant to the rules and regulationhef3ecurities and Exchange
Commission (“SEC”) for quarterly reports on FormQ0The Company’s consolidation policy requires¢basolidation of entities where a
controlling financial interest is held. All intenegpany balances and transactions have been elidimat®nsolidation.

The accompanying consolidated financial informaabdune 30, 2014 and for the three and six mamtsd June 30, 2013 and
2014, is unaudited. The interim unaudited finanstatements have been prepared on the same bdsessamual audited financial statements
and, in the opinion of management, reflect all atipents, which include only normal recurring adpeshts, necessary for the fair stateme;
the Company’s financial position as of June 30,£281dd for the three and six months ended June@@® and 2014. The financial data and
other information disclosed in these notes rel&etie three and six months ended June 30, 2012G@hd are not necessarily indicative of
results to be expected for the year ending Dece®be2014, any other interim periods or any futygar or period. These unaudited
consolidated financial statements should be readmjunction with the audited consolidated finahstatements and the notes thereto for the
year ended December 31, 2013 filed on March 314 20th the SEC

The Companys significant accounting policies are describebate 2 of the Notes to the Consolidated Finandiateésnents include
in the Company’s Annual Report on Form 10-K for ylear ended December 31, 2013. Since the dat®sé tinancial statements, there have
been no changes to the Company’s significant adoaupolicies, except where noted below.
Reclassification

Certain reclassifications were made to prior pedotbunts to conform to the current period presemtat

Fair Value Measurements

The carrying amounts reported in the Company’s alideted financial statements for cash, accourtsivable, accounts payable,
accrued liabilities, and notes payable approxirttadé respective fair values because of the skeont+nature of these accounts.

7
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Fair value is defined as the price that would lmeired to sell an asset or paid to transfer alitglin the principal or most advantageous
market for the asset or liability in an orderlyrtsaction between market participants on the meammedate.

Fair value should be based on the assumptionsrthiket participants would use when pricing an assbability and is based on a fair
value hierarchy that prioritizes the informatioredgo develop those assumptions. The fair valueltby gives the highest priority to quoted
prices in active markets (observable inputs) aedditvest priority to the Company’s assumptions hssovable inputs). Fair value
measurements should be disclosed separately biwithén the fair value hierarchy. For assets aadilities recorded at fair value, it is the
Company’s policy to maximize the use of observéatpeits and minimize the use of unobservable inpdiisn developing fair value
measurements, in accordance with established daievhierarchy.

Fair value measurements for assets and liabilitiesre there exists limited or no observable maik¢d are based primarily upon
estimates, and often are calculated based on tmatgc and competitive environment, the charadtesi®f the asset or liability and other
factors. Therefore, the results cannot be deteminivith precision and may not be realized in analcdale or immediate settlement of the
asset or liability. Additionally, there may be @rent weaknesses in any calculation techniquechadges in the underlying assumptions
used, including discount rates and estimates aféutash flows, could significantly affect the lsof current or future values. From time to
time, the Company may be required to record atvae other assets on a nonrecurring basis, suabsets held for sale and certain other
assets. These nonrecurring fair value adjustmgpisatly involve application of lower-of-cost-or-mi@t accounting or write-downs of
individual assets.

The Company groups assets and liabilities at ey in three levels, based on the markets in witierassets and liabilities are traded
the reliability of the assumptions used to detemfair value. These levels are:

Level 1—Valuations for assets and liabilities traded itivecexchange markets, such as the New York Stoack&nhge.

Level 2—Valuations for assets and liabilities that carobtained from readily available pricing sourcesin@dependent providers
for market transactions involving similar assetdiatilities. The Company’s principal markets foese securities are the secondary
institutional markets, and valuations are basedlmervable market data in those markets.

Level 3—Valuations for assets and liabilities that arewdet from other valuation methodologies, includamgion pricing models,
discounted cash flow models and similar technigaed,are not based on market exchange or dealbroker-traded transactions.
Level 3 valuations incorporate certain assumptams projections in determining the fair value assijto such assets or liabilities.

Level 3 valuations are for instruments that aretreated in active markets or are subject to transfgrictions and may be adjusted to
reflect illiquidity and/or non-transferability, viitsuch adjustment generally based on available @haskidence. In the absence of such
evidence, management’s best estimate is used.

An adjustment to the pricing method used withihesitLevel 1 or Level 2 inputs could generate avalue measurement that effectively
falls in a lower level in the hierarchy. The Comp#rad no assets or liabilities classified as Ldvel Level 2 as of December 31, 2013 and
June 30, 2014 and there were no material re-measumts of fair value with respect to financial assetd liabilities, during those years, other
than those assets and liabilities that are measuridr value on a recurring basis. There weré&raiasfers between Level 1 and Level 2 in any
of the periods reported.

Revenue Recognition

During 2013, the Company entered into a collabeeatesearch and license agreement with Shionogitditms of this agreement
contain multiple deliverables which include (i)ditses; (ii) research and development activities(éihdertain of the Company'’s core
technologies and improvements thereon. In all imsta, revenue is recognized only when the prifiges or determinable, persuasive
evidence of an arrangement exists, delivery hagroed or the services have been rendered, coliéttadf the resulting receivable is
reasonably assured, and the Company has fulfitgoerformance obligations under the contract. Company has adopted the provisions of
Accounting Standards Update (“ASU”) 2009-13,
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“Multiple-Deliverable Revenue Arrangements,” whiglmends ASC 605-25, and also adopted ASU 2010-184éRue Recognition—
Milestone Method.” In accordance with ASU 2009-tt® Company considered whether the deliverableenthé arrangement represent
separate units of accounting. In determining thiswof accounting, management evaluates certderi@j including whether the deliverables
have stand-alone value. See Note 8. License arldi@oation Agreement for further discussion of @@mpanys accounting for collaborati
research and license agreement.

Stock-Based Compensation

The Company accounts for stock-based compensatiaccordance with the provisions of ASC Topic @8mpensation—Stock
Compensation(ASC 718), which requires the recognition of exgerelated to the fair value of stock-based comgt@msawards in the
Statements of Operations and Comprehensive Loss.

For stock options issued to employees and memii¢ing @oard for their services on the Board, thenPany estimates the grant
date fair value of each option using the Black-$&hoption-pricing model. The use of the Black- &eh option pricing model requires
management to make assumptions with respect texibected term of the option, the expected vohatiftthe common stock consistent with
the expected life of the option, risk-free inteneges, the value of the common stock and expetitédiend yields of the common stock. For
awards subject to service-based vesting conditibiesCompany recognizes stock-based compensatimneg, net of estimated forfeitures,
equal to the grant date fair value of stock options straight-line basis over the requisite serpieriod, which is generally the vesting term.
For awards subject to both performance and sehésed vesting conditions, the Company recogninek4tased compensation expense
using the accelerated attribution method whenptdabable that the performance condition will beieeed. Forfeitures are required to be
estimated at the time of grant and revised, if agagy, in subsequent periods if actual forfeituliéfer from those estimates.

Share-based payments issued to non-employeescareled at their fair values, and are periodicadlyalued as the equity
instruments vest and are recognized as expensetavezlated service period in accordance withptioeisions of ASC 718 and ASC Topic
505,Equity. See Note 6 for a discussion of the assumptioed bg the Company in determining the grant dateviaue of options granted
under the Black-Scholes option pricing model, al asea summary of the stock option activity untter Company’s stock-based
compensation plan for the three and six monthsaddee 30, 2014.

The stock-based compensation expense for reststbe# awards is determined based on the closinganhprice of the Company’s
common stock on the grant date of the awards appi¢he total number of awards that are anticihédevest.

Income Taxes

Income taxes are recorded in accordance with ASEGcT&0, Income TaxeASC 740), which provides for deferred taxes using
asset and liability approach. The Company recognilegerred tax assets and liabilities for the etqubfuture tax consequences of events that
have been included in the financial statementsoréturns. Deferred tax assets and liabilitiesdatermined based on the difference between
the financial statement and tax bases of assetBadnilities using enacted tax rates in effectttoe year in which the differences are expected
to reverse. Valuation allowances are providedagdul upon the weight of available evidence, itasatikely than not that some or all of the
deferred tax assets will not be realized.

The Company accounts for uncertain tax positiorectordance with the provisions of ASC 740. Wheceutain tax positions exist,
the Company recognizes the tax benefit of tax jprstto the extent that the benefit will more likéhan not be realized. The determinatiol
to whether the tax benefit will more likely thantie realized is based upon the technical meriteefax position as well as consideration of
the available facts and circumstances. As of Deeer@b, 2013 and June 30, 2014, the Company dodsametany significant uncertain tax
positions.

Recent Accounting Pronouncements

In May 2014, the Financial Accounting Standardsrddqa-FASB”) issued Accounting Standards Update ((R52014-09 “Revenue
from Contracts with Customers”. ASU 2014-09 is enpoehensive new revenue recognition model requaingmpany to recognize revenue
to depict the transfer of goods or services tostaruer at an amount reflecting the consideratiexjiects to receive in exchange for those
goods or services. ASU 2014-09 may be applied usithgr a full retrospective or a modified retrasipee approach and is effective for the
Company’s fiscal years, and interim periods witthiose years, beginning after December 15, 2016early adoption is not permitted. The
Company is currently evaluating
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the impact of this amendment to its financial gositand results of operations.

In June 2014, the FASB issued ASU No. 2014-12, “Gensation - Stock Compensation (Topic 718): Accogrfor Share-Based
Payments When the Terms of an Award Provide tiRgréormance Target Could be Achieved after the RégquService Period,” (“ASU
2014-12"). ASU 2014t2 requires that a performance target that affezdting, and that could be achieved after the siguservice period, |
treated as a performance condition. As such, tifeqeance target should not be reflected in esimgahe grant date fair value of the award.
This update further clarifies that compensatiort sbsuld be recognized in the period in which itdraes probable that the performance
target will be achieved and should represent timepemsation cost attributable to the period(s) fbicly the requisite service has already been
rendered. The Company does not anticipate thadbption of this standard will have a material it its financial statements.

