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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

Form 10-K

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

For the Fiscal Year ended December 31, 2013
Or

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

ACT OF 1934
Commission file number 001-14758
Questcor Pharmaceuticals, Inc.
(Exact name of registrant as specified in its chaer)
California 33-0476164
(State or other jurisdiction of (I.LR.S. Employer
incorporation or organization) Identification No.)

1300 North Kellogg Drive, Suite D
Anaheim, California 92807

(Address of principal executive offices) (Zip Code)

Registrant’s telephone number, including area code:
(714) 786-4200

Securities registered pursuant to Section 12(b) dfie Act:

Title of Each Class Name of Each Exchange on Which Registered
Common Stock, no par value Nasdaq Stock Market, LLC (Nasdag Global Select Mgrk

Securities registered pursuant to Section 12(g) dfie Act:

None
(Title of class)

Indicate by check mark if the Registrant is a vikelbwn seasoned issuer, as defined in Rule 40506 éturities Act.  YedX] No
O

Indicate by check mark if the Registrant is notuiegd to file reports pursuant to Section 13 ord) s the Act. YesO No

Indicate by check mark whether the Registrant &F)filed all reports required to be filed by Sewcti® or 15(d) of the Securities
Exchange Act of 1934 during the preceding 12 mofah$or such shorter period that the registrans vemjuired to file such reports), and
(2) has been subject to such filing requirementsHe past 90 days. Yek&l No O

Indicate by check mark whether the registrant asmstted electronically and posted on its corpo¥absite, if any, every Interactive
Data File required to be submitted and posted @untsio Rule 405 of Regulation S-T (8 229.405 of tthapter) during the preceding
12 months (or for such shorter period that thestegit was required to submit and post such filedkI Yes O No

Indicate by check mark if disclosure of delinquiilers pursuant to Item 405 of Regulation S-K is aontained herein, and will not be
contained, to the best of registrant’s knowledgedefinitive proxy or information statements incorated by reference in Part Il of this
Form 10-K or any amendment to this Form 10-K[X]

Indicate by check mark whether the registrantlerge accelerated filer, an accelerated filer, @aocelerated filer, or a smaller reporting



" ou

company. See the definitions of “large acceleréited
Exchange Act. (Check one):

accelerated filer” and “smaller reportir@pmpany” in Rule 12b-2 of the

O
Large accelerated filer 0 Accelerated filer o0 Non-accelerated filer Smaller reporting company

(Do not check if a smaller reporting company)
Indicate by check mark whether the Registrantskell company (as defined by Rule 12b-2 of the Actyes O No

The aggregate market value of the voting and ndmg&ommon Stock held by non-affiliates of the Regnt was approximately
$1,756,532,593 as of June 30, 2013 .

As of January 31, 2014 the Registrant had 60,583 &iares of Common Stock outstanding.
DOCUMENTS INCORPORATED BY REFERENCE

Part 11l of this Annual Report incorporates by refece information from the definitive Proxy Staternir Questcor Pharmaceuticals,
Inc.’s 2014 Annual Meeting of Shareholders.
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QUESTCOR PHARMACEUTICALS, INC.
PART |

References in this Annual Report on Form 10-K taé&cor”, “we”, “our”, “us”, or the “Company” refdo Questcor Pharmaceuticals,
Inc. and its consolidated subsidiaries. This AnfRegbort on Form 10-K contains forward-looking stagats based on expectations, estimates
and projections as of the date of this filing. Aadttesults may differ materially from those expess@ forward-looking statements. See Item 7
of Part I—*Management’s Discussion and Analysid-ofancial Condition and Results of Operations.”

We obtained the market data and industry infornmationtained in this Annual Report on Form 10-K friomernal surveys, estimates,
reports and studies, as appropriate, as well as fnarket research, publicly available informatio &ndustry publications. Although we
believe our internal surveys, estimates, repottslias and market research, as well as industriigations are reliable, we have not
independently verified such information, and ashsuee do not make any representation as to theirracy.

We have a registered trademark on H.P. Acti@ael. Any other trademark, trade name or servicekrappearing in this document
belongs to its respective holder. We believe thattiademarks, trade names and service marks lsve and play an important role in our
business efforts. We own all the worldwide righisifl.P. Acthaf Gel.

Iltem 1. Business
Business Overview

We are a biopharmaceutical company focused orrd¢la¢gnient of patients with serious, difficult-todat@utoimmune and inflammatory
disorders. We also supply specialty contract mastufang services to the global pharmaceutical antebhnology industry through our
wholly-owned subsidiary, BioVectra Inc.

We have historically operated in one business sagrom January 18, 2013, we acquired all of theddsand outstanding shares of
BioVectra Inc, a wholly-owned subsidiary throughigthwe supply specialty contract manufacturing mewto the global pharmaceutical and
biotechnology industry. We now manage our operatibnough two operating segments that are defigealib separate companies - Questcor
Pharmaceuticals, Inc. and BioVectra, Inc. Each ssgiis operated as an independent business usdewit management team, and has
responsibility for its commercial activities, opgoas, and research and development activitiesa@ o its products.

Except to the extent that differences among opegaegments are material to an understanding dbusiness taken as a whole, the
description of our business in this Annual Reporform 10-K is presented on a consolidated basis.

For financial information relating to our reportisggments, see Note 1 to our consolidated finastagments included in Iltem 15 of
IV “ Exhibits and Financial Statement Schedtleéthis Annual Report on Form 10-K., which areanporated herein by reference.

Questcor Pharmaceutical Segment

Our primary product is H.P. ActhaGel (repository corticotropin injection), or Acthan injectable drug that is approved by the U.S.
Food and Drug Administration, or FDA, for the tmaant of 19 indications. Of these 19 indications,tfe year ended December 31, 2013, we
generated substantially all of our pharmaceutiealsales from the use of Acthar in connection withfollowing indications:

«  Nephrotic Syndrome (NS): Acthar is indicaf‘to induce a diuresis or a remission of proteinumizhe nephrotic syndrome without
uremia of the idiopathic type or that due to lupaghematosus.According to the National Kidney Foundation, neptireyndrom:
can result from several idiopathic type kidney digss, including idiopathic membranous nephropditgal segmental
glomerulosclerosis, IgA nephropathy and minimalngedisease. Nephrotic syndrome can also occutodugus erythematosus.
In this Form 10-K, the terms “nephrotic syndromatd&NS” refer only to the proteinuria in nephrosigndrome conditions that are
covered by the Acthar label of approved indications

* Rheumatology Related Conditions: Acthar is appdofor the following rheumatology related conditso (i) Collagen Diseases:
Acthar is indicated "during an exacerbation or aémenance therapy in selected cases of systepuis lerythematosus, systemic
dermatomyositis (polymyositis)" and (i) Rheumddisorders: Acthar is indicated as "adjunctive tipgréor short-term
administration (to tide the patient over an acyisae or
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exacerbation) in: Psoriatic arthritis, Rheumataithrtis, including juvenile rheumatoid arthritisglected cases may require low-
dose maintenance therapy), Ankylosing spondylitis."

