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FORWARD-LOOKING STATEMENTS

Statements made in this Quarterly Report on Form 10-Q that are not statements of historical or current facts, such as those under the heading “Management’s
Discussion and Analysis of Financial Condition and Results of Operations,” are “forward-looking statements” within the meaning of the Private Securities
Litigation Reform Act of 1995. Forward-looking statements discuss our current expectations and projections relating to our financial condition, results of
operations, plans, objectives, future performance and business. These statements may be preceded by, followed by or include the words “aim,” “anticipate,”
“believe,” “estimate,” “expect,” “forecast,” “intend,” “outlook,” “plan,” “potential,” “project,” “projection,” “seek,” “may,” “could,” “would,” “should,” “can,
“can have,” “likely,” the negatives thereof and other words and terms of similar meaning.

» <« . » 2

Forward-looking statements are inherently subject to risks, uncertainties and assumptions; they are not guarantees of performance. You should not place undue
reliance on these statements. We have based these forward-looking statements on our current expectations and projections about future events. Although we
believe that our assumptions made in connection with the forward-looking statements are reasonable, we cannot assure you that the assumptions and
expectations will prove to be correct.

You should understand that the following important factors could affect our future results and could cause those results or other outcomes to differ materially
from those expressed or implied in our forward-looking statements:

our ability to obtain and maintain regulatory approval of our products and product candidates, and any related restrictions, limitations, and/or
warnings in the label of an approved product;

our plans to commercialize and grow sales of our products;

our ability to effectively commercialize in-licensed products and manage our relationships with licensors, including our ability to satisfy our royalty
payment obligations in connection with such products;

the size of the markets for our products and product candidates, and our ability to service those markets;

the success of competing products that are or become available;

our ability to obtain and maintain reimbursement and third-party payor contracts for our products;

the costs of commercialization activities, including marketing, sales and distribution;

the rate and degree of market acceptance of our products;

changing market conditions for our product;

the outcome of any patent infringement or other litigation that may be brought by or against us, including litigation with Purdue Pharma, L.P. and
Teva Pharmaceuticals USA, Inc.;

our ability to attract collaborators with development, regulatory and commercialization expertise;

the success, cost and timing of our product development activities, studies and clinical trials;

our ability to obtain funding for our operations;

regulatory developments in the United States and foreign countries;

our expectations regarding our ability to obtain and maintain sufficient intellectual property protection for our products and product candidates;
our ability to operate our business without infringing the intellectual property rights of others;

the performance of our third-party suppliers and manufacturers;

our ability to secure adequate supplies of active pharmaceutical ingredient for each of our products and product candidates;

our ability to comply with stringent U.S. and foreign government regulations relating to the manufacturing and marketing of pharmaceutical products,
including U.S. Drug Enforcement Agency, or DEA, compliance;

the loss of key scientific or management personnel;

our expectations regarding the period during which we qualify as an emerging growth company under the JOBS Act;

our customer concentration. which may adversely affect our financial condition and results of operations;

the accuracy of our estimates regarding expenses, revenue, capital requirements and need for additional financing; and

the other risks, uncertainties and factors discussed under the heading “Risk Factors” in this Quarterly Report on Form 10-Q.

In light of these risks and uncertainties, expected results or other anticipated events or circumstances discussed in this Quarterly Report on Form 10-Q
(including the exhibits hereto) might not occur. We undertake no obligation, and specifically decline any obligation, to publicly update or revise any forward-
looking statements, even if experience or future developments make it clear that projected results expressed or implied in such statements will not be realized,
except as may be required by law.

These and other risks are described under the heading “Risk Factors” in this Quarterly Report on Form 10-Q. Those factors and the other risk factors described
therein are not necessarily all of the important factors that could cause actual results or developments to differ materially from those expressed in any of our
forward-looking statements. Other unknown or unpredictable factors also could harm our results. Consequently, there can be no assurance that actual results or
developments anticipated by us will be realized or, even if substantially realized, that they will have the expected consequences to, or effects on, us. Given these
uncertainties, prospective investors are cautioned not to place undue reliance on such forward-looking statements.
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PART I—FINANCIAL INFORMATION

Item 1. Condensed Consolidated Financial Statements (Unaudited).