3. Net Loss Per Common Share

The following table sets forth the computation aiz and diluted net loss per share for the peiirudisated:

Three Months Ended June 30 Six Months Ended June 3(
2013 2014 2013 2014
Basic and diluted net loss per common share cdionl:
Net loss attributable to common stockholc $ (3,694,000 $ (11,658,00) $ (5,490,000 $ (24,573,00)
Weighted average common shares outstanding 1,292,30 15,887,50 1,292,30° 12,780,14
Net loss per share of common st—basic and diluted $ (2.86) $ (079 $ (4.25 $ (1.92)

The following outstanding securities for the thasl six months ended June 30, 2013 and 2014 havedxeluded from the
computation of diluted weighted shares outstandisghey would have been anti-dilutive:

Three Months Ended June 30 Six Months Ended June 30

2013 2014 2013 2014
Redeemable convertible preferred stock 4,441,21 — 4,441,21 —
Options outstandin — 121,29: — 121,29:
Unvested Restricted Stock Awards — 1,371,16! — 1,371, 16
Total 4,441,21 1,492,45: 4,441,221 1,492,45:

4. Intangible Asset

In connection with the acquisition of Egalet A/Be tCompany recognized an in-process research amtbgenent (“IPR&D”) asset related to
the drug delivery platform specifically designechidp deter physical abuse of pain medications.IPR&D is considered an indefinite-lived
intangible asset and is assessed for impairmentadigror more frequently if impairment indicators®t. As of December 31, 2013 and
June 30, 2014, the carrying value of IPR&D was $209, and $208,000, respectively.

5. Related Party Senior Convertible Debt, Net of Bicount

In April 2013, the Company entered into a $5.0 imillconvertible loan with several of its equity @stors to provide the Company
with funding to meet its short-term obligations.eTlban bears interest at an annual rate of 6% asdoniginally scheduled to mature on
December 31, 2013. During December 2013, the ntatdiate was extended to April 26, 2014. The loalhavitomatically convert into shares
of common stock or convertible preferred series Basies B-1 stock, as applicable, upon (i) theialp of an IPO that yields a minimum of
approximately $20 million in net proceeds to therany at a per share price that values the Comaayninimum of $105.4 million (ii) tt
affirmative vote of at least sixty-five percent ¢6pof the outstanding loan amount, or (iii) a chaimgcontrol of the Company.

In connection with the Company’s IPO on Februarg®l4 (see Note 1), the outstanding principal aterést of $5.0 million and
$240,000, respectively, was converted into shafriseoCompany’s common stock. For the three axdnginths ended June 30, 2014 the
Company recognized interest expense of $0 and @85r8spectively.

On August 29, 2013, the Company entered into tH&2@an Agreement with several of its equity ineest The 2013 Loan
Agreement was used to fund clinical and manufaetudevelopment, working capital, and other gengpakational funding requirements.
Upon entering into the 2013 Loan Agreement, the gamy borrowed $10.0 million in
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debt proceeds. Borrowings under the 2013 Loan Ages bear interest at an annual rate of 6% andrmatuAugust 29, 2014. Subsequent
to the maturity date, all outstanding principal amgpaid interest are due upon written request bgdes holding at least 66% of the principal
amount outstanding which constitutes a lending supagority. Prepayment of any borrowings, priomtaturity, is prohibited unless written
approval from the lending super-majority is obtaine

The 2013 Loan Agreement requires the lenders teerbany portion of the outstanding principal antéiest in exchange for equity
instruments upon the completion of an IPO that getee aggregate proceeds in excess of approxin%26élp million (based on the exchange
rate on August 29, 2013) (the “IPO Scenario”).He event of a conversion under the IPO Scenamohtiders will obtain a number of shares
of common stock at a conversion price equal to B0%e offering price that was initially offered tioe public.

In connection with the 2013 Loan Agreement, theléa received 600,000 warrants that would autorilitibe exercised immediately
prior to consummation of the IPO, provided thatrslender purchases a specified minimum amount wingon stock in the IPO. Pursuant to
the terms of the warrant agreement, the holderddimel able to exercise their warrants for sharesoofmon stock at a price of $0.0083 per
share (based on the exchange rate on August 29).201

Immediately prior to completing its IPO on Februéry014 (See Note 1), the Company acceleratecettognition of the premium
immediately prior to converting into equity. Thetstanding principal, premium and interest of $1@ibion, $10.0 million, and $275,000,
respectively, were converted into shares of the @mw's common stock. The unamortized debt discbat#nce of $802,000 was also
converted. For the three and six months ended 30n2014 the Company recognized interest expeid@ and $7.1 million, respectively, of
which $0 and $7.0 million, respectively, was redate the accretion of premiums and the amortizatibdebt discounts, respectively.

In addition, the 2013 related party senior conbégtdebt holders automatically exercised warramt$00,000 shares of common stock
at an exercise price of $0.0083 per share in cdinmewith the conversion of the senior convertidébt into shares of common stock.

6. Stock-based Compensation
2013 Equity Incentive Plan

In November 2013, the Company adopted its 2013kSBased Incentive Plan (the “Plan”). Pursuanth®Plan, the Company’s
compensation committee is authorized to grant gdpased incentive awards to its directors, exeeutiificers and other employees and
service providers, including officers, employeed aarvice providers of its subsidiaries and atf#iga The number of shares of common stock
initially reserved for issuance under the Plan w&80,000, in the form of restricted stock and lstmgtions. A 2,000,000 share increase to
shares reserved for issuance under the plan whsragd by the Company’s stockholders in June 200le amount, terms of grants and
exercisability provisions are determined by therdaa directors. The term of the options may beaf0 years, and options are exercisab
cash or as otherwise determined by the board ettdirs. All options vest over time as stipulatethim individual award agreements.

Shares Reserved for Future Issuance

As of June 30, 2014, the Company has reservedtloaving shares of common stock for issuance:

Shares initially reserved under the P 1,680,00!
Authorized increase to the PI 2,000,001
Common stock options outstandi (121,29)
Restricted stock awards outstanding (1,371,161
Remaining shares available for future issuance 2,187,54

The estimated grant-date fair value of the Compmaliare-based awards is amortized ratably oveavtlaeds’ service periods. Stock-
based compensation expense recognized was as gollow
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Three Months Ended

June 30, Six Months Ended June 30,
2013 2014 2013 2014
Research and development $ — $ 1,855,000 $ — 3 2,382,001
General and administrative — 1,969,00! — 3,125,001
Total stock-based compensation expense $ — $ 3,824,000 $ — $ 5,507,001
Stock Options Granted under the 2013 Equity Incentie Plan
Options Outstanding
Weighted Average
Remaining
Number of Weighted-Average Contractual
Shares Exercise Price Term (in years)
Balance, December 31, 2013 — — —
Grantec 121,29: $ 12.4¢
Exercisec — —
Forfeitures — —
Balance, June 30, 2014 121,29 $ 12.4¢ 9.3t
Vested or expected to vest at June 30, 2014 121,29 $ 12.4F 9.3F
Exercisable at June 30, 2014 3,10C ¢ 13.2¢ 1.9t

The intrinsic value of our 118,193 unvested optias®f June 30, 2014 was $88,000, based on a aer ghice of $13.12, the
Company’s closing stock price on that date, ancgted average exercise price of $12.43 per share.

The Company uses the Black-Scholes option-pricingehto estimate the fair value of stock optionthatgrant date. The Black-
Scholes model requires the Company to make certtimates and assumptions, including estimatindeain@alue of the Compang’commo
stock, assumptions related to the expected pritailty of the Company’s stock, the period duriwpich the options will be outstanding, the
rate of return on risk-free investments and thesetgd dividend yield for the Company’s stock.

The per-share weighted-average grant date faievafithe options granted to employees during thenginths ended June 30, 2014
was estimated at $8.66 per share on the date of gsing the Black-Scholes option-pricing modehvwte following weighted-average
assumptions:

Risk-free interest rat 1.75%
Expected term of options (in yea 6.04
Expected volatility 74.1%

Dividend yield —
The weighted-average valuation assumptions weermétied as follows:

* Risk-free interest rate: The Company based thefréskinterest rate on the interest rate payable.@ Treasury securities in
effect at the time of grant for a period that isntoensurate with the assumed expected option term.

»  Expected term of options: The Company estimateexipected life of its employee stock options ughey“simplified” method
as prescribed in Staff Accounting Bulletin (SAB) .N®7, whereby the expected life equals the arittia@erage of the vesting
term and the original contractual term of the aptiluie to its lack of sufficient historical data.

e Expected stock price volatility: The Company estmdathe expected volatility based on actual hisedwolatility of the stock
price of similar companies with publicly-traded &ywsecurities. The Company calculated the histdnwolatility of the selected
companies by using daily closing prices over aqukdf the expected term of the associated awarel. cbmpanies were selected
based on their enterprise value, risk profilesjtioswithin the industry and with historical shgygce information sufficient to
meet the expected

12




Table of Contents

term of the associated award. A decrease in tleeteel volatility would have decreased the fair gadfithe underlying
instrument.

e Expected annual dividend yield: The Company estiahétte expected dividend yield based on considerati its historical
dividend experience and future dividend expectatidine Company has not historically declared od plaiidends to
stockholders. Moreover, it does not intend to paiddnds in the future, but instead expects toimeaay earnings to invest in t
continued growth of the business. Accordingly, @empany assumed an expected dividend yield of 0.0%.