*  Multiple Sclerosis (MS): Acthar is indicated ffthe treatment of acute exacerbations of mulSglerosis in adults. Controlled
clinical trials have shown H.P. Acthar Gel to biefive in speeding the resolution of acute exaatiohs of multiple sclerosis.
However, there is no evidence that it affects ttienate outcome or natural history of the disease.”

e Infantile Spasms (IS): Acthar is indicated “asmatherapy for the treatment of infantile spasmisfiants and children under 2
years of age.”

We derive net sales of Acthar from our sales osvi@ our distributor, which in turn sells Acthairparily to specialty pharmacies. These
specialty pharmacies place orders with our distabbased on their respective levels of sales anentory practices. End-user demand for
Acthar results from physicians writing prescripdo patients for the treatment of NS, rheumatolagted conditions, MS exacerbations, IS,
respiratory manifestations of symptomatic sarcagland various other conditions.

Acthar is a low-volume, specialty pharmaceuticaldurct. Physicians do not purchase Acthar from @oedor resale to patients.
Typically, patients purchase Acthar directly fropesialty pharmacies after receiving a prescripéind after arranging for third party
reimbursement (government or commercial insurano®)st often after satisfying a prior authorizatregquirement imposed by their insurance
carrier or a third-party administrator for a gowaent healthcare program. Alternatively, eligibléigrats who are uninsured or under-insured,
may receive Acthar through a Questcor sponsoredmatssistance program. We do not generate amyuoevor net sales from the vials
provided through our sponsored patient assistaragrgms. See Business - Reimbursement.

Our total net sales were $798.9 million for theryeraded December 31, 2013 as compared to $509i8nraind $218.2 million for the
years endeDecember 31, 2012 and 2011 , respectively. Over 8586r net sales in each of these years were frothak. Our net income w
$292.6 million for the year ended December 31, 284 8ompared to $197.7 million and $79.6 milliontfee years ended December 31, 2012
and 2011 , respectively.

Healthcare provider understanding of Acthar islfated by our experienced team of sales represeesaand managers. See Business -
Sales and Marketing.

Our research and development program for Acthfrcissed on: (i) the continued evaluation of the efs&cthar for certain on-label
indications; (ii) the investigation of other potiahuses of Acthar for indications not currently &ARBpproved; and (iii) the expansion of our
understanding of how Acthar works in the human bgaharmacology), and ultimately, its mechanism{syation in the disease states for
which it is currently used, or may be used in thife. We have also implemented a research andogewent program for Synacthen. See
Business - Research and Development.

Our primary corporate objectives entering 2014tareontinue to create shareholder value by:
e continuing the commercial growth of our existingsimess
e pursuing our efforts to grow the body of evidenaeActhar, an
e assessing various strategic opportuni

To assist with maximizing our strategic options; Board has established two new committees: a 8ei@ommittee and a Strategic
Advisory Committee. The committees will assist ngaraent and the Board in its ongoing assessmendevelopment of potential strategies
to supplement our strong sales growth, both orgdlyithrough internal research and developmentiiets and potentially through external
strategic activity.

Acquisition of Synacthen

On June 11, 2013the Effective Date, we acquired from Novartis A Novartis Pharma AG, collectively Novartis,@lise to develo
market, manufacture, distribute, sell and commaézeisSynacthen and Synacthen Depot for all usésimans in the United States. Subject to
certain conditions and limitations in the Licensgréement, the license is exclusive, perpetual aadacable. Synacthen is a synthetic
melanocortin agonist approved in various counwigside of the United States for certain autoimmaime inflammatory conditions. Since our
acquisition of Synacthen, we have implemented ams@arch and development program for Synactheiméemt to seek FDA approval. Prior
to our acquisition, Synacthen has never been dpedléor approval for patients in the United States.
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Subject to certain closing conditions, we also adtjuire from Novartis a license and certain agsetevelop, market, manufacture,
distribute, sell and commercialize Synacthen anta8then Depot in certain countries outside the fd/Sall uses in humans. Subject to certair
conditions and limitations, these rights and asaet®exclusive, perpetual and irrevocable.

Under the terms of the transaction agreements,aieNovartis an upfront consideration of $60.0 imill. We will also be making annual
cash payments of $25 million on each of the fgstond and third anniversaries of the EffectiveeDatpotential additional annual cash
payment on each anniversary subsequent to theahirtversary until we obtain the first approvatioéd FDA related to the products, or the
FDA Approval, and a milestone payment upon ouripgad the FDA Approval. If we successfully obtdiDA Approval, we will pay an annt
royalty to Novartis based on a percentage of theales of the product in the U.S. market untiltieximum payment is met. The first three
annual payments aggregating to $75.0 million aceirsel by a letter of credit and classified as resil cash on the Consolidated Balance
Sheets. In no event will the total payments relabetthis transaction exceed $300 million .

See Item 1ARisk Factors:Risks Associated with our Business” for a discussibrisks related to the Synacthen acquisition.
BioVectra Segment

On January 18, 2013 , we completed our acquis@fddioVectra Inc. As a result of this acquisitiame have greater control over the
manufacturing and quality of the active pharmaealiingredient, or API, in Acthar.

We acquired 100% of the issued and outstandingstarBioVectra for $50.3 million utilizing cash band. The former shareholders of
BioVectra could receive additional cash consideratf up to C $50.0 million based on BioVectrarsficial results over the next 3 years.
Contingent consideration in conjunction with theuaisition of BioVectra of $30.4 million was recortien our Consolidated Balance Sheet at
the acquisition date. Any differences between atingte and actual payments or subsequent adjustmwidhbe recorded in operating
expenses. Consequently, in 2013, BioVectra mgiatbformance milestones for the year and earnediditianal C $5.0 million in
consideration. Additionally, financial projectiofes 2014 and 2015 improved resulting in an incraagle value of the contingent
consideration, which was recorded during the fogrthrter as a reduction to operating income.

BioVectra is a supplier of contract manufacturiegvices to the global pharmaceutical and bioteampindustry. BioVectra
manufactures API's, chemical intermediates, angrbimessing reagents, and is our manufacturing @aftom the API in our H.P. Acthar® Gel
(repository corticotropin injection). BioVectragsoficient in synthetic organic chemistry, natugatraction of bioactive compounds,
PEGylation and conjugation chemistry, and fermémtadf chemical and biologic molecules.