Collegium Pharmaceutical, Inc.

CONDENSED CONSOLIDATED BALANCE SHEETS

(in thousands, except share and per share amounts)

Assets

Current assets
Cash and cash equivalents
Accounts receivable
Inventory

Prepaid expenses and other current assets

Total current assets
Property and equipment, net
Intangible assets, net
Restricted cash
Other long-term assets
Total assets
Liabilities and shareholders' equity
Current liabilities
Accounts payable
Accrued expenses

Accrued rebates, returns and discounts
Current portion of asset acquisition obligations

Current portion of term loan payable
Total current liabilities

Asset acquisition obligations, long-term

Term loan payable, long-term
Total liabilities

Commitments and contingencies (see Note 12)

Shareholders’ equity:

Preferred stock, $0.001 par value; authorized shares - 5,000,000 at June 30, 2018
and December 31, 2017; issued and outstanding shares - none at June 30, 2018

and December 31, 2017

Common stock, $0.001 par value; authorized shares - 100,000,000 at
June 30, 2018 and December 31, 2017; issued and outstanding shares -
33,179,860 at June 30, 2018 and 32,770,678 at December 31, 2017

Additional paid-in capital
Accumulated deficit

Total shareholders’ equity

Total liabilities and shareholders’ equity

June 30, December 31,
2018 2017
133,747  $ 118,697
68,380 9,969
8,544 1,813
5,622 3,005
216,293 133,484
3,203 1,826
453,694 —
— 97
139 161
673329 $ 135,568
18,692 $ 5,684
23,395 8,541
107,790 15,784
114,825 —
— 1,479
264,702 31,488
314,446 —
11,500 —
590,648 31,488
33 33
412,409 402,096
(329,761) (298,049)
82,681 104,080
673,329 $ 135,568

See accompanying notes to the Condensed Consolidated Financial Statements.
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Collegium Pharmaceutical, Inc.

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

(in thousands, except share and per share amounts)

Three months ended June 30, Six months ended June 30,

2018 2017 2018 2017

Product revenues, net $ 73,061 $ 3,560 $ 136,810 $ 5,732
Costs and expenses

Cost of product revenues 46,838 577 89,944 948

Research and development 2,237 2,179 4,505 4,309

Selling, general and administrative 31,279 22,062 62,861 44,909
Total costs and expenses 80,354 24,818 157,310 50,166
Loss from operations (7,293) (21,258) (20,500) (44,434)

Interest expense (6,158) — (11,858) —

Interest income 391 137 646 235
Net loss $ (13,060) $ (21,121) $ (31,712) $ (44,199)
Loss per share - basic and diluted $ (0.40) $ 0.72) $ (0.96) $ (1.50)
Weighted-average shares - basic and diluted 32,967,718 29,441,514 32,935,873 29,396,143

See accompanying notes to the Condensed Consolidated Financial Statements.
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Collegium Pharmaceutical, Inc.

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(in thousands)

Operating activities
Net loss

Adjustments to reconcile net loss to net cash provided by (used in) operating activities:

Depreciation and other amortization expense
Nucynta amortization expense
Lease incentive obligation
Stock-based compensation expense
Non-cash interest expense
Changes in operating assets and liabilities:
Accounts receivable
Inventories
Prepaid expenses and other assets
Accounts payable
Accrued expenses
Accrued rebates, returns and discounts
Deferred revenue
Net cash provided by (used in) operating activities
Investing activities
Cash paid for asset acquisition
Purchases of property and equipment
Net cash used in investing activities
Financing activities
Cash paid for common stock offerings costs
Proceeds from issuances of common stock from employee stock purchase plans
Proceeds from term loan amendment, net of repayment of amended term loan
Repayment of asset acquisition obligations
Repayment of term note
Proceeds from the exercise of stock options
Payments made for employee restricted stock tax withholdings
Net cash used in financing activities