As of June 30, 2014, there was $974,000 of totedeognized compensation expense, related to urivept®ns granted under the
Plan, which will be recognized over the weightedrage remaining period of 2.17 years.

Restricted stock

Upon consummation of the IPO, the Company grantealggrregate of 862,800 shares of restricted stoitk thief executive officer,
chief financial officer, chief business officer asehior vice president of research and developn@miMarch 3, 2014, the Company granted
an aggregate of 250,560 shares of restricted stottkee individuals who were providing researct davelopment consulting services to the
Company. On May 1, 2014, the Company granted greggte of 257,800 shares of restricted stock tmiceemployees at a grant date fair
value of $11.15 per share.

A summary of the status of our restricted stockrawat June 30, 2014 and of changes in restrittett awards outstanding under
the Plan for the six months ended June 30, 2044 fellows:

Weighted Average

Grant Date Fair

Shares Value per Share
Outstanding balance at December 31, 2! — 3 —
Granted 1,371,161 $ 12.0:
Vesting of restricted stock awar — 3 —
Outstanding balance at June 30, 2( 1,371,160 g 12.0¢

For stock awards that vest subject to the satisiacif service requirements, compensation expenseeasured based on the fair
value of the award on the date of grant and isgeized as expense on a straight-line basis (nestohated forfeitures) over the requisite
service period. All restricted stock awards issabdve vest over time as stipulated in the indialdward agreements. In the event of a
change in control, the unvested awards will be lacated and fully vested immediately prior to theuege in control. There are no
performance based features or market conditions.

As of June 30, 2014, there was $11.1 million céltanrecognized compensation expense, relategstoated stock under the Plan,
which will be recognized over the weighted averegyaaining period of 1.56 years.

7. Commitments and Contingencies
Employment Agreements

The Company has entered into employment agreemaéthitsts president and chief executive officer,aftfinancial officer, chief
business officer, and senior vice president ofasgeand development, and, as of July 31, 2014, igitchief medical officer, that provide f
among other things, salary, bonus and severanceqray.
Legal Proceedings

The Company is not involved in any legal proceeding
8. License and Collaboration Agreement

In November 2013, the Company entered into a lieemsl collaboration agreement with Shionogi, grean8hionogi an exclusive,
royalty-bearing, worldwide license to develop, nfacture and commercialize abuse-deterrent hydrasad@sed product candidates using

certain of the Company’s core technologies. Thiaboration allows Shionogi to develop
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and commercialize an abuse-deterrent single-ageiibbodone-based product and up to 20 differensedaieterrent combination product
candidates containing hydrocodone.

Under the terms of the agreement, the Companyvegein upfront payment of $10.0 million. The Compareligible to receive
regulatory milestone payments under the agreensefailaws: (i) up to $60.0 million upon successdfchievement of specified regulatory
milestones for the first licensed product candig@teup to $42.5 million upon successful achiearnof specified regulatory milestones fc
defined combination product candidate; (iii) ugb.0 million upon successful achievement of spetifegulatory milestones for a second
product candidate (other than the defined comlmngtroduct candidate); and (iv) up to $12.5 milliggon successful achievement of
specified regulatory milestones for further prodeemididates. In addition, the Company is eligiblegceive up to an aggregate of
$185.0 million based on successful achievemenpetified net sales thresholds of licensed products.

The Company determined that the deliverables utideBhionogi agreement were the exclusive, royadtgring, worldwide
license to its abuse-deterrent h ydrocodone-basmtiipt candidates using certain of the Company’s technologies, the research and
development services to be completed by the Compadythe Company’s obligation to serve on a joomhmittee. The license did not have
standalone value to Shionogi and was not sepafiaitethe research and development services, becdulse uncertainty of Shionogi's
ability to develop the product candidates withdwe tesearch and development services of the Conthaimg the transfer period and over
term of the agreement.

Due to the lack of standalone value for the licesrse research and development services, the upgfeyment is being recognized
ratably using the straight line method through Noker 2030, the expected term of the agreementCbinepany recorded the $10.0 million
upfront payment as deferred revenue within its otidated balance sheet as of December 31, 2013hEdhree and six months ended
June 30, 2014, the Company recognized revenuedd,@20 and $262,000, respectively, related to ffieGmillion upfront payment the
Company received.

Additionally, during the three and six months endade 30, 2014, the Company recognized revenud4,800 and $486,000,
respectively, related to certain development ciostisrred under the Company’s collaborative researghlicense agreement. In accordance
with the accounting guidance, the Company recordeenue on a gross basis for the reimbursemergvadpment costs.

9. Income Taxes

In accordance with ASC Topic No. 270 “Interim Repay” and ASC Topic No. 740 “Income Taxes” (TopioN40) at the end of
each interim period the Company is required tordaitee the best estimate of its annual effectivertag and then apply that rate in providing
for income taxes on a current year-to-date (intgr@riod) basis. For the three months ended Jun203@® and 2014, the Company had tax
expense of $0 and $16,000, respectively and fosithenonths ended June 30, 2013 and 2014 the Conithtax expense of $0 and
$51,000, respectively.

As of December 31, 2013 and June 30, 2014, the @oynpad a non-current deferred tax liability of #®. The deferred tax
liability relates entirely to an indefinite-livedtangible that was recorded in connection withDiamish IPR&D. The Company maintains a
full valuation against all deferred tax assets asagement has determined that it is not more littedp not that the Company will realize
these future tax benefits
10. Related-Party Transactions
Related Party Receivables

The Company has derived all of its revenue fortiinee and six months ended June 30, 2014 undéareitse and collaboration
agreement with Shionogi who is also an investaghe@Company. As of June 30, 2014, related partgivables with Shionogi were $345,000.

11. Subsequent Events

Effective July 31, 2014 the Company entered intemployment agreement with a chief medical offiteat provides for, among
other things, salary, bonus and severance payments.
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On August 6, 2014, the Company announced top-éealts from two of the three bioequivalence (“BEfdies of Egalet-001
initiated in the first quarter of 2014. The fisdtidy (the “Fasted State Study”) evaluated the aneler the curve (“AUC”) and the maximum
or peak plasma concentration (“Cmax”) of a 100 ngglEt-001 tablet versus the same dose of MS Cantirfasted state in 58 subjects. The
results of the Fasted State Study demonstratedtialet-001 in comparison to MS Contin met the BEda on the measure of AUC.
Although the Cmax ratio (122) was within the BBetia of 80125, the upper limit of the 90% confidence inter{d#l7) fell just outside of tt
range and, therefore, formal BE was not demonstrate

The second study examined the effect of food orPtigrofile of a 100 mg Egalet-001 tablet comparethe same dose of MS
Contin in 52 subjects. Similar to the Fasted S&italy, in this study Egalet-001 met the BE critémi@aomparison to MS Contin on the
measure of AUC but was outside the range for Cniaod did not increase the Cmax or the AUC of Bg@ld. in this study when compared
to other PK studies of Egalet-001 in subjects fasded state. In contrast, changes in the Cmax®{dntin were demonstrated when
compared to other PK studies of MS Contin in subjéta fasted state, consistent with previoughoreed studies. This suggests that Egalet’s
Guardian™ Technology will not result in a clinigatelevant food effect. In both studies, Egd8t was well tolerated and no serious adv
events were reported.

The Company is continuing to evaluate the impa¢he$e results, and an additional 15 mg fasted Bfatstudy of Egalet-001 is
ongoing, with results expected in the third quaofe2014. Subject to the final results from thdsee studies, in combination with the
Company’s successful 60 mg fasted state PK stubich\demonstrated BE for a comparable dose of M&i@cand the FDA’'s March 2014
guidance regarding approaches of bioavailability BE for NDA submissions, the Company will deterenits regulatory path forward. The
Company will plan for a potential efficacy studyositd it be required to move forward to a NDA subsios for Egalet-001.
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ITEM 2. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FI NANCIAL CONDITION AND RESULTS OF OPERATIONS

The following discussion and analysis of our finahcondition and result of operations should baden conjunction with our 2013
Annual Report on Form -K filed with the Securities and Exchange Commissio

Forward Looking Statements

This Quarterly Report on Form 10-Q contains forwimaking statements that involve substantial riakd uncertainties. In some
cases, you can identify forward-looking stateméytthe words “may,” “might,” “will,” “could,” “would,” “should,” “expect,” “intend,”
“plan,” “objective,” “anticipate,” “believe,” “estnate,” “predict,” “project,” “potential,” “continueand “ongoing,” or the negative of these
terms, or other comparable terminology intendedédatify statements about the future. These statésrievolve known and unknown risks,
uncertainties and other factors that may causectual results, levels of activity, performancecohievements to be materially different from
the information expressed or implied by these fodalaoking statements. Although we believe thathage a reasonable basis for each
forward-looking statement contained in this FormQ0wve caution you that these statements are lasaccombination of facts and factors
currently known by us and our expectations of titare, about which we cannot be certain. You shoefler to the “Risk Factors” section of
our most recent Annual Report on Form 10-K as filétth the SEC and which are incorporated hereindfgrence, for a discussion of
important factors that may cause our actual resolithffer materially from those expressed or ireglby our forward-looking statements.
Furthermore, such forward-looking statements spedk as of the date of this report. We undertakelsligation to publicly update any
forward-looking statements, whether as a resuttesf information, future events or otherwise, ex@ptequired by law.

Overview

We are a Delaware corporation formed in August 2@r8BNovember 26, 2013, we acquired all of thetantding shares of Egalet
UK in the Share Exchange. As a result, Egalet Ugab®e our wholly-owned subsidiary, and the formersholders of Egalet UK received
shares of the Company. The historical discussidovbeelates to Egalet UK prior to the Share Exclegraxcept that any share and per share
information has been restated on a pro forma bagis/e effect to such exchange.