See Item 1ARisk Factors:Risks Associated with our Business” for a discussibrisks related to BioVectra acquisition.
Sales and Marketing

Our sales forces seek to educate physicians abheytatential benefit of Acthar for their patieritée have a Neurology Sales Force, a
Nephrology Sales Force and a Rheumatology SaleFahich, as cJanuary 31, 2014 , consists of 111, 68, and &S ge&rsonnel,
respectively. Most recently, we initiated a pilatiffonology Sales Force to communicate to physiciaasActhar is a treatment option for the
treatment of respiratory manifestations of symptiergarcoidosis.

See Item 1ARisk Factors:Risks Associated with our Business” for a discussibrisks related to sales and marketing.
Customers and Distribution

In the U.S., our exclusive customer for Acthar gpacialty distributor, CuraScript Specialty Distrior. We sell Acthar at a discount fr
our list price to this specialty distributor, whitthen resells Acthar primarily to approximatelysiicialty pharmacy companies and to
children’s hospitals.

We recognize revenue when we have persuasive eadbat an arrangement, agreement or contracsewiben title for our product and
risk of loss have passed to our customer, the preeharge for our product is fixed or is readigterminable, and we are reasonably assur
collecting the amounts owed under the resultingixable. For Acthar, this occurs when the specidiributor accepts a shipment of Acthar
based on its order of Acthar. We do not requiréatetal from our customers for sales of our product

See Item 1ARisk Factors:Risks Associated with our Business” for a discussibrisks related to Risks Associated with Acthar.
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Reimbursement

Sales of Acthar depend in significant part on theetage and reimbursement policies of third paatyeps, including government payers
such as Medicare and Medicaid, and private hea#thrrers. All third party payers are sensitive ®dhst of drugs, have taken efforts to contro
those costs, and presumably will continue to dmgbe future. Acthar will likely continue to belgect to payer-driven restrictions.

We provide administrative reimbursement suppoxiuigh our Acthar Support and Access Program, amanse reimbursement support
program that provides administrative support tepeltients work with their insurance companies.

See Iltem 1ARisk Factors:Risks Associated with Government Regulations analtHeCare Reform” for a discussion of risks relaied
reimbursement.

Competition

The pharmaceutical and biotechnology industriesraemsely competitive and subject to rapid andifiicant technological change.
There are products and treatments currently omtdndet that compete with Acthar. In addition, a temof companies are pursuing the
development of pharmaceuticals and products thgétahe same diseases and conditions for whichakds currently approved to treat or
which we may seek to add to the label of approwditations for Acthar. There are also productsta@atments in other parts of the world that
could be introduced into the United States follogWifDA approval.

Many of our competitors are larger than we areleance substantially greater financial, marketing taudhnical resources than we have.
Other smaller companies may also prove to be sogmf competitors, sometimes through collaboratirangements with large and establishe
companies. If any of our present or future competiievelop new products that are superior to Actha financial performance may be
materially and adversely affected.

With the increase in our net sales, we likely watitract additional competition.
See Item 1ARisk Factors:Risks Associated with our Business” for a discussibadditional risks related to competition.
Manufacturing

Acthar is derived from the extraction and purifioatof porcine pituitary glands through complicaprdcesses, and is difficult to
manufacture. Acthar bulk concentrate, the activ@rplaceutical ingredient, or API, used in Acthapriscessed in several stages to produce a
purified raw material for formulation. We producer@wn API at our BioVectra subsidiary. We haveip@y agreement with Cangene
bioPharma Inc., or Cangene, to manufacture comaleyaantities of Acthar finished product. Cangeseur sole source supplier for Acthar
finished product. The processes used to manufaanddest Acthar are complex and subject to FDfaéndgon and approval. Acthar has a s
life of 18 months from the date of manufacture.

During the year ended December 31, 2011, we eniete@n agreement with a third party vendor tovae potency and toxicity testing
on Acthar prior to releasing the product for comoredrdistribution. Beginning on January 1, 2012 #greement provides for a maximum
number of tests to be performed each year. Testsrpeed in excess of the maximum are to be paid per test basis. We have been in
compliance with the terms of our agreement with third party vendor.

Our internal manufacturing facilities for API orrdinished goods contract manufacturers may nathie to continue to meet our
requirements for quality, quantity and timelineSsir internal manufacturing facilities or contrachmufacturers may not be able to meet all of
the FDA's current good manufacturing practice, GM&, requirements.

Our dependence upon others for the manufacturardirmished products may adversely affect the fifurofit margin on the sale of those
products and our ability to develop and deliverduets on a timely and competitive basis. We dohawe substitute suppliers for our products
although we strive to plan appropriately and mamnsafety stocks of product to cover unforeseemesvat manufacturing sites.

See Item 1ARisk Factors:Risks Associated with our Business” for a discussibadditional risks related to manufacturing.
Research and Development

Our research and development program for Acthfrcissed on: (i) the continued evaluation of the efs&cthar for certain on-label
indications; (ii) the investigation of other potiahuses of Acthar for indications not currently ARBpproved; and (iii) the expansion of our
understanding of how Acthar works in the human b@aharmacology), and ultimately, its

6
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mechanism(s) of action in the disease states farhnihis currently used, or may be used in therfet We conduct research internally and also
through contracts with third parties.

We are currently conducting on-label Phase 4 dintigals in Nephrotic Syndrome and Systemic Lugngthematosus. We are currently
conducting Phase 2 clinical trials in Diabetic Neygathy, Amyotrophic Lateral Sclerosis and Acutsteatory Distress Syndrome to explore
the possibility of pursuing FDA approval for indiimns not currently on the Acthar label. We conéinia conduct non-clinical and clinical
pharmacology studies to expand our understandidgtifar and its mechanism of action(s).

We also provide financial grants to support indefeet academic research such as investigator ettistiudies. In 2013, we provid8d.2
million in financial grants to support investigatoitiated studies.

We have also initiated a research and developmregtam for Synacthen. Novartis has the right tmteate the license allowing us to
develop, market, manufacture, distribute, sell emmimercialize Synacthen in the United States uodeain circumstances, including if we 1
within time periods set forth in the License Agreemto achieve certain development milestoneseelt (i) conducting a pre-IND meeting
with the United States Food and Drug AdministratimnFDA, with respect to Synacthen, (ii) commegcinclinical trial with respect to
Synacthen and (iii) submitting a new drug applmatior NDA, for Synacthen for filing with the FDA.

We anticipate that these research and developrffentsewill result in a significant increase in egsch and development expense in 201
and future years.

During the years ended December 31, 2013, 2012@bdl , we spent $59.7 million , $34.3 million arib$ million , respectively, on
research and development activities.