Net increase (decrease) in cash, cash equivalents and restricted cash
Cash, cash equivalents and restricted cash at beginning of period

Cash, and cash equivalents and restricted cash at end of period

Supplemental disclosure of cash flow information
Cash paid for offering costs
Cash paid for interest

Supplemental disclosure of non-cash activities
Offering costs in accrued expenses

Acquisition of property and equipment in accrued expenses

Liabilities assumed from asset acquisition in accrued rebates, returns and discounts

Six months ended

June 30,
2018 2017
$ (31L,712) $ (44,199)
578 332
61,933 —
— 17)
6,254 3,767
11,471 —
(58,411) (2,748)
(508) (204)
(608) (1,083)
13,008 (3,494)
13,917 1,074
69,346 —
— 5,417
85,268 (41,155)
(18,877) —
(987) (478)
(19,864) (478)
(30) 87)
510 673
10,020 —
(64,500) —
— (1,333)
3,905 415
(356) (51)
(50,451) (383)
14,953 (42,016)
118,794 153,322
$ 133,747 $ 111,306
$ 30 % 87
$ 242 $ 88
$ 25 $ 25
$ 1,184 $ 304
$ 22,660 $ =

See accompanying notes to the Condensed Consolidated Financial Statements.
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Collegium Pharmaceutical, Inc.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(unaudited, in thousands, except share and per share amounts)
1. Nature of Business

Collegium Pharmaceutical, Inc. (the “Company”) was incorporated in Delaware in April 2002 and then reincorporated in
Virginia in July 2014. The Company has its principal operations in Canton, Massachusetts. The Company is a specialty
pharmaceutical company focused on becoming the leader in responsible pain management by developing and
commercializing innovative, differentiated products for people suffering from pain and our communities. The Company’s
first product, Xtampza ER®, or Xtampza, is an abuse-deterrent, extended-release, oral formulation of oxycodone, a widely
prescribed opioid medication. In April 2016, the U.S. Food and Drug Administration (“FDA”) approved the Company’s new
drug application (“NDA”) filing for Xtampza for the management of pain severe enough to require daily, around-the-clock,
long-term opioid treatment and for which alternative treatment options are inadequate. In June 2016, the Company
announced the commercial launch of Xtampza.

In December 2017, the Company and its wholly owned subsidiary, Collegium NF, LLC (“Collegium NF”) entered into a
Commercialization Agreement with Depomed, Inc. (“Depomed”), pursuant to which Depomed agreed to grant a sublicense
of certain of its intellectual property related to Nucynta ER and IR products (the “Nucynta Products”) to the Company for
commercialization of the Nucynta Products in the United States. On January 9, 2018, the parties amended the
Commercialization Agreement (as amended, the “Commercialization Agreement”) and consummated the transactions
contemplated thereby. Nucynta ER is an extended release formulation of tapentadol that is indicated for the management of
pain severe enough to require daily, around the clock, long term opioid treatment, including neuropathic pain associated with
diabetic peripheral neuropathy in adults, and for which alternate treatment options are inadequate. Nucynta IR is an
immediate release formulation of tapentadol that is indicated for the management of moderate to severe acute pain in adults.
The Company began shipping and recognizing product sales on the Nucynta Products on January 9, 2018 and began
commercial promotion of the Nucynta Products in February 2018. The assets and liabilities assumed by the Company in
connection with the Commercialization Agreement are further described in Note 7.

The Company’s operations are subject to certain risks and uncertainties. The principal risks include inability to successfully
commercialize products, changing market conditions for products and product candidates (including development of
competing products), changing regulatory environment and reimbursement landscape, litigation related to opioid marketing
and distribution practices, inability or delay in completing clinical trials or obtaining regulatory approvals, inability to secure
adequate supplies of active pharmaceutical ingredients for each of our products and product candidates, key personnel
retention and protection of intellectual property, patent infringement litigation and the availability of additional capital
financing on terms acceptable to the Company.