We are a specialty pharmaceutical company devedogil planning to commercialize proprietary, abdiseerrent oral products for
the treatment of pain and in other indications.nggur proprietary Guardian Technology™ platforne, mave developed a pipeline of
clinical-stage, opioid-based product candidatdalitet form that are specifically designed to detause by physical and chemical
manipulation while also providing the ability tdlte the release of the active pharmaceutical idgnat (“API”").

Our lead product candidate, Egalet-001, is an abdeserrent, extended-release, oral morphine fortiouan development for the
treatment of moderate to severe pain. There aremly no commercially available abuse-deterrennidations of morphine, and we believe
that Egalet-001, if approved, would fill a signdit unmet need in the marketplace. We have contptetePhase 1 clinical trials of Egalet-
001, and in the first quarter of 2014 we initiapdotal trials to attempt to establish bioequivalef Egalet-001 to MS Contin, a currently
approved oral morphine formulation, with final réswexpected in the third quarter of 2014. Subjeche final results of these trials, we plan
to submit a new drug application (‘“NDA”) for Egal@d1 to the Food and Drug Administration (“FDA”)time fourth quarter of 2014.

Our second product candidate, Egalet-002, is aneadaterrent, extendedlease, oral oxycodone formulation in developnfenthe
treatment of moderate to severe pain. We belieaeBgalet-002, if approved, will have advantagesr @ther currently commercially
available, long-acting, abuse-deterrent oxycodanduycts due to its differentiated abuse-deterrempgrties and a pharmacokinetic (“PK”)
profile that exhibits low peak-to-trough concentratvariability in drug exposure. We have condudddse 1 trials of Egalet-002 and have
completed initial abuse deterrence studies in campé with the FDA draft guidance. We expect ttiate the first of two Phase 3 safety and
efficacy trials for Egalet-002 in the first quart#r2015, initiate the category 2 and 3 abuse detéstudies in the fourth quarter of 2014 and
to submit an NDA to the FDA in the first half of P&

In November 2013, we entered into a collaboratioth license agreement with Shionogi granting Shibaagexclusive, royalty-
bearing, worldwide license to develop, manufacauré commercialize abuse-deterrent hydrocodone-
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based product candidates using certain of ourteatenologies. Shionogi will be responsible foreedpenses associated with the development
of these product candidates and is responsiblénécompletion of all clinical trials necessarystgport NDA filings for the product
candidates. Under the terms of the agreement, 8gianade an upfront payment to us of $10.0 milliafe are eligible to receive additional
payments upon the achievement of specified regylatod sales-based milestones. These milestonegragmay exceed $300.0 million in
the aggregate if multiple product candidates apr@aped. If any products are approved for marketing are also eligible to receive royalties
at percentage rates ranging from the mid-singlasdig the low-teens on net sales of licensed prtedu

On August 6, 2014, we announced top-line resutts ftwo of the three bioequivalence (“BE”) studiéd€galet-001 initiated in the
first quarter of 2014. The first study (the “Fabf&tate Study”) evaluated the area under the qAIEC") and the maximum or peak plasma
concentration (“Cmax”) of a 100 mg Egalet-001 takkersus the same dose of MS Contin in a fastad Bt&®b8 subjects. The results of the
Fasted State Study demonstrated that Egalet-O€dniparison to MS Contin met the BE criteria onrieasure of AUC. Although the Cmax
ratio (122) was within the BE criteria of 80-12betupper limit of the 90% confidence interval (18) just outside of the range and,
therefore, formal BE was not demonstrated.

The second study examined the effect of food orPtigrofile of a 100 mg Egalet-001 tablet comparethe same dose of MS
Contin in 52 subjects. Similar to the Fasted S&dtely, in this study Egalet-001 met the BE critémi@omparison to MS Contin on the
measure of AUC but was outside the range for Cniaod did not increase the Cmax or the AUC of Beg@ld. in this study when compared
to other PK studies of Egalet-001 in subjects fasded state. In contrast, changes in the Cmax®{dntin were demonstrated when
compared to other PK studies of MS Contin in subjéta fasted state, consistent with previoughoried studies. This suggests that Egalet’s
Guardian™ Technology will not result in a clinigatklevant food effect. In both studies, Egdlét was well tolerated and no serious adv
events were reported.

We are continuing to evaluate the impact of theselts, and an additional 15 mg fasted state Bi#ystfiEgaletd01 is ongoing, wit
results expected in the third quarter of 2014. j&iho the final results from these three studiespmbination with our successful 60 mg
fasted state PK study, which demonstrated BE wnaparable dose of MS Contin, and the FDA’s March®§uidance regarding approaches
of bioavailability and BE for NDA submissions, tB@mpany will determine its regulatory path forwaide will plan for a potential efficacy
study should it be required to move forward to aA\dubmission for Egalet-001.

Subject to the results of our ongoing and planrnedias, we plan to seek U.S. regulatory approvéigsdlet-001 and Egalet-002
pursuant to Section 505(b)(2), which permits conggato rely upon the FDA'’s previous findings ofetgfand effectiveness for an approved
product, such as morphine and oxycodone. If etfieur clinical-stage product candidates achiegeilegory approval, we intend to establish
our own specialty sales force to market such prouuihe United States by targeting physicians gieing in pain management. To
supplement our internal U.S. sales force, we intermbntract with third parties to access salesesgntatives who target primary care and
internal medicine physicians in the United States.

Egalet UK commenced operations in July 2010. Sameemencing operations we have dedicated a signtfjgartion of our
resources to our development efforts for our ctirgtage product candidates. Prior to our IPO, weddnalr operations primarily through
sale of preferred stock for net proceeds of $10lkom, as well as $21.0 million in proceeds frohetissuance of convertible debt, of which
$6.0 million was later converted into shares of paferred stock. We have also received an aggregai2.1 million in revenues from seve
research and development agreements, and in Dec@@b@, we received an upfront payment of $10.0ianifrom Shionogi under the
collaboration agreement. We had $15.7 million a&8.$ million in cash as of December 31, 2013 amek B0, 2014, respectively. We have
no products currently available for sale.

Our net losses were $11.7 million and $24.6 millionthe three and six months ended June 30, 2@%gectively. Net losses for the
three and six months ended June 30, 2013 weren$iBi@n and $5.5 million, respectively. We recoped revenues of $490,000 and
$746,000 for the three and six months ended Jun2(@, respectively. We did not recognize any meres for the three and six months
ended June 30, 2013.

As of June 30, 2014, we had an accumulated defidb8.0 million. We expect to incur significantmenses and operating losses for
the foreseeable future as we continue the developaral clinical trials of, and seek regulatory awat for, our product candidates, as wel
scale-up manufacturing capabilities, protect anghex our intellectual property
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portfolio and hire additional personnel. If we ahteegulatory approval for any of our product catades, we expect to incur significant
commercialization expenses in establishing a selasketing and distribution infrastructure to smit products in the United States.

We will seek to license the development and comiakrights to our products outside the United Statea third-party organization
that has an established track record of succassnmmercializing pain products outside the Uniteat&t. We expect that this organization
would be responsible for any further developmeigt @mmercialization of the products in those region

As a publicly traded company, we will incur sign#nt legal, accounting and other expenses thateve mot required to incur as a
private company. In addition, the Sarbanes-OxleydA@002, as well as rules adopted by the SECam#ASDAQ Stock Market, require
public companies to implement specified corporateegnance practices that were previously inappletbus as a private company. We
expect these rules and regulations will increasdemal and financial compliance costs and will makme activities more time-consuming
and costly. We estimate that we will incur approaiety $2.0 million to $3.0 million of incrementabsts per year associated with being a
publicly traded company, although it is possiblatthur actual incremental costs will be higher thancurrently estimate.

We will seek to fund our operations primarily thgbupublic or private equity or debt financings tiier sources. Other additional
financing may not be available to us on accepttdstas, or at all. Our failure to raise capital ad ahen needed could have a material
adverse effect on our financial condition and dailitg to pursue our business strategy. If we amahle to raise capital when needed or on
attractive terms, we could be forced to delay, cedor eliminate our research and development pnegji@ any future commercialization
efforts.

Internal Control Over Financial Reporting

In preparing our consolidated financial statemeastsf and for the years ended December 31, 2012@i®| we and our independent
registered public accounting firm identified comtleficiencies in the design and operation of oterinal control over financial reporting that
constituted material weaknesses in our internalrobover financial reporting. A material weaknéss deficiency, or a combination of
deficiencies, in internal control over financiapogting such that there is a reasonable possiltiiéy a material misstatement of our financial
statements will not be prevented or detected am&ly basis. The material weaknesses identifiedtivaswe did not have sufficient financial
reporting and accounting staff with appropriaténireg in U.S. GAAP and SEC rules and regulationthwespect to financial reporting and a
lack of segregation of duties. As such, our costmler financial reporting were not designed orrafieg effectively, and as a result there
were adjustments, including with respect to revereeegnition, required in connection with closing dooks and records and preparing our
2012 and 2013 consolidated financial statementss&Imaterial weaknesses identified were not reneetés of June 30, 2014.

In response to these material weaknesses, we lirageahchief financial officer, vice president afdnce and administration, and senior
finance manager and intend to hire additional fogaand accounting personnel with appropriate tngirtbuild our financial management and
reporting infrastructure, and further develop anduinent our accounting policies and financial répgrprocedures. However, we cannot
assure you that we will be successful in pursuiregé measures or that these measures will sigmtiffaaprove or remediate the material
weaknesses described above. We also cannot assuthat we have identified all of our existing miakweaknesses, or that we will not in
the future have additional material weaknesses.

We have not yet remediated the material weakneksasibed above, and the remediation measurewéhhaive implemented and
intend to implement may be insufficient to addressexisting material weakness or to identify cayiant additional material weaknesses. See
“Risk Factors—Risks Related to Ownership of Our @mn Stock—If we are unable to successfully remedia¢ existing material
weaknesses in our internal control over finan@glorting, the accuracy and timing of our financegdorting may be adversely affected”
included in our annual Form 10-K for the year enBedember 31, 2013.