The expenditures that will be necessary to exeoutelevelopment plans are subject to numerous taicges, which may affect our
research and development expenditures and cap#alirces. For instance, the duration and the ¢a$inaal trials may vary significantly
depending on a variety of factors including a siarotocol, the number of patients in the triag turation of patient follow-up, the number of
clinical sites in the trial, and the length of timegjuired to enroll suitable patients or subjeeteen if earlier results are positive, we may obtain
different results in later stages of developmenrtiuding failure to show the desired safety oraaitiy, which could impact our development
expenditures for a particular indication, affectABpproval of the indication in the label, and/&eat our sales of Acthar for existing
commercialized indications. Although we spend asterable amount of time planning our developmetivities, we may be required to
deviate from our plan based on new circumstances@nts or our assessment from time to time ofricpdar indication's market potential,
other product opportunities and our corporate fiies. Any deviation from our plan may require asricur higher or lower levels of
expenditures or accelerate or delay the timinguofdevelopment spending. Furthermore, as we obtguits from trials and review the path
toward regulatory approval, we may elect to distwa development of certain indications or prodistdidates, in order to focus our
resources on more promising indications or candglghs a result, we are unable to reliably estirtte#eamount or range of the cost and timing
to complete our product development programs anl #dure product development program.

See Item 1ARisk Factors:Risks Associated with our Business” for a discussibadditional risks related to research and dgreknt.
Compliance

We have an active compliance program led by ouefGBompliance Officer who reports directly to ouni€f Executive Officer and to ti
Compliance Committee of our Board of Directors. ©@ompliance program is based on the Office of IntgeGeneral's guidance relating to
following elements of an effective compliance pwagr (i) written policies and procedures, (ii) corapkte officer and compliance committee,
(iii) effective training and communication, (iv)fe€tive lines of communication, (v) monitoring aadditing, (vi) enforcement and disciplinary
guidelines, and (vii) corrective action process.

Patents and Proprietary Rights

The FDA first approved the use of Acthar in 195%] &cthar is no longer subject to patent protectioecthar does have orphan drug
exclusivity for its infantile spasm indication thattends until October 15, 2017 for that indicatiory.

For Acthar, our success depends partially uporability to maintain confidentiality and operate mout infringing upon the proprietary
rights of third parties. We rely primarily on a cbimation of copyright, trademark and trade se@wess| confidentiality procedures, and
contractual provisions to protect our intellectpedperty.
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Our efforts to protect our intellectual propertyymweot be adequate. Our competitors may independdatielop similar technology or
duplicate our products or services. Unauthorizetiggamay infringe upon or misappropriate our prdduservices, trade secrets or other
proprietary information. In addition, the laws @inse foreign countries do not protect intellectualgerty rights as well as the laws of the
United States. In the future, litigation may bees=ary to enforce our intellectual property right$so determine the validity and scope of the
proprietary rights of others. Any such litigatiooutd be time consuming, costly and face an unaedatcome.

We could be subject to intellectual property infl|gment claims as we expand our position in ouretily targeted therapeutic areas and
enter new therapeutic areas. Defending against ttiasns, even if the claims are without merit,Iddoe expensive and may divert our
attention from our operations. If we become liablehird parties for infringing upon their intelke@l property rights, we could be required to
pay substantial damage awards and be forced tdagemen-infringing technology, obtain a licensecease using the applications that contain
the infringing technology or content. We may behiado develop non-infringing technology or contenbbtain a license on commercially
reasonable terms, or at all.

See Item 1ARisk Factors:Risks Associated with our Business” for a discussibadditional risks related to patents and petary
rights.

Government Regulation

Our pharmaceutical products are subject to extergdwvernment regulation in the United States. FBdufations govern, among other
things, the research, development, testing, matwigoquality control, labeling, storage, recoreimg, approval, sale, distribution,
advertising and promotion of our products.

The FDA testing and approval process for new irtthoa for previously approved drugs requires suligthtime, effort and money. Any
application we submit to the FDA may not be timapproved, if at all.

Under the Food, Drug, and Cosmetic Act, or FDCAARIpproval is required before any new drug, or prewviously approved drug with
a new indication, can be marketed in the UnitedeStaAs a general matter, the FDA must approve @A Nefore a new drug product may be
marketed in the United States, and a supplemeataldiug application, or SNDA, before a previoughp@ved drug with a new indication can
be marketed in the United States. NDAs and sNDAenafequire extensive studies and submission afgelamount of data by the applicant.

The FDA may withdraw product approval for non-coiapte with regulatory requirements or if safetyefficacy problems occur after
the product reaches the market. The FDA also fepdiwver to require changes in labeling or to prefumther marketing of a product based on
the results of post-marketing programs.

The facilities, procedures, and operations of aternal manufacturing facilities and contract mactiirers must be determined to be
adequate by the FDA before an NDA or sNDA is apptb\Additionally, manufacturing facilities are setj to inspections by the FDA for
compliance with cGMP, licensing specifications, atider FDA regulations on an @wing basis. Vendors that supply to us finishedipots o
components used to manufacture, package and ledmhlqis are subject to similar regulations andgakciinspections.

Following such inspections, the FDA may issue regtion Form 483 and issue Warning Letters that coalde us to modify certain
activities identified during the inspection. The AQenerally issues a Form 483 notice at the coratusf an FDA inspection and lists
conditions the FDA investigators believe may vielaGMP or other FDA regulations. FDA guidelinesdfyethat a Warning Letter be issued
only for violations of “regulatory significance” favhich the failure to adequately and promptly aghicorrection may be expected to result in
an enforcement action.

In addition, the FDA imposes a number of complegutatory requirements on entities that advertisk omote pharmaceuticals,
including but not limited to, standards and regafs for direct-to-physician promotion, direct¢onsumer advertising, payments to physici
communications about off-label uses, industry-spoed scientific and educational activities and potional activities involving the internet.

Our sales and marketing activities are monitoreddrycompliance team, which is headed by our GB@hpliance Officer. Our Chief
Compliance Officer reports to our Chief Executivificer and the Compliance Committee of our Boardokctors. Our Chief Compliance
Officer is also supported by our General Counsdlaher internal and external personnel.

Failure to comply with FDA and other governmenggjulations can result in fines, unanticipated coamgle expenditures, recall or
seizure of products and promotional materials] tmtg@artial suspension of production and/or disttion, suspension of the FDA'’s review of
NDAs or sNDAs, injunctions, disqualification fronagicipation in government reimbursement progrant @iminal prosecution. Any of the
actions or events could have a material adversetafih us both financially and reputationally.
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In addition to regulation by the FDA, the Drug Ermfement Administration, or DEA, imposes variousisérgtion, recordkeeping and
reporting requirements, procurement and manufaguguotas, labeling and packaging requirementsirisggcontrols and a restriction on
prescription refills on certain pharmaceutical pro under the Controlled Substances Act. Stasesimlpose similar requirements for hand
controlled substances. A principal factor in deteing the particular requirements, if any, applieato a product is the actual or potential al
profile. Controlled substances are subject to DBA state regulations relating to manufacturing;egje, distribution and physician prescript
procedures, and the DEA regulates the amount ad¢heduled substance that would be available foical trials and commercial distribution.