The Company has experienced net losses and negative cash flows from operating activities since its inception, and, as of
June 30, 2018 had an accumulated deficit of $329,761. The Company expects to continue to incur net losses in the near
future. A successful transition to profitable operations is dependent upon achieving a level of revenues adequate to support
the Company’s cost structure.

The Company believes that its cash and cash equivalents at June 30, 2018 together with expected cash inflows from the
commercialization of its products, will enable the Company to fund its operating expenses, debt service and capital
expenditure requirements under its current business plan for the foreseeable future.

2. Summary of Significant Accounting Policies
Basis of Presentation

The accompanying unaudited Condensed Consolidated Financial Statements include the accounts of Collegium
Pharmaceutical, Inc. (a Virginia corporation) as well as the accounts of Collegium Securities Corp. (a Massachusetts
corporation), incorporated in December 2015, and Collegium NF, LLC (a Delaware limited liability company), organized in
December 2017, both wholly owned subsidiaries requiring consolidation. The financial statements of the Company have been
prepared in accordance with accounting principles generally accepted in the United States
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(“GAAP”) for interim financial reporting and as required by Regulation S-X, Rule 10-01. Accordingly, they do not include
all of the information and footnotes required by GAAP for complete financial statements.

In the opinion of the Company’s management, the accompanying unaudited Condensed Consolidated Financial Statements
contain all adjustments (consisting of items of a normal and recurring nature) necessary to fairly present the financial position
of the Company as of June 30, 2018, the results of operations for the three and six months ended June 30, 2018 and 2017, and
cash flows for the six months ended June 30, 2018 and 2017. The results of operations for the six months ended

June 30, 2018 are not necessarily indicative of the results to be expected for the full year.

When preparing financial statements in conformity with GAAP, the Company must make estimates and assumptions that
impact the reported amounts of assets, liabilities, revenues and expenses and the disclosure of contingent assets and liabilities
in the Company’s financial statements and accompanying notes. The most significant estimates in the Company’s financial
statements relate to revenue recognition, including the estimates of product returns, units prescribed, discounts and
allowances related to commercial sales of its products, estimates utilized in the valuation of inventory, estimates of useful
lives with respect to intangible assets, accounting for stock-based compensation, contingencies, intangible assets, and tax
valuation reserves. The Company bases estimates and assumptions on historical experience when available and on various
factors that it believes to be reasonable under the circumstances. The Company evaluates its estimates and assumptions on an
ongoing basis. The Company’s actual results may differ from these estimates under different assumptions or conditions. The
consolidated interim financial statements should be read in conjunction with the audited financial statements and notes
thereto included in the Company’s Annual Report on Form 10-K for the fiscal year ended December 31, 2017 (the “Annual
Report”).

Significant Accounting Policies

The Company’s significant accounting policies are described in Note 2, “Summary of Significant Accounting Policies,” in
the Company’s Annual Report. There have been no material changes in the Company’s significant accounting policies, other
than the adoption of accounting pronouncements below, as compared to the significant accounting policies described in the
Annual Report.

Controlled Equity Offering Sales Agreement

In March 2017, the Company entered into a Controlled Equity Offering Sales Agreement (the “ATM Sales Agreement”),
with Cantor Fitzgerald & Co., as sales agent (“Cantor Fitzgerald”), pursuant to which the Company may issue and sell, from
time to time, through Cantor Fitzgerald, shares of the Company’s common stock, up to an aggregate offering price of $60,000
(the “ATM Shares”).