Neither we nor our independent registered publéoanting firm has performed an evaluation of otelinal control over financial
reporting during any period in accordance withphavisions of the Sarbanes-Oxley Act. In light loé tontrol deficiencies and the resulting
material weaknesses that were identified as atrekthe limited procedures performed, we belichwat it is possible that, had we and our
independent registered public accounting firm penfed an evaluation of our internal control ovegfinial reporting in accordance with the
provisions of the Sarbanes-Oxley Act, additionatanial weaknesses and significant control deficieneay have been identified. However,
for as long as we remain an “emerging growth comgpan defined in the Jumpstart Our Business StgftiPBS”) Act of 2012, we intend to
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take advantage of the exemption permitting us mebmply with the requirement that our independegtstered public accounting firm
provide an attestation on the effectiveness ofimti@rnal control over financial reporting.

Critical Accounting Policies and Significant Judgmeats and Estimates

We believe there have been no significant changesii critical accounting policies as discussedunaudited consolidated financial
statements and the notes thereto for the year dddeeimber 31, 2013 filed on March 31, 2014 with$feC.

Revenue Recognition

During 2013, we entered into a collaborative reseand license agreement with Shionogi. The terfiisi® agreement contains multiple
deliverables which include (i) licenses, (ii) restraand development activities and (iii) certairoaf core technologies and improvements
thereon. In all instances, revenue is recognizéglwhen the price is fixed or determinable, perstemsvidence of an arrangement exists,
delivery has occurred or the services have beatered, collectability of the resulting receivalda@asonably assured, and we have fulfilled
our performance obligations under the contract.HAiee adopted the provisions of ASU 2009-13, “MUdtipeliverable Revenue
Arrangements,” which amends ASC 605-25, and alsptadl ASU 2010-17, “Revenue Recognition—Milestonetidd.” In accordance with
ASU 2009-13, we consider whether the deliverabteteuthe arrangement represent separate unitgofiating. In determining the units of
accounting, management evaluates certain critedhyding whether the deliverables have stand-al@iee. See Note 8. License and
Collaboration Agreement for further discussionted Company’s accounting for collaborative researuth license agreement.

Stock-Based Compensation

We account for all share-based compensation payigsued to employees, directors and aoployees using an option pricing mo
for estimating fair value. Accordingly, share-basedthpensation expense is measured based on timatstifair value of the awards on the
date of grant, net of forfeitures. We recognize pensation expense for the portion of the awardithaltimately expected to vest over the
period during which the recipient renders the regfliservices to us using the straight-line singlgom method. In accordance with
authoritative accounting guidance, we re-measwgdatin value of non-employee share-based awarttseaawards vest, and recognize the
resulting value, if any, as expense during theqgktiie related services are rendered.

The stock-based compensation expense for reststbelt awards is determined based on the closinganprice of the Company’s
common stock on the grant date of the awards appli¢he total number of awards that are anticipédevest.

Significant Factors, Assumptions and Methodologies Used in Determining Fair Value

We apply the fair value recognition provisions afancial Accounting Standards Board Accounting 8éads Codification Topic 718,
Compensation—Stock Compensation, or ASC 718. Détémmthe amount of shatgased compensation to be recorded requires us/ébogp
estimates of the fair value of stock options atheir grant date. We recognize share-based compem&xpense ratably over the requisite
service period, which in most cases is the vegianipd of the award. Calculating the fair valuesbére-based awards requires that we make
highly subjective assumptions.

We use the Black-Scholes option pricing model toe@ur stock option awards. Use of this valuatiathodology requires that we
make assumptions as to the volatility of our comrmsimtk, the expected term of our stock optionsriglefree interest rate for a period that
approximates the expected term of our stock optmmsour expected dividend yield. Because we gugbéicly held company with a limited
operating history, we utilize data from a repreatim¢ group of companies to estimate expected gtdck volatility. We selected companies
from the biopharmaceutical industry with similaachcteristics to us, including those in the eatdge of product development and with a
therapeutic focus.

We use the simplified method as prescribed by 8 SAB No. 107, Share-Based Payment, to calcutetexpected term of stock
option grants to employees as we do not have seftihistorical exercise data to provide a reaslkenahsis upon which to estimate the
expected term of stock options granted to emplayésutilize a dividend yield of zero based onféet that we have never paid cash
dividends and have no current intention to pay chgldends. The risree interest rate used for each grant is basdédeob).S. Treasury yie
curve in effect at the time of grant for instrunsentth a similar
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expected life. The weighted-average assumptions iesestimate the fair value of stock options ushegBlack-Scholes option pricing model
were as follows for the six months ended June 8042

Risk-free interest rat 1.7%%
Expected term of options (in yea 6.04
Expected volatility 74.1%
Dividend yield —

We are also required to estimate forfeitures atithe of grant, and revise those estimates in sjuss# periods if actual forfeitures
differ from our estimates. To the extent that alctodeitures differ from our estimates, the di#eice is recorded as a cumulative adjustme
the period the estimates were revised. There weferfeitures through June 30, 2014.

Restricted stock

Upon consummation of our IPO, we granted an ag¢eenfe862,800 shares of restricted stock to ousigent and chief executive
officer, chief financial officer, chief businesdioér and senior vice president of research aneéldgment. On March 3, 2014, we granted an
aggregate of 250,560 shares of restricted stotkré® individuals who were providing research aadetbpment consulting services to us.
On May 1, 2014, the Company granted an aggrega@284B00 shares of restricted stock to certain eygas at a grant date fair value of
$11.15 per share.

All restricted stock awards issued above vest tue as stipulated in the individual award agreetsidn the event of a change in
control, the unvested awards will be acceleratetifaify vested immediately prior to the change amtrol. There are no performance based
features or market conditions.

As of June 30, 2014, there was $11.1 million céltanrecognized compensation expense, relategtoated stock under the Plan,
which will be recognized over the weighted averaggeaining period of 1.56 years.

Basic and Diluted Net Loss Per Share

We compute basic net loss per share by dividindasstapplicable to common stockholders by the hteidraverage number of shares
of common stock outstanding during the period, ediclg the dilutive effects of preferred shares. 8mpute diluted net loss per share by
dividing the net loss applicable to common stocklbod by the sum of the weighted-average numbenares of common stock outstanding
during the period plus the potential dilutive effeof preferred shares outstanding during the derédculated in accordance with the treasury
stock method, but such items are excluded if thié@ct is anti-dilutive. Because the impact of théems is anti-dilutive during periods of net
loss, there was no difference between our basicldatgd net loss per share for the three and sirths ended June 30, 2013 and 2014.

Results of Operations

Comparison of the Three Months Ended June 30, 2013 and 2014

Three Months Ended

June 30,
2013 2014 Change
Revenues $ — $ 490,000 $ 490,00(
Operating expense
General and administrati 1,116,00 4,728,001 3,612,001
Research and development 1,200,001 7,361,00! 6,161,00!
Total operating expenses 2,316,00i 12,089,00 9,773,00!
Loss from operations (2,316,00) (11,599,00) (9,283,00i)
Interest expense (incom 1,367,00 (4,000 (1,371,00)
Loss on foreign currency exchange 11,00( 47,00( 36,00(
Loss from operations before income taxes (3,694,00) (11,642,00) (7,948,00i)
Provision for income taxes — 16,00( 16,00(
Net loss $ (3,694,00) (11,658,00) (7,964,00i)
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Revenue

Revenues increased from zero for the three momithsdeJune 30, 2013 to $490,000 for the three mamtied June 30, 2014, as a
result of the amortization of deferred revenue egrtiain research and development services performeer our collaborative agreement v
Shionogi.

Research and development expel

Research and development expenses increased bgnihoR, or 513.4%, from $1.2 million for the treenonths ended June 30, 2013
to $7.4 million for the three months ended June2BA4. This increase was driven primarily by anméase in our development costs for
Egalet-001 and Egalet-002 of $3.0 million and $tilion, respectively, and an increase in emplogempensation and stock-based
compensation expense $2.0 million due to the adotf a stock compensation plan.

General and administrative expenses

General and administrative expenses increased ByriBion, or 323.7%, from $1.1 million for therdre months ended June 30, 2013
to $4.7 million for the three months ended June2BA4. This was primarily attributable to the irase in employee compensation and stock
compensation expense, professional fees and yadliated expenses of $2.4 million, $552,000 an@B$I00, respectively, related to the
establishment of our U.S. office, hiring of persehand the adoption of a stock compensation plan.

Interest expense (incom

Interest expense was $1.4 million for the three ti@ended June 30, 2013, compared to interest imadr$4,000 for the three months
ended June 30, 2014. This change was primariljpatéble to the recognition of the unamortized gremupon conversion of our related
party senior convertible debt in connection with RO in February 2014.
Loss on Foreign Currency Exchan

We recognized a loss on foreign currency exchafi§d 5,000 during the three months ended June 3B 20mpared to a loss of
$47,000 during the three months ended June 30,. 2014 difference is primarily attributable the dge in the average rates of currency in
which we transacted during 2013 when compared 1420
Provision for Income Taxe

We had a provision for income taxes of $0 and ¥1®for the three months ended June 30, 2013 andi, 284pectively. During the
three months ended June 30, 2014, tax expensasgeat@rimarily due to amortization of the indefrlitved intangible and for state income

taxes resulting from imputed interest income opritiompany loan agreements.