We are also subject to federal, state, local aneldo environmental laws and regulations. We beligaat our operations comply in all
material respects with applicable environmentakland regulations in each country where we haussméss presence. The costs of
compliance with these laws and regulations are aighare likely to increase in the future and ailfe on our part to comply with these laws
may subject us to significant liabilities and otpenalties.

See Item 1ARisk Factors:Risks Associated with Government Regulation andtHézare Reform” for a discussion of additionakss
related to government regulation.

Human Resources
As of January 31, 2014 , we had 703 full-time emets, 324 of whom are engaged in sales and comatization activities.

Our continued success will depend in large padamability to attract and retain key employees. Mébeve that our relationship with
our employees is good. None of our employees iesgmted by a collective bargaining agreementhawe we experienced work stoppages.

General Information

We incorporated in California in September 199Zgpros Pharmaceutical Corporation. In November 1989changed our name to
Questcor Pharmaceuticals, Inc. We are locatedGa MNorth Kellogg Drive, Suite D, Anaheim, Califoar®2807, and our telephone number is
(714) 786-4200.

We make the following reports available on our vighstwww.questcor.comfree of charge as soon as practicable aftegfilith the
U.S. Securities and Exchange Commission, or SEC:

e Our annual reports on Form 10-K, quarterly répon Form 10-Q, current reports on Form 8-K, auxp statements on Schedule
14A, and amendments to these reports and statements

e Our policies related to corporate governanaduiting our Code of Conduct which apply to our diogs, officers and employees
(including our principal executive officer and pripal financial and accounting officer) that we fadopted to meet the
requirements set forth in the rules and regulatafrthe SEC and its corporate governance principled

*  The charters of the Audit, Compensation, Nomdmag& Corporate Governance, Compliance, ScienceSirategic Advisory
Committees of our Board of Directors.

All such reports are also available free of chaiigeEDGAR through the SEC websitevw.sec.govIn addition, the public may read and
copy material filed by us with the SEC at the SE@iblic reference room located at 100 F St., NEshifggton, D.C., 20549. Information
regarding operation of the SEC’s public referermmman can be obtained by calling the SEC at 1-800-888D. The contents of our website are
not incorporated by reference into this Annual Répo

ltem 1A. Risk Factors

Investment in our stock involves a high degreasf. rOur business, operating results, growth prospand financial condition are subject
to various risks, many of which are not exclusiwsithin our control, that may cause actual perfanogato differ materially from historical or
projected future performance. We urge you to carsidrefully the risks described below, togethahhe other information in this report and
our other public filings, before making investmentisions regarding our stock. Each of these &skofs, as well as additional risks not
presently known to us or that we currently deem atemnal, could adversely affect our business, dpagaesults, growth prospects or financial
condition, as well as the trading price of our casnnstock, in which case you may lose all or pastafr investment.

Risks Associated with our Business

Substantially all of our net sales and profits are derived from Acthar.
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For the year ended December 31, 2013, sales dBA&br the following on-label indications: (i) theeatment of proteinuria in the
nephrotic syndrome of the idiopathic type, or NB tite treatment of certain rheumatology relatedditions, (iii) the treatment of acute
exacerbations of multiple sclerosis, or MS, in &&jund (iv) the treatment of infantile spasmdSgiin infants and children under two years of
age, represented approximately 95% of our totasalets. We expect to continue to rely on salesatfidy for these indications for a significant
percentage of our net sales and profits for thesieeable future.

Relative to other more recently approved pharmacaytroducts, there is limited clinical evidenaetbe efficacy of Acthar for its on-
label indications which could impact the sales offfar. The completion of ongoing or future clinit@ls to provide further evidence on the
efficacy of Acthar in the treatment of its approvedications could take several years to complatbwill require the expenditure of significe
time, financial and management resources and ealitmial may not result in data that supportsuise of Acthar to treat any of its approved
indications. In addition, a clinical trial to evale the use of Acthar to treat indications notte@ndurrent Acthar label may not provide a basis t
pursue adding such indications to the current Adizel. Our efforts to receive approval for newigations to add to the current Acthar label
would require one or more additional clinical segland the preparation and submission of a SNDA thé FDA, and any submission may not
ultimately be approved by the FDA.

The demand for Acthar to treat NS, rheumatologgtesl conditions, MS exacerbations, IS, and respiyahanifestations of symptomatic
sarcoidosis is highly variable, and we cannot mteghether we will continue to generate significaat sales from sales of Acthar.
Recommended treatment regimens among physiciassriyi@g Acthar for use in treating NS, rheumatgloglated conditions, MS
exacerbations, IS and respiratory manifestatiorsyofptomatic sarcoidosis vary within each theraperea. If physicians prescribe a lower
number of vials for the treatment of any of thesdidations, our net sales of Acthar would decligditionally, we are aware that some
prescriptions are initially for a lower number agél¢ than is necessary to complete the physiciacemmended treatment regimen, and allow
for one or more prescription refills. If patients dot obtain their refill prescriptions in orderdomplete their recommended treatment regin
our net sales from the sale of Acthar would be tieglg impacted. We may not be able to increassgiption levels by enough to offset any
decline in vials per prescription.

If the sales of or demand for Acthar declineshifd-party payers refuse to provide, or make itssaitially more difficult to obtain,
reimbursement for purchases of Acthar, if a greateportion of our Acthar unit sales is compriségmduct dispensed to Medicaid eligible
patients or if vials sourced through various pdtassistance programs increases as a percenab$hipments, our net sales of Acthar woul
negatively impacted. If the cost to produce Actihareases, our gross margins on the sale of Agtbatd decline. If our net sales or gross
margins from the sale of Acthar decline, our apild generate profits would be harmed.

We may be negatively affected by lower reimbursement levels.

Our ability to generate pharmaceutical net sale$fected by the availability of third-party reimisement for Acthar, and our ability to
generate net sales will be diminished if we faifrtaintain an adequate level of reimbursement fah&wcfrom such third-party payers.