Under the ATM Sales Agreement, Cantor Fitzgerald may sell the ATM Shares by methods deemed to be an “at-the-market”
offering as defined in Rule 415 promulgated under the Securities Act of 1933, as amended (the “Securities Act”), including
sales made directly on The NASDAQ Global Select Market, on any other existing trading market for the ATM Shares or to or
through a market maker. In addition, under the ATM Sales Agreement, Cantor Fitzgerald may sell the ATM Shares by any
other method permitted by law, including in privately negotiated transactions.

The Company is not obligated to make any sales of the ATM Shares under the ATM Sales Agreement. The Company or
Cantor Fitzgerald may suspend or terminate the offering of ATM Shares upon notice to the other party and subject to other
conditions. The Company will pay Cantor Fitzgerald a commission of up to 3.0% of the gross proceeds from the sale of the
ATM Shares pursuant to the ATM Sales Agreement and has agreed to provide Cantor Fitzgerald with customary
indemnification and contribution rights.

As of June 30, 2018, the Company had sold an aggregate of 3,126,998 shares at an average gross sales price of $11.36 per
share generating net proceeds of $34,283, after deduction of underwriting discounts and commissions and expenses payable
by the Company. All shares sold pursuant to the ATM Sales agreement were sold during the year ended December 31,
2017. The Company did not sell any shares pursuant to the ATM sales agreement during the six months ended

June 30, 2018.
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Adbvertising and Product Promotion Costs

Advertising and product promotion costs are included in selling, general and administrative expenses and were $5,720 and
$2,567 in the three months ended June 30, 2018 and 2017, respectively. Advertising and product promotion costs were
$8,282 and $6,427 in the six months ended June 30, 2018 and 2017, respectively. Advertising and product promotion costs
are expensed as incurred.

Restricted Cash

Restricted cash represents cash held in a depository account at a financial institution to collateralize a conditional stand-by
letter of credit related to the Company’s facility lease agreements. The Company no longer has restricted cash as of
June 30, 2018.

Leases

In March 2018, the Company entered into a lease for its new corporate headquarters (the “Lease”) pursuant to which the
Company will lease approximately 50,678 of rentable square feet of space, in Stoughton, Massachusetts. The Lease will
commence when the tenant improvements in the space are substantially complete and will continue thereafter for a term of
ten years. The Company has the right to extend the term of the Lease for two additional five-year terms, provided that
written notice is provided to the Landlord no later than twelve months prior to the expiration of the current Lease term. The
initial annual base rent is $1,214, or $23.95 per rentable square foot, and will increase annually by 2.5% to 3.1% over the
subsequent Lease years. The Lease term will commence upon possession of the new space. The Company expects to take
possession of the new space in the third quarter of 2018.

Income Taxes

For the three and six months ended June 30, 2018 and 2017, the Company did not record a current or deferred income tax
expense or benefit due to current and historical losses incurred by the Company. The Company's losses before income taxes
consist solely of losses from domestic operations. As of June 30, 2018, the Company has recorded a full valuation allowance
for deferred tax assets including net operating loss (“NOL”) and tax credit carryovers. The Tax Cuts and Jobs Act of 2017
(“TCJA” or “2017 Tax Act”), which was signed into law in December 2017, resulted in significant changes to the U.S.
corporate income tax system. The SEC staff issued Staff Accounting Bulletin (“SAB”) 118, which allows companies the
ability to record provisional amounts during a measurement period not to extend more than one year beyond the Tax Act
enactment date. The Company reasonably estimated the effects of the 2017 Tax Act by remeasuring its federal net deferred
tax asset as of December 31, 2017. For additional information related to the TCJA and its impact on the Company, please
read Note 13, Income Taxes, in the Company’s Annual Report. Since the Company has recorded a full valuation allowance,
this provisional estimate resulted in no impact to the financial statements. As the Company completes its analysis of the
2017 Tax Act, collects and prepares necessary data, and interprets any additional guidance issued by the U.S. Treasury
Department, the IRS, and other standard-setting bodies, it may be required to make adjustments to the original provisional
estimate, however the Company has not made any material changes to its provisional estimates during the three and six
months ended June 30, 2018. The Company plans to finalize its review and conclusion of the impact of TCJA before year
end in accordance with SAB 118 and adjust its provisional estimates as may be required by the TCJA.