Comparison of the Six Months Ended June 30, 2013 and 2014

Six Months Ended

June 30,
2013 2014 Change
Revenues $ — $ 746,000 $ 746,00(
Operating expense
General and administrati 1,971,001 7,996,001 6,025,001
Research and development 2,163,00! 10,141,00 7,978,001
Total operating expenses 4,134,00 18,137,00 14,003,00
Loss from operations (4,134,00) (17,391,00) (13,257,00)
Interest expens 1,367,001 7,088,001 5,721,001
Loss (gain) on foreign currency exchange (11,000 43,00( 54,00(
Loss from operations before income taxes (5,490,00) (24,522,00) (19,032,00)
Provision for income taxes — 51,00( 51,00(
Net loss (5,490,000 $ (24,573,00) $ (19,083,00)
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Revenue

Revenues increased from zero for the six monthecddne 30, 2013 to $746,000 for the six monthe@ddne 30, 2014, as a result of
the amortization of deferred revenue and certa@rarch and development services performed underallaborative agreement with
Shionogi.

Research and development expel

Research and development expenses increased byn$i#od, or 368.8%, from $2.2 million for the smonths ended June 30, 2013 to
$10.1 million for the six months ended June 30,4£20his increase was driven primarily by an incesiasour development costs for Egalet-
001 and Egalet-002 of $4.0 million and $920,008peetively, and an increase in employee compemsatid stock-based compensation
expense of $4.4 million due to the adoption ofazlsttompensation plan.

General and administrative expenses

General and administrative expenses increased Byriilion, or 305.7%, from $2.0 million for thexsmonths ended June 30, 2013 to
$8.0 million for the six months ended June 30, 20Ms was primarily attributable to the increasetock-based compensation expense,
professional fees and employee compensation expefn$8.1 million, $1.1 million and $1.0 millionespectively, related to the establishment
of our U.S. office and hiring of personnel, as vaslthe adoption of a stock compensation plan asts @ssociated with being a publicly
traded company.

Interest expens

Interest expense increased from $1.4 million ferdtx months ended June 30, 2013 to $7.1 milliortife six months ended June 30,
2014. This change was primarily attributable tordeognition of the unamortized premium upon cosiger of our related party senior
convertible debt in connection with our IPO in Redny 2014.
Loss (Gain) on foreign currency exchar

We recognized a gain on foreign currency excham@d b,000 during the six months ended June 30, 20bh%ared to a loss of
$43,000 during the six months ended June 30, ZI1i4.difference is primarily attributable the charig the average rates of currency in
which we transacted during 2013 when compared 1420
Provision for income taxe

We had a provision for income taxes of $0 and $81 for the six months ended June 30, 2013 and 2@%gectively. During the six
months ended June 30, 2014, tax expense increaseakify due to amortization of the indefinite-lidentangible and for state income taxes
resulting from imputed interest income on inter-pamy loan agreements.
Liquidity and Capital Resources

Since our inception, we have incurred net lossesgamerally negative cash flows from our operatidke incurred net losses of

$11.7 million and $24.6 million for the six montasded June 30, 2013 and 2014, respectively. Ountipg activities used $5.2 million and
$10.8 million of cash during the six months endee]30, 2013 and 2014, respectively. At June 304 2@e had an accumulated deficit of
$58.0 million, a working capital surplus of $65.1limn and cash of $69.3 million.

From our inception through June 30, 2014, we hateived gross proceeds of $31.2 million from tseadsce of
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preferred stock and convertible debt. We have fatsmced our operations with the $2.1 million irypeents received through June 30, 2014
from our collaborative research and developmergements along with an upfront payment of $10.0ionilfrom Shionogi under a
collaboration agreement. We are potentially elgital earn a significant amount of milestone paysant royalties under our agreement
Shionogi. Our ability to earn these payments aed timing is dependent upon the outcome of outs @imonogi’s activities and is uncertain
at this time.

On February 11, 2014, 4,200,000 shares of our camstazk were sold on an IPO price of $12.00 perestar aggregate gross
proceeds of $50.4 million. On March 7, 2014, inmection with the exercise by the underwriters pbeion of the over-allotment option
granted to them in connection with the IPO, 630,806itional shares of our common stock were sotteatPO price of $12.00 per share, for
aggregate gross proceeds of approximately $7.6milln addition, as part of the IPO, we converéiaf our convertible preferred stock and
related party senior convertible debt into 5,32%9,48d 2,585,745 shares of common stock, respegtitédo, Shionogi, our collaboration
partner, purchased 1,250,000 shares of our cominak & a separate private placement concurrefit thié completion of the IPO at a price
per share equal to $12.00 per share, for aggregass proceeds of $15.0 million. In addition, ti®d 2 related party senior convertible debt
holders automatically exercised 600,000 warrantshiares of common stock at an exercise price @083 per share.

Cash Flows

The following table summarizes our cash flows fa $ix months ended June 30, 2013 and 2014:

Six Months Ended

June 30,
2013 2014
Net cash (used in) provided k
Operating activitie! $ (5,185,000 $ (10,837,00)
Investing activities (133,001 (2,499,000
Financing activitie: 5,000,001 66,982,00
Effect of foreign currency translation on cash 22,00( (87,000
Net increase (decrease) in cash and cash equis $ (296,000 $ 53,559,00

Cash Flows from Operating Activities

Net cash used in operating activities was $5.2anilfor the six months ended June 30, 2013 andisteasprimarily of a net loss of
$5.5 million and net cash outflows of $1.2 millivom changes in operating assets and liabilitiésedfy noncash depreciation and
amortization expense of $1.5 million. The net castilow from changes in operating assets and ligdslwere primarily due to a decrease in
accounts payable of $850,000.

Net cash used in operating activities was $10.8anifor the six months ended June 30, 2014 andisted primarily of a net loss of
$24.6 million and net cash outflows of $931,00Gvrthe change in operating assets and liabilitiages€ outflows were partially offset by
$311,000 of noncash depreciation and amortizatiperse, $5.5 million of stock-based compensatiod, .0 million in accretion of the
debt premium.

Cash Flows from Investing Activities

Net cash used in investing activities for the spntins ended June 30, 2013 and 2014 was $133,0082ahanillion, respectively. This
cash flow from investing activities consisted ofghases of property and equipment as well as despmsifuture related purchases.

Cash Flows from Financing Activities

Net cash provided by financing activities for tlirersonths ended June 30, 2013 was $5.0 million,enguentirely of proceeds from the
issuance of convertible debt.
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Net cash provided by financing activities was $G#illion for the six months ended June 30, 2014 eokisted of $53.0 million in
proceeds from the completion of our IPO in Febru#rg014. There were additional proceeds of $14lldom from the issuance of common
stock in connection with our concurrent privatecgl@ment with Shionogi.

Operating and Capital Expenditure Requirements

We have not achieved profitability since our iné@piand we expect to continue to incur net loseeshie foreseeable future. Our
primary uses of capital are, and we expect willtcwre to be, compensation and related expensed;fhrty clinical research and
development services, laboratory and related segptiinical costs, legal and other regulatory esps and general overhead costs. We e
our cash expenditures to increase in the nearasrme fund our clinical development of Egalet-06d Egalet-002.

Because our product candidates are in various stafgainical and preclinical development and thiicome of these efforts is
uncertain, we cannot estimate the actual amoumsssary to successfully complete the developmehtammercialization of our product
candidates or whether, or when, we may achievetabdfty. Until such time, if ever, as we can gesite substantial product revenues, we
expect to finance our cash needs through a conidinat equity or debt financings and collaboratasrangements. In order to meet these
additional cash requirements, we may seek to dditianal equity or convertible debt securitiesttivey result in dilution to our stockholde
If we raise additional funds through the issuarfceonvertible debt securities, these securitiedccbave rights senior to those of our comr
stock and could contain covenants that restrictoperations. If we raise additional funds throughaboration arrangements in the future, we
may have to relinquish valuable rights to our texdbgies, future revenue streams or product cangdait grant licenses on terms that may
be favorable to us. There can be no assurancevéhafll be able to obtain additional equity or débaincing on terms acceptable to us, if at
all. If we are unable to raise capital when neeglegh attractive terms, we could be forced to delagiuce or eliminate our research and
development programs or any future commercializagitforts or grant rights to develop and markedpigi candidates that we would
otherwise prefer to develop and market ourselves.

We believe that our existing capital resourcesegtiogr with the net proceeds from our IPO and thmegwent private placement with
Shionogi, will be sufficient to fund our operatiathsough the end of June 30, 2015. However, owréubperating and capital requirements
will depend on many factors, including:

» whether Shionogi continues to pursue our collafbmnarrangement for the development, manufactuaimdjcommercialization of
abuse-deterrent hydrocodone product candidateg asiiain of our core technologies;

* the results of our clinical trials;
» the costs, timing and outcome of regulatory review;

» the cost of commercialization activities if anyute product candidates are approved for sale, dimddumarketing, sales and
distribution costs;

« our ability to establish collaborations on favorat#rms, if at all;
« the scope, progress, results and costs of progwei@pment of our product candidates;
* the potential need for a Phase 3 safety and effisamly with respect to Egalet-001; and

» the costs of preparing, filing and prosecuting pa#poplications, maintaining and protecting oueliectual property rights and
defending intellectual property-related claims.

Please see “Risk Factors” section of our most teaenual report filed with the SEC on March 31, 2@dr additional risks associated
with our substantial capital requirements.
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Commitments
Purchase Commitments

During the three and six month period ended Jun@@04, there have been no material changes toamiractual obligations outside the
ordinary course of business from those specifieolin2013 Annual Report.

Employment Agreements

We have entered into employment agreements witlpiagident and chief executive officer, chief fioah officer, chief business
officer, and senior vice president of research@anktlopment, and, as of July 31, 2014, with ouefchmedical officer, that provide for, among
other things, salary, bonus and severance payments.
Legal Proceedings

We are not involved in any legal proceeding.

Off-Balance Sheet Arrangements

We did not have during the periods presented, andawnot currently have, any off-balance sheengements, as defined under SEC
rules.