Acthar is a low-volume specialty pharmaceuticaldu and the sale of Acthar depends in part omtadability of reimbursement from
third-party payers, including state and federalegoment programs such as Medicare and Medicaideisss managed care providers and
private insurance plans. In the United Statesgthawe been, and we expect there will continueet@mumber of state and federal proposals
that limit the amount that third party payers may po reimburse the cost of drugs, including Activde believe the increasing emphasis on
managed care in the United States has and willrmamto put pressure on the price and usage ofaicth addition, current third-party
reimbursement policies for Acthar may change attang and such changes could include, among otiiregg, required pre-authorizations,
lower reimbursement or the loss of insurance c@erdhese changes or other changes in the futweaffect the reimbursement for Acthar.
Negative changes in reimbursement turnaround tomésird party payers' refusal to reimburse fortfsetmay reduce the demand for, or
price of, Acthar, which could result in lower Acth@et sales, thereby weakening our competitivetjppsand negatively impacting our results
of operations.

Beginning April 1, 2013, Medicare payments foriedms and services, including drugs and biologidadse been reduced by 2% under
sequestration (i.e., automatic spending reductimtg)ired by the Budget Control Act of 2011, PubNb. 112-25, as amended by the
American Taxpayer Relief Act of 2012, Pub. L. 1482The Bipartisan Budget Act of 2013, Pub. L. lb3-67, extended the 2% reduction to
2023. Medicare Part D plans may seek to increammdnts from us if Congress does not modify thegeestrations in the future. Other
legislative or regulatory cost containment provisioas described below, could have a similar effigts may negatively impact our net sales.
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We are unable to predict what additional legistatio regulation, if any, relating to the healthecardustry or third-party coverage and
reimbursement may be enacted in the future or wfi@tt such legislation or regulation would haveoon business.

The manufacture of Acthar isa highly exacting and complex process and, if our internal manufacturing operations or any of our suppliers
encounter problems manufacturing products, our business could suffer.

Acthar is derived from the extraction and purifioatof porcine pituitary glands through complicapdcesses and, as a result, Acthar is
difficult to manufacture. Biological products sua Acthar require production processes that argfisigntly more complicated than those
required for chemical pharmaceuticals, due in fmastrict regulatory requirements. Problems mageaduring manufacturing for a variety of
reasons, including equipment malfunction, failwédlow specific protocols and procedures, protdesith raw materials, natural disasters,
and environmental factors. In addition, we currente single source and sole source supplierseftaio aspects of the manufacturing proces:
of Acthar. For example, we currently obtain ouiidired Acthar product from a sole source suppliangene. Reliance on those third party
suppliers entails risks to which we would not bbjeat if we conducted those aspects of manufagwirnrselves, including reliance on those
third parties for regulatory compliance and quadisgurance.

If problems arise during the production of a bai€product, that batch of product may have to sealided. Among other impacts to our
business, lost batches could lead to increased,dost revenue, damage to our reputation, chaingasysician practices with respect to the
of Acthar, time and expense spent investigatingcthese of such problems and, depending on the csiusiar losses with respect to other
batches of Acthar. If we do not discover problerafole Acthar is released to the market, we also imayr recall and product liability costs.
To the extent that our internal manufacturing féies or one of our suppliers experiences significaanufacturing problems, these could have
a material adverse effect on our revenues andtahbiifty.

On January 18, 2013, we acquired all of the outstenshares of BioVectra which, among other thimgeduces the API for Acthar. As a
result of the acquisition of BioVectra, we currgnise our own internal facilities to manufacture &PI for Acthar. Our ability to adequately
and timely manufacture and supply Acthar is depenhde the uninterrupted and efficient operatiomwf facilities, which may be impacted by
many events. Furthermore, our ability to retain BéyVectra management and successfully integraté/&itra could impact our ability to
manufacture or sell Acthar. In the event of a matelisruption in the manufacturing capability abBectra for any reason, if we were unable
to enter into a supply agreement with a third pargnufacturer, or are unable to obtain FDA appréwmah third party manufacturer, we may
not be able to manufacture or sell Acthar, whicluldaesult in a loss of almost all of our revenaad damage to our business.

We have a supply agreement with Cangene to proglucgnished vials of Acthar. Our supply agreemeith this vendor is in effect uni
terminated by either party upon 12 months' nolicéhe vendor terminates the agreement, it is @béd under the agreement to continue to
provide manufacturing services for up to three gedter the termination. If either party canceks shipply agreement, and we are unable to
enter into a new supply agreement on substansatiylar terms with a new manufacturer, or are uaablobtain FDA approval for a new
manufacturer, we may not be able to manufactuselbActhar, which would result in a loss of alma#tof our revenues and damage to our
business.

Failure by our internal manufacturing facilitiesaur third-party suppliers or manufacturers to cymyth regulatory requirements could
adversely affect our ability to manufacture APWathar or our third-party suppliers' ability to qp finished vials of Acthar. All facilities and
manufacturing techniques used for the manufactupb@amaceutical products must be operated in caorifp with the FDA's cGMP
requirements. In complying with cGMP requiremenmts, and our suppliers, must continually expend timeney and effort in production,
record-keeping and quality assurance and contrehsuoire that our products and product candidates applicable specifications and other
requirements for product safety, efficacy and dyaManufacturing facilities are subject to periodinannounced inspection by the FDA and
other regulatory authorities, including state adthes. The failure of our internal manufacturiragilities or our third-party suppliers to comply
with applicable legal requirements could be thésfms the FDA to issue a warning or untitled letiithdraw approvals for product candidz
previously granted to us, or to take other legakgulatory action, including recall or seizuraatmr partial suspension of production,
suspension of ongoing clinical trials, refusal ppeove pending applications or supplemental apiiding, detention of product, refusal to
permit the import or export of products, injuncti@n imposing civil and criminal penalties.

Any delay in supplying, or failure to supply, Acthay our manufacturing facilities or any of our pliprs could result in our inability to
meet the commercial demand for Acthar or our néadsse in clinical trials, and could adverselyeatfour business, financial condition,
results of operations and growth prospects.

We have no patent protection for Acthar, and existing and potentially competitive products to Acthar may reduce or eliminate our
commercial opportunity.
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The composition patent for Acthar has expired apdway have no patent-based market exclusivity igpect to any indication or
condition we might target.

There are products and treatments currently omérdet that compete with Acthar. In addition, thepnaceutical and biotechnology
industries are intensely competitive and subjecapod and significant technological change, amdimber of companies are pursuing the
development of products that target the same diseasd conditions that we target. Some of the caiepaleveloping products have
significantly greater financial resources and etipelin development, manufacturing, obtaining ratarly approvals and marketing than we do
Other smaller companies may also prove to be $ogmif competitors, particularly through collabovatarrangements with large and
established companies. In the event we are suctésdgtrther developing markets for Acthar, oucri@asing the overall sales volume of Ac
may lead other companies to dedicate greater ressto attempt to develop and introduce generimazimilar versions of Acthar and other
competitive therapies for the same diseases anditzmrs that we target. We cannot predict with aacy the timing or impact of the
introduction of additional competitive productstbeir possible effect on our net sales. If a coibgedid apply to the FDA for a generic or
biosimilar version of Acthar or any competitive guzt not based on ACTH (adrenocorticotropic hormowe would not receive any notice
from the FDA about the existence of the applicatfeurther, the announcement of a filing with theARiglating to a potentially competitive
product could have an adverse effect on our busiaed share price, regardless of the ultimate outoaf such filing.