Recently Adopted Accounting Pronouncements

New accounting pronouncements are issued periodically by the Financial Accounting Standards Board (“FASB”) and are
adopted by the Company as of the specified effective dates.

In May 2014, the FASB issued Accounting Standards Update, or ASU, 2014-09, Revenue from Contracts with Customers
(Topic 606), which amends the guidance for accounting for revenue from contracts with customers. This ASU supersedes the
revenue recognition requirements in ASC Topic 605, Revenue Recognition, and creates a new Topic 606, Revenue from
Contracts with Customers. In 2015, 2016 and 2017, the FASB issued additional ASUs related to Topic 606, including ASUs
2015-14, 2016-08, 2016-10, 2016-12, 2016-20, 2017-13, 2017-14, that delayed the effective date of and clarified various
aspects of the new guidance, including principal versus agent considerations, identifying performance obligations, and
licensing. The Company adopted ASC Topic 606, Revenue from Contracts with
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Customers, on January 1, 2018 using the modified retrospective method for all contracts not completed as of the date of
adoption. The adoption of ASU 2014-09 did not have an impact on the Company’s consolidated financial position, results of
operations, equity or cash flows as of the adoption date or for the three or six months ended June 30, 2018. Refer to Note 3
"Revenue from Contracts with Customers" for the required disclosures and a discussion of the Company's policies related to
revenue recognition.

In August 2016, the FASB issued ASU 2016-15, Classification of Certain Cash Receipts and Cash Payments, and in
November 2016, the FASB issued ASU 2016-18, Restricted Cash. The purpose of ASU 2016-15 is to reduce the diversity in
presentation and classification of the following items within the Statement of Cash Flows: debt prepayments, settlement of
zero coupon debt instruments, contingent consideration payments, insurance proceeds, securitization transactions and
distributions from equity method investees. The update also addresses classification of transactions that have characteristics
of more than one class of cash flows. ASU 2016-18 requires the Statement of Cash Flows to explain the change during the
period in the total of cash, cash equivalents, and amounts generally described as restricted cash or restricted cash equivalents.
Therefore, amounts generally described as restricted cash and restricted cash equivalents should be included with cash and
cash equivalents when reconciling the beginning-of-period and end-of-period total amounts shown on the Statement of Cash
Flows. The Company adopted these new standards on January 1, 2018 using the retrospective transition method as required
with respect to each period presented. The adoption of these standards did not have an impact on the Company’s consolidated
financial statements.

Recently Issued Accounting Pronouncements Not Yet Adopted

In February 2016, the FASB issued ASU 2016-02, Leases (Topic 842). ASU 2016-02 most significantly impacts lessee
accounting and disclosures. First, this guidance requires lessees to identify arrangements that should be accounted for as
leases. Under ASU 2016-02, for lease arrangements exceeding a 12-month term, a right-of-use asset and lease obligation is
recorded by the lessee for all leases, whether operating or financing, while the income statement will reflect lease expense for
operating leases and amortization/interest expense for financing leases. The balance sheet amount recorded for existing leases
at the date of adoption of ASU 2016-02 must be calculated using the applicable incremental borrowing rate at the date of
adoption. Leases with a term of 12 months or less will be accounted for in a manner similar to existing guidance for operating
leases. This guidance is effective for public companies for fiscal years, and interim periods within those fiscal years,
beginning after December 15, 2018. Early adoption is permitted for all entities. The Company has not chosen early adoption
for this ASU and is currently evaluating its effect on the Company’s consolidated financial statements. Based on its
preliminary assessment, the Company expects to recognize a right-to-use asset and corresponding lease liability on its
balance sheet related to the lease agreement for its corporate headquarters upon adoption of this ASU.