JOBS Act

As an “emerging growth company” under the JOBS #&@012, we can take advantage of an extendediticanperiod for complying
with new or revised accounting standards. Thisaalan emerging growth company to delay the adomtfaertain accounting standards u
those standards would otherwise apply to privatepgamies. We are electing not to delay our adopifauch new or revised accounting
standards. As a result of this election, we wilingdy with new or revised accounting standards @nrdtevant dates on which adoption of
such standards is required for non-emerging gr@aethpanies.
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ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES A BOUT MARKET RISK

As a “smaller reporting company” as defined by Itednof Regulation S-K, we are not required to pdevihe information required by Item 3.
ITEM 4. CONTROLS AND PROCEDURES

Evaluation of Disclosure Controls and Procedures

Our management, with the participation of our cleleécutive officer and chief financial officer, hegaluated the effectiveness of our
disclosure controls and procedures as defined ia RRa-15(e) of the Securities Exchange Act of 1@34amended (the “Exchange Act”), as
of the end of the period covered by this quartefyort on Form 10-Q. The purpose of this evaluasdo provide reasonable assurance that
the information required to be disclosed by usejports filed under the Exchange Act, is recorded¢gssed, summarized and reported within
the time periods specified in the SEC'’s rules amtht, and that information required to be discldsgds in the reports we file or submit
under the Exchange Act, is accumulated and commateddo our management, including our chief exgeutificer and chief financial
officer, as appropriate to allow timely decisiorgarding required disclosure. Based on managesewdluation, the chief executive officer
and chief financial officer concluded that, ashe £nd of the period covered by this report, them@any’s disclosure controls and procedures
were not effective as a result of the material weakes that existed in the Company’s internal obatrer financial reporting as previously
described in our Annual Report on Form 10-K for ylkear ended December 31, 2013

Changes in Internal Control Over Financial Reporting

There were no changes in our internal control dwancial reporting that occurred during the perémaled June 30, 2014 that have
materially affected, or are reasonably likely totenally affect, our internal control over finantiaporting. However, as explained in greater
detail under Item 9A in our Annual Report on For@aKl for the year ended December 31, 2013, we uadkra range of remedial procedures
prior to March 31, 2014, the filing date of thapoet, to address the material weaknesses in oaimiak control over financial reporting
identified as of December 31, 2013. Our effortdriprove our internal controls are ongoing and feclisn expanding our organizational
capabilities to improve our internal control envingent, and on implementing process changes togitrem our internal control and
monitoring activities. Therefore, while there wagchanges in our internal control over financggdarting in the period ended June 30, 2014
that have materially affected, or are reasonakBlyjito materially affect, our internal control af@ancial reporting, we continued
monitoring the operation of these remedial meastimesigh the date of this report. For a more ca@ahensive discussion of the material
weaknesses in internal control over financial répgridentified by management as of December 3132@nd the remedial measures
undertaken to address these material weaknessestans are encouraged to review Item 9A, Conaints Procedures, in our Annual Report
on Form 10-K for the year ended December 31, 2013.
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PART Il
ITEM 1. LEGAL PROCEEDINGS
None.
ITEM 1A. RISK FACTORS

We are subject to various risks and uncertaintiasdould have a material impact on our businésan€ial condition, results of
operations and cash flows. The discussion of thekdactors is included in Part I, Item 1A of cAmnual Report on Form 10-K for the fiscal
year ended December 31, 2013, and is updatedddptlowing:

If the FDA does not conclude that Egalet-001 is sufficiently bioequivalent, or has comparable bioavailability for approval, or if the
FDA does not allow us to pursue the Section 505(b)(2) approval pathway as anticipated for our product candidates, the approval pathway
for these product candidates will likely take significantly longer, cost significantly more and entail significantly greater complications and
risks than anticipated, and the FDA may not approve these product candidates.

A key element of our strategy is to seek FDA apptder Egalet-001 and Egalet-002 through the Sadiab(b)(2) regulatory
pathway. Section 505(b)(2) of the Federal FoodgDand Cosmetic Act (“FFDCA”), permits the filing @an NDA where at least some of the
information required for approval comes from stgdiet conducted by or for the applicant and foroitthe applicant has not obtained a right
of reference. Such reliance is typically predicaiach showing of bioequivalence or comparable @Edakility to an approved drug and/or
utilizing other preclinical or clinical data fromReference Labeled Drug in addition to demonstgagifiicacy and safety of a product
candidate.

If the FDA does not allow us to pursue the Secliff(b)(2) approval pathway as anticipated, or ifoaanot demonstrate
bioequivalence or comparable bioavailability foraleg-001, to gain product approvals, we may neeambtmuct additional clinical trials,
provide additional data and information, and melittonal standards for regulatory approval. Ikthiere to occur, the time and financial
resources required to obtain FDA approval for th@eeluct candidates, and complications and risks@ated with these product candidates,
would likely substantially increase. For examplehe totality of the PK data for Egalet-001 does provide an option to pursue a BE
regulatory approach, the FDA may be less likelggprove our NDA with respect to Egalet-001 withalRhase 3 safety and efficacy trial.
Moreover, an additional Phase 3 trial with the l@asu delay in an NDA submission could result immsompetitive products reaching the
market more quickly than our product candidatescwbould hurt our competitive position and ouribass prospects. Even if we are
allowed to pursue the Section 505(b)(2) approvéiway, we cannot assure you that our product caekdwill receive the requisite
approvals for commercialization on a timely baiiat all.

In addition, notwithstanding the approval of a n@mbf products by the FDA under Section 505(b){®rdhe last few years,
pharmaceutical companies and others have objectie tFDA'’s interpretation of Section 505(b)(2)tHé FDA's interpretation of
Section 505(b)(2) is successfully challenged, thé nay change its policies and practices with respe Section 505(b)(2) regulatory
approvals, which could delay or even prevent thé& Fidm approving any NDA that we submit under Setb05(b)(2).

Even if our product candidates are approved undeti@ 505(b)(2), the approval may be subjectrtutéitions on the indicated uses
for which the products may be marketed or to otteerditions of approval, or may contain requiremdotostly post-marketing testing and
surveillance to monitor the safety or efficacy o fproducts.

ITEM 2. UNREGISTERED SALES OF EQUITY SECURITIES AN D USE OF PROCEEDS
Recent Sales of Unregistered Securities

In February 2014, concurrent with the completiomof IPO described below, Shionogi purchased 1(8&0shares of our common
stock for $12.00 per shares in a private placententilting in total net proceeds of approximately.® million. The sale of these shares was
not registered under the Securities Act of 193&masnded, in reliance on the exemptions set fartleuSection 4(2) thereof and Rule 506 of
Regulation D thereunder.
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Use of Proceeds

Our IPO of common stock was effected through a fegfion Statement on Form S-1 (File No. 333-19)76&t was declared
effective by the SEC on February 5, 2014, whichsteged an aggregate of 4,830,000 shares of oummonstock. On February 11, 2014,
4,200,000 shares of common stock were sold on elalbat an IPO price of $12.00 per share, for egate gross proceeds of $50.4 million,
managed by Stifel, Nicolaus & Company, Incorporat®dP Securities LLC, Canaccord Genuity Inc., amth&y Montgomery Scott LLC. C
March 7, 2014, in connection with the exercisel®yunderwriters of our IPO of the over-allotmentiap granted to them in connection with
the IPO, 630,000 additional shares of common sigete sold on our behalf at the IPO price of $15680share, for aggregate gross proceeds
of approximately $7.6 million.

The underwriting discounts and commissions in cotioe with the offering totaled approximately $snlllion. We incurred
additional costs of approximately $2.4 million ifiesing expenses, which when added to the undengridiscounts and commissions paid by
us, amounts to total fees and costs of approxim&®5 million. Thus, the net offering proceedsip after deducting underwriting discounts,
commissions and offering costs, were approxim&#él.5 million. No offering costs were paid direatlyindirectly to any of our directors or
officers (or their associates) or persons ownimgaercent or more of any class of our equity séiesror to any other affiliates.

From the effective date of our Registration Statetno® Form S-1 (File No. 333-191759) through Jube2®14, we invested the
funds received in cash equivalents and other gkam-and long-term investments in accordance withiovestment policy. There has been
no material change in the planned use of procaeds éur IPO as described in our final prospectiled fvith the SEC on February 7, 2014
pursuant to Rule 424(b).

Issuer Purchases of Equity Securities

None.

ITEM 3. DEFAULTS UPON SENIOR SECURITIES

None.

ITEM 4. MINE SAFETY DISCLOSURES
Not applicable.

ITEM 5. OTHER INFORMATION
None.

ITEM 6. EXHIBITS

The following is a list of exhibits filed as paiftthis Quarterly Report on Form 10-Q. Where sodatkd by footnote, exhibits that
were previously filed are incorporated by referertem exhibits incorporated by reference, the liotadf the exhibit in the previous filing is
indicated.

Exhibit
Number Description

10.1+ Egalet Corporation 2013 Stock-Based Incentive Rlargmended (incorporated by reference to Exhibit fo the
Compan’s Current Report on Forn-K filed with the SEC on June 10, 201

31.1 Certification of the Principal Executive Officerguant to Rule 13a-14(a) or 15d-14(a) of the S&earExchange Act of
1934.

31.2 Certification of the Principal Financial and Accaimg Officer pursuant to Rule 13a-14(a) or 15d-)4fathe Securities
Exchange Act of 193¢

32.1 Certification of the Principal Executive Officerguant to 18 U.S.C. Section 1350, as adopted puotrsoigsection 906 of the
Sarbane-Oxley Act of 2002
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Exhibit
Number Description
32.2 Certification of the Principal Financial and Accaimg Officer pursuant to 18 U.S.C. Section 1350adspted pursuant to
Section 906 of the Sarbar-Oxley Act of 2002

101.INS  XBRL Instance Document (furnished herewil

101.SCH XBRL Taxonomy Extension Schema Document (furnishewith).