We rely on trade secrets and proprietary know-hamwAicthar. We currently seek protection, in pdrtpugh confidentiality and
proprietary information agreements. These agreesmaay not provide meaningful protection or adequeneedies for proprietary technology
in the event of unauthorized use or disclosureoofidential and proprietary information. The pastimay not comply with or may breach these
agreements. Furthermore, our trade secrets mayoseebecome known to, or be independently develdye competitors.

Our success will further depend, in part, on odulitglio operate without infringing the proprietarights of others. If our activities
infringe on patents owned by others, we could irststantial costs in defending ourselves in sudsight against a licensor or us. In addition
such litigation or the threat of litigation coulteate substantial distractions for our managenvemth would decrease our ability to focus on
increasing sales of Acthar. Should Acthar or itsoagted technologies be found to infringe on patessued to third parties, the manufacture,
use and sale of Acthar could be enjoined, and wéddme required to pay substantial damages. Irtiaddiwe, in connection with the
development and use of Acthar and its associatdohtdogies, may be required to obtain licensesatenis or other proprietary rights of third
parties, which may not be made available on terosable to us or at all.

Our attemptsto further develop other on-label therapeutic uses for our pharmaceutical products may be unsuccessful.

In connection with the FDA's October 2010 apprafabur sSNDA to add the treatment of IS to the ladifedpproved indications for
Acthar, the overall label for Acthar was modernized there are now 19 approved indications, inaigidie treatment of IS, the treatment of
acute exacerbations of MS in adults, the use offidrcto induce a diuresis or a remission of proténin the nephrotic syndrome without
uremia of the idiopathic type or that due to lupaghematosus, and the treatment of certain rhealowpt related conditions including the rare
and closely related neuromuscular disorders DM/Ebmmercializing Acthar to treat other on-label gations, such as for the treatment of
respiratory manifestations of symptomatic sarcagjagill be time consuming, expensive and unpredilet. We may not be able to, either by
ourselves or in collaboration with others, sucadstommercialize Acthar for the treatment of nem;label therapeutic uses.

Once developed, a number of factors may negatafédct the market acceptance of additional therapeses for our pharmaceutical
products, including, among others:

« the price of our products relative to other theeagor the same or similar treatme
» limited published data of the efficacy of our protiufor such additional therapeutic u

« the perception by patients, physicians and othenbegs of the health care community of the safety/efficacy of our products fc
their prescribed treatments;

< the availability of thirdearty reimbursement for our products;
« the effectiveness of our sales and marketing &f
If the additional therapeutic uses for our prodaetsnot accepted by the market, our ability toagoair business will be affected.
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If our business partners do not fulfill their obligations with respect to any future collaboration agreements our revenues and our business
will suffer.

We may decide to collaborate with third partiethiea commercialization of new products or new orelaberapeutic uses for Acthar or
our products, such collaboration may require usotomit substantial effort and expense in seekingeualuating and negotiating collaborat
agreements, which expense may be incurred withthieaing our desired results and which effort ives inherent risks, including
uncertainties due to matters that may affect tleeesssful commercialization of such uses, as wdtagpossibility of contractual disagreeme
with regard to terms such as proprietary right&rse scope, net income and royalty calculatideranination rights. It may be necessary fo
to enter into arrangements with other pharmacdutmapanies in order to effectively market any nemabel therapeutic uses for Acthar.
may not be successful in entering into such arnaeges on terms favorable to us or at all.

The amount and timing of resources dedicated bycollaborators to their collaborations with us ao¢ within our control. If any
collaborator breaches or terminates its agreenveittisus or fails to conduct its collaborative adtas in a timely manner, the
commercialization of our product candidates cowdlowed or blocked completely. In addition, oultatmorative partners may change their
strategic focus, pursue alternative technologiedeselop alternative products as a means for dpirejdreatments for the diseases targeted b
these collaborative programs and these could canwigh products we are developing.

Further, our collaborations may not be succesBfisbutes may arise between us and our collaboratots a variety of matters, including
financing obligations under our agreements and st of intellectual property rights. These digsutay be both expensive and time-
consuming and may result in delays in the developraed commercialization of products. If any of lreduct candidates that we are
commercializing with collaborators are delayed locked from entering the market or we experiencegased costs as a result of our
relationship with our collaborators, our finangi@rformance could be adversely affected.

We depend substantially on third partiesto assist usin our research and development; our effortsto increase our in-house capabilitiesto
conduct research and development projects may be unsuccessful.

We heavily rely upon third-party vendors to plaonduct and report on clinical trials for uses ottfer and other products. Managing
these third-party contract research organization€ROs, requires significant time and resouraeshé event that any of our CROs has
unforeseen compliance, quality assurance, or dpagadtdifficulties that negatively impact the quglof its work, our ability to evaluate and
rely upon clinical results may also be negativetpacted. A CRO's failure to appropriately conduclirical study could also result in FDA
rejecting the data from that study. In additiony ane of these vendors could determine that its @search and development requirements ol
those of other parties take precedence over tlearels and development they provide to us. We cexjietrience a development gap if one or
more of our clinical trial vendors does not properkecute a clinical trial or chose to prioritizher projects over our development projects.
This prioritization could cause a gap in our reskand development timelines until we achieve frédvancement of our own capabilities.
Any gap could impact our ability to develop and coencialize other therapeutic uses for Acthar orather products.

Switching or adding new CROs involves additionadtaand requires management time and focus. If &pyrorelationships with our
third-party CROs terminate, we may not be ablentereinto arrangements with alternative CROs afd®o on commercially reasonable terms
We are actively growing our ability to conduct awvn clinical trial research and development prgebt the event that we fail to manage tt
in-house capabilities, we may negatively impactahitity to successfully conduct clinical trialsrfoses of Acthar and other products.

A clinical trial failure could adversely affect oability to develop data to support the use of Actin the treatment of on-label indications
or file for or gain regulatory approvals for newdications for Acthar or other products on a timedsis.

If pre-clinical trials do not produce successful results or if clinical trials do not demonstrate safety and efficacy in humans, we will not be
able to obtain approval for new products or to add to the label of approved indicationsfor Acthar or our other products.