3. Revenue from Contracts with Customers

The Company’s only source of revenue to date has been generated by sales of the Company’s products, which are primarily
sold to distributors and retailers (“customers”), which in turn sell the product to pharmacies for the treatment of patients
(“end users™).

Revenue Recognition

In accordance with ASC Topic 606, Revenue from Contracts with Customers (“ASC 606”), the Company recognizes revenue
when a customer obtains control of promised goods or services, in an amount that reflects the consideration which the entity
expects to receive in exchange for those goods or services. To determine revenue recognition for arrangements that an entity
determines are within the scope of ASC 606, the Company performs the following five steps: (i) identify the contract(s) with
a customer; (ii) identify the performance obligations in the contract; (iii) determine the transaction price; (iv) allocate the
transaction price to the performance obligations in the contract; and (v) recognize revenue when (or as) the entity satisfies a
performance obligation. The Company only applies the five-step model to contracts when it is probable that the entity will
collect the consideration it is entitled to in exchange for the goods or services it transfers to the customer. At contract
inception, once the contract is determined to be within the scope of ASC 606, the Company assesses the goods or services
promised within each contract and determines those that are performance obligations and assesses whether each promised
good or service is distinct. The Company then recognizes

10
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as revenue the amount of the transaction price that is allocated to the respective performance obligation when (or as) the
performance obligation is satisfied.

Adoption of ASC Topic 606, Revenue from Contracts with Customers

The Company adopted ASC 606 on January 1, 2018 using the modified retrospective method. Under this method, prior
periods were not retrospectively adjusted and, as a result, the reported results for 2018 reflect the application of ASC 606
guidance while the reported results for 2017 were prepared under the guidance of ASC Topic 605, Revenue

Recognition (“legacy GAAP”).

Immediately prior to the adoption date of January 1, 2018, the Company recognized revenue in accordance with legacy
GAAP, or when there was persuasive evidence of an arrangement; when title and risk of loss had passed to the customer;
when estimated provisions for chargebacks, rebates, sales incentives and allowances, distribution service fees, and returns
were reasonably determinable; and when collectability was reasonably assured. The satisfaction of these criteria generally
occurred upon delivery of products to customers, or the sell-in method of revenue recognition under legacy GAAP. The
Company began recognizing revenue on the sell-in method in the third quarter of 2017. Prior to the third quarter of 2017, the
Company recognized revenue when products were dispensed to end users, or the sell-through method of revenue recognition
under legacy GAAP, as the Company did not have sufficient experience with product sales to estimate returns at the time
product was sold to customers.

As aresult of the considerations discussed above, the Company concluded that, as of the adoption date, it would record
revenue net of a provision for estimated chargebacks, rebates, sales incentives and allowances, distribution service fees, and
returns upon delivery of products to customers under either the sell-in method of revenue recognition under legacy GAAP or
under Topic 606 as of the adoption date. Therefore, the adoption of Topic 606 did not have a material impact on the
Company’s consolidated financial position, results of operations, equity or cash flows as of January 1, 2018, however,
periods presented prior to the third quarter of 2017, when the Company recognized revenue on the sell-through method under
legacy GAAP, would be impacted. For the three and six months ended June 30, 2017, the Company determined that, under
Topic 606, the only significant changes to the reported results for the three and six months ended June 30, 2017 under Topic
606 would be higher product sales of $1,229 and $2,449, respectively, due to the acceleration of revenue recognition for
product sales in which recognition was previously deferred due to the fees not being fixed or determinable under the sell-
through method under legacy GAAP.

Performance Obligations

The Company determined that performance obligations are satisfied and revenue is recognized when a customer takes control
of the Company’s product, which occurs at a point in time. This generally occurs upon delivery of the products to customers,
at which point the Company recognizes revenue and records accounts receivable, which represents the Company’s only
contract asset. Payment is typically received 30 to 60 days after satisfaction of the Company’s performance obligations and
generally does not have an effect on contract asset and contract liability balances. Under the practical expedients permitted by
the rules of the adoption, the Company will expense incremental costs of obtaining a contract as and when incurred if the
expected amortization period of the assets is one year or less.