101.CAL  XBRL Taxonomy Extension Calculation Linkbase Documtn@urnished herewith

101.DEF XBRL Taxonomy Extension Definition Linkbase Docuniéurnished herewith!

101.LAB  XBRL Taxonomy Extension Label Linkbase Documentrffshed herewith)

101.PRE  XBRL Taxonomy Extension Presentation Linkbase Doennfurnished herewith
+ Indicates management contract or compensatory plan.
* Confidential treatment has been granted with resjperertain portions of this exhibit. Omitted ports have been filed separately

with the SEC.
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SIGNATURES

Pursuant to the requirements of Section 13 or 1&f(the Securities Exchange Act of 1934, the regigthas duly caused this report
to be signed on its behalf by the undersignedetin duly authorized.

Date: August 14, 201
EGALET CORPORATION
By: /sl ROBERT S. RADIE

Robert S. Radi
President and Chief Executive Offic
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EXHIBIT INDEX
Exhibit
Number Description
10.1+ Egalet Corporation 2013 Stock-Based Incentive Rlargmended (incorporated by reference to Exhibit fo the
Compan’s Current Report on Forn-K filed with the SEC on June 10, 201
31.1 Certification of the Principal Executive Officerguant to Rule 13a-14(a) or 15d-14(a) of the S&earExchange Act of
1934.
31.2 Certification of the Principal Financial and Accaimg Officer pursuant to Rule 13a-14(a) or 15d-)4fathe Securities
Exchange Act of 193¢
32.1 Certification of the Principal Executive Officerqguant to 18 U.S.C. Section 1350, as adopted potrsa&ection 906 of the
Sarbane-Oxley Act of 2002
32.2 Certification of the Principal Financial and Accdimg Officer pursuant to 18 U.S.C. Section 1350a@dspted pursuant to
Section 906 of the Sarbal-Oxley Act of 2002
101.INS XBRL Instance Document (furnished herewit
101.SCH XBRL Taxonomy Extension Schema Document (furnishextwith).
101.CAL XBRL Taxonomy Extension Calculation Linkbase Docuin@urnished herewith
101.DEF XBRL Taxonomy Extension Definition Linkbase Docunhéurnished herewith!
101.LAB XBRL Taxonomy Extension Label Linkbase Documentr{fshed herewith)
101.PRE XBRL Taxonomy Extension Presentation Linkbase Doenntfurnished herewith
+ Indicates management contract or compensatory plan.
* Confidential treatment has been granted with ragpemertain portions of this exhibit. Omitted gornts have been filed separately

with the SEC.
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Exhibit 31.1

Certification of Principal Executive Officer of Egalet Corporation
Pursuant to Section 302 of the Sarbanes-Oxley Acf 2002

I, Robert S. Radie, certify that:

1.

2.

| have reviewed this Annual Report on Form 10-Ggélet Corporation;

Based on my knowledge, this report does not cora@aynuntrue statement of a material fact or ométate a material fact necessary
to make the statements made, in light of the cistances under which such statements were madmislieading with respect to tl
period covered by this report;

Based on my knowledge, the financial statementsoéimer financial information included in this repdairly present in all material
respects the financial condition, results of operstand cash flows of the registrant as of, angdtfie periods presented in this
report;

The registrant’s other certifying officer and | aesponsible for establishing and maintaining disate controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&)}5¢r the registrant and have:

a. Designed such disclosure controls and proceduresused such disclosure controls and procedures tiesigned under
our supervision, to ensure that material informmatielating to the registrant, including its condatied subsidiaries, is made
known to us by others within those entities, pattidy during the period in which this report isifige prepared,;

b. Evaluated the effectiveness of the registrant’sldgire controls and procedures, and presentdusimeport our
conclusions about the effectiveness of the discsantrols and procedures, as of the end of thegeovered by this
report based on such evaluation; and

C. Disclosed in this report any change in the regigtsanternal control over financial reporting thatcurred during the
registrant’s most recent fiscal quarter (the regigts fourth fiscal quarter in the case of an aimaport) that has materially
affected, or is reasonably likely to materiallyeaf, the registrant’s internal control over finateeporting; and

The registrant’s other certifying officer and | leadisclosed, based on our most recent evaluationtexhal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct(@spersons performing the
equivalent functions):

a. All significant deficiencies and material weaknessethe design or operation of internal contratiofiancial reporting
which are reasonably likely to adversely affectrdgistrant’s ability to record, process, summaaizd report financial
information; and

b. Any fraud, whether or not material, that involveamagement or other employees who have a significéain the
registrant’s internal control over financial repogt

Date: August 14, 2014

/s/ ROBERT S. RADIE

Robert S. Radi

President and Chief Executive Offic
(Principal Executive Officer
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Exhibit 31.2

Certification of Principal Financial and Accounting Officer of Egalet Corporation
Pursuant to Section 302 of the Sarbanes-Oxley Acf 2002

I, Stanley J. Musial, certify that:

1.

2.

| have reviewed this Annual Report on Form 10-Ggélet Corporation;

Based on my knowledge, this report does not cora@aynuntrue statement of a material fact or ométate a material fact necessary
to make the statements made, in light of the cistances under which such statements were madmislieading with respect to tl
period covered by this report;

Based on my knowledge, the financial statementsoéimer financial information included in this repdairly present in all material
respects the financial condition, results of operstand cash flows of the registrant as of, angdtfie periods presented in this
report;

The registrant’s other certifying officer and | aesponsible for establishing and maintaining disate controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&)}5¢r the registrant and have:

a. Designed such disclosure controls and proceduresused such disclosure controls and procedures tiesigned under
our supervision, to ensure that material informmatielating to the registrant, including its condatied subsidiaries, is made
known to us by others within those entities, pattidy during the period in which this report isifige prepared,;

b. Evaluated the effectiveness of the registrant’sldgire controls and procedures, and presentdusimeport our
conclusions about the effectiveness of the discsantrols and procedures, as of the end of thegeovered by this
report based on such evaluation; and

C. Disclosed in this report any change in the regigtsanternal control over financial reporting thatcurred during the
registrant’s most recent fiscal quarter (the regigts fourth fiscal quarter in the case of an aimaport) that has materially
affected, or is reasonably likely to materiallyeaf, the registrant’s internal control over finateeporting; and

The registrant’s other certifying officer and | leadisclosed, based on our most recent evaluationtexhal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct(@spersons performing the
equivalent functions):

a. All significant deficiencies and material weaknessethe design or operation of internal contratiofiancial reporting
which are reasonably likely to adversely affectrdgistrant’s ability to record, process, summaaizd report financial
information; and

b. Any fraud, whether or not material, that involveamagement or other employees who have a significéain the
registrant’s internal control over financial repogt

Date: August 14, 2014

/sl STANLEY J. MUSIAL

Stanley J. Musie

Chief Financial Officer (Principal Financial and &ounting
Officer)




Exhibit 32.1

Certification Of
Principal Executive Officer
Pursuant To 18 U.S.C. Section 1350,
As Adopted Pursuant To
Section 906 Of The Sarbanes-Oxley Act Of 2002

In connection with the Quarterly Report of Egaler@ration (the “Company”) on Form 10-Q for theipdrended June 30, 2014, as
filed with the Securities and Exchange Commissioithe date hereof (the “Report”), |, Robert S. Ragresident and chief executive officer
of the Company, certify, pursuant to 18 U.S.C. Beact350, as adopted pursuant to Section 906 obrbane®xley Act of 2002, that to i
knowledge:

1) The Report fully complies with the requirementsSefction 13(a) or 15(d) of the Securities ExchangeoA1934; and

2) The information contained in the Report fairly gets, in all material respects, the financial ctadiof the Company at
the end of the period covered by the Report analteesf operations of the Company for the periodered by the Report.

Date: August 14, 2014 /s/ ROBERT S. RADIE
President and Chief Executive Offic
(Principal Executive Officer

This certification accompanies the Report and siatibe deemed “filed” by the Company with the S#ims and Exchange Commission and
is not to be incorporated by reference into angdilof the Company under the Securities Act of 1%&3amended, or the Securities Exchange
Act of 1934, as amended (whether made before er tife date of the Report), irrespective of anyegalnncorporation language contained in
such filing.




Exhibit 32.2

Certification Of
Principal Financial and Accounting Officer
Pursuant To 18 U.S.C. Section 1350,
As Adopted Pursuant To
Section 906 Of The Sarbanes-Oxley Act Of 2002

In connection with the Quarterly Report of Egaler@ration (the “Company”) on Form 10-Q for theipdrended June 30, 2014, as
filed with the Securities and Exchange Commissionthe date hereof (the “Report”), I, Stanley J. MUyshief financial officer of the
Company, certify, pursuant to 18 U.S.C. Section01 2% adopted pursuant to Section 906 of the Sasb@mley Act of 2002, that to my
knowledge:

1) The Report fully complies with the requirementsSefction 13(a) or 15(d) of the Securities ExchangeoA 1934; and

2) The information contained in the Report fairly gets, in all material respects, the financial ctadiof the Company at
the end of the period covered by the Report analteesf operations of the Company for the periodered by the Report.

Dated: August 14, 2014 /s/ STANLEY J. MUSIAL
Chief Financial Officer (Principal Financial and Aounting Officer,

This certification accompanies the Report and siatlbe deemed “filed” by the Company with the S#ims and Exchange Commission and
is not to be incorporated by reference into angdiof the Company under the Securities Act of 133amended, or the Securities Exchange
Act of 1934, as amended (whether made before er tifée date of the Report), irrespective of anyegaiincorporation language contained in
such filing.