The regulatory process, which may include extengieeclinical trials and clinical trials to estadflithe safety and efficacy of a new
product or the expansion of a label for an exisproduct in a new therapeutic area, can lead temaia outcomes, can span many years, and
requires the expenditure of substantial time asdueces to conduct and to ensure compliance witiptax regulations. Should we fail to
comply with applicable regulations, possible retutaactions could include warning letters, fineamages, injunctions, civil penalties, rec:
seizures of our products and criminal prosecufidrese actions could result in, among other thiegbstantial modifications to our business
practices and operations; refunds, recalls ora twtpartial shutdown of production in one or mof@ur suppliers' facilities while our
suppliers remedy the
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alleged violation; the inability to obtain futurespmarket clearances or approvals; restrictiontherabeling, promotion and use of Acthar; anc
withdrawals or suspensions of our products fromntlagket. Any of these events could disrupt ourtess and have a material adverse effect
on our revenues and financial condition.

In addition, data obtained from pre-clinical anthiclal activities are susceptible to varying intetations that could delay, limit or
prevent regulatory approval or clearance. Alsonves encounter delays or rejections based upon elsangegulatory policy during the
development period and the period of review of application for regulatory approval or clearanceAothar or our other products.

Our success in obtaining approval for new prodantsin adding to the label for approved indicatiforsActhar or our other products
will depend on the success of the pre-clinical elimdcal trials conducted by us and our clinic@ltrendors. It can take several years to
complete the pre-clinical and clinical trials ofiew therapeutic use, and a failure of one or mbthese pre-clinical or clinical trials can occur
at any stage of testing. We believe that the dgweémt of new therapeutic uses for our productslimssignificant risks at each stage of
testing. If pre-clinical or clinical trial difficties and failures arise, new therapeutic usesdopooducts may never be approved for sale or
become commercially viable.

In addition, the possibility exists that:

« the results from early pre-clinical or clinidahls may not be statistically significant or pitve of results that will be obtained
from expanded, advanced clinical trials;

« there may be delay or failure in reaching agme®non acceptable terms with prospective contesgarch organizations, or CROs,
and clinical trial sites, the terms of which canslject to extensive negotiation and may varyiigmtly among different CROs
and trial sites;

* we may experience delay or failure in recruiting @nrolling suitable patients to participate imial}

< clinical sites and investigators may deviate froial protocol or fail to conduct the trial in acdance with regulatory requiremer
or drop out of a trial;

« feedback from FDA, the institutional review bdaor data safety monitoring boards, or resultsfearlier stage or concurrent pre-
clinical and clinical studies, may require modifioa to the study protocol;

* aproposed new use for Acthar may not exhilgitakpected therapeutic results in humans, may dearseful side effects or have
other unexpected characteristics that may delgyexniude regulatory approval or limit commerciag¢usven if approved;

* we, institutional review boards, or regulatang|uding the FDA, may hold, suspend or terminate mre-clinical or clinical
research or the pre-clinical or clinical trialsAxdthar for various reasons, including noncompliawéth regulatory requirements or
if, in our or their opinion, the participating sebjs are being exposed to unacceptable health risks

« the cost of our prelinical or clinical trials may be greater than aerently anticipate; ar

» the difficulties and risks associated with pligical and clinical trials may result in the faituto receive regulatory approval, and
could impact our ability to continue to test orstl our products in new or existing therapeutiesusr the inability to
commercialize our products for any of these theutipeises.

The time required to obtain approval by the FDAnpredictable but typically takes many years follggthe commencement of
preclinical studies and clinical trials and depeapen numerous factors, including the substant&rdtion of the regulatory authorities. In
addition, approval policies, regulations, or theeyand amount of clinical data necessary to gganaamal may change during the course of a
product's clinical development and may vary amamigglictions. It is possible that Acthar or ouretiproducts will never obtain regulatory
approval for new therapeutic uses.

There are many reasons why we may fail to recenegjalatory approval from the FDA, including:
» failure to demonstrate to FDA's satisfaction that products are safe and effective for their pregasdication:
- failure of clinical trials to meet the level of 8stical significance required for appro\

- failure to demonstrate that clinical and other iégneutweigh its safety risk
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- disagreement with our interpretation of data fraiecpinical studies or clinical trial

» the data collected from clinical trials may bsuifficient to support the submission and filingpofNDA or supplement or to obtain
regulatory approval; and

« changes in the approval policies or regulationsdader our preclinical and clinical data insuffitt for approva

The FDA may require more information, including aidehal preclinical or clinical data to support appal of our products for new
therapeutic uses, which may delay or prevent agpred our commercialization plans, or we may detidabandon the development prog
If we were to obtain approval, regulatory authestmay approve our products for fewer or more &thindications than we request, may gran
approval contingent on the performance of costlstymoarketing clinical trials, or may approve a prodcandidate with a label that does not
include the labeling claims necessary or desirtiyl¢ghe successful commercialization of that praduandidate. In addition, if the FDA
determines that there are undesirable side eféectafety issues, the FDA may require the estahblkstt of Risk Evaluation Mitigation
Strategies that may, for instance, restrict distidn and impose burdensome implementation reqengésnon us. Any of the foregoing
scenarios could materially harm the commercial peots for our products in new therapeutic areas.

In addition to regulations in the U.S., if we exgdayur operations to the European Union, or EU, vag bre subject to a variety of EU, EU
Member States, and other foreign regulations gorgrdinical trials. Whether or not we obtain FDppoval for a product, we must obtain
approval of a product by the comparable reguladmtiorities of foreign countries before we can canae clinical trials or marketing of the
product in those countries. The approval processy&om country to country, and the time maydreger or shorter than that required for
FDA approval. The requirements governing the cohd€iclinical trials, product licensing, pricing éimeimbursement vary greatly from
country to country.

If we are unable to obtain approval to add newdations for our products, or if we are unable topgut the commercialization of other
currently labeled indications with additional datar sales and marketing efforts and market acoeptand the commercial potential of Acthar
and our other products may be negatively affected.

We are dependent on third partiesto distribute our pharmaceutical products who may not fulfill their obligations.

We currently have no in-house distribution chanfi@dActhar and we are dependent on a third-pgrecmlty distributor, CuraScript
Specialty Distributor, to distribute Acthar. Weyraln this distributor for all of our proceeds fraales of Acthar in the United States. The
outsourcing of our distribution function is complexd we may experience difficulties that coulduesl delay or stop shipments of Acthar. If
we encounter such distribution problems, and weauasble to quickly enter into a similar agreemeith\another specialty distributor on
substantially similar terms, Acthar distributionubd become disrupted, resulting in lost revenuesyiger dissatisfaction, and/or patient