Transaction Price and Variable Consideration

Revenue is measured as the amount of consideration the Company expects to receive in exchange for transferring products or
services to a customer (“transaction price”). The transaction price for product sales includes variable consideration related to
chargebacks, rebates, sales incentives and allowances, distribution service fees, and returns. The Company will estimate the
amount of variable consideration that should be included in the transaction price under the expected value method. These
estimates take into consideration a range of possible outcomes that are probability-weighted for relevant factors such as the
Company’s historical experience, current contractual and statutory requirements, specific known market events and trends,
industry data and forecasted customer buying and payment patterns. These provisions reflect the Company’s best estimates of
the amount of consideration to which it is entitled based on the terms of the contract. The amount of variable consideration
that is included in the transaction price may be constrained and is included in net sales only to the extent that it is probable
that a significant reversal in the amount of the cumulative revenue recognized will not occur in a future period. In general,
performance obligations do not include any estimated amounts of variable consideration that are constrained. Actual amounts
of consideration ultimately received may differ from the Company’s estimates. If actual results in the future vary from the
Company’s estimates,
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the Company will adjust these estimates, which would affect net product revenue and earnings in the period such variances
become known.

The following table summarizes activity in each of the Company’s product revenue provision and allowance categories for
the six months ended June 30, 2018:

Trade Allowances

Rebates and Product
and

Incentives (1) Returns (2) Chargebacks (3)
Balance at December 31, 2017 $ 12,647  $ 3,137 $ 2,256
Provision related to current period sales 117,462 8,374 33,682
Changes in estimate related to prior period sales (32) — —
Credits/payments made (53,165) (3,039) (13,054)
Balance at June 30, 2018 $ 76,912 $ 8,472 $ 22,884

(1) Rebates and incentives includes managed care rebates, government rebates, co-pay program incentives, and sales
incentives and allowances. Provisions for rebates and discounts are deducted from gross revenues at the time revenues
are recognized and are included in accrued rebates, returns and discounts in the Company’s Condensed Consolidated
Balance Sheets.

(2) Provisions for product returns are deducted from gross revenues at the time revenues are recognized and are included in
accrued rebates, returns and discounts in the Company’s Condensed Consolidated Balance Sheets.

(3) Trade allowances and chargebacks include fees for distribution service fees, prompt pay discounts, and chargebacks.
Trade allowances and chargebacks are deducted from gross revenue at the time revenues are recognized and are
recorded as a reduction to accounts receivable in the Company’s Condensed Consolidated Balance Sheets.

In addition to the above, the Company also recorded a liability of $22,660 related to sales of Nucynta Products that occurred
prior to the closing date of January 9, 2018 which the Company is liable for under the terms of the Commercialization
Agreement. This assumed liability, representing $22,406 of assumed rebates and incentives and $254 of assumed trade
allowances and chargebacks, was recorded as a component of the intangible asset acquired as of the closing date of January
9, 2018.

As of June 30, 2018, the Company did not have any transaction price allocated to remaining performance obligations and any
costs to obtain contracts with customers, including pre-contract costs and set up costs, were immaterial.

Disaggregation of Revenue

Product revenues, net consisted of the following:

Three months ended June 30, Six months ended June 30,
2018 2017 2018 2017
Xtampza $ 18,116 $ 3,560 $ 33,911 $ 5,732
Nucynta 54,945 — 102,899 —
Total product revenues, net $ 73,061 $ 3,560 $ 136,810 $ 5,732
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4. Loss per Common Share
The following table presents the computations of basic and dilutive net loss per share:

Three months ended June 30, Six months ended June 30,

June 30, June 30,
2018 2017 2018 2017
Loss attributable to common shareholders — basic and
diluted $ (13,060) $ (21,121) $ (31,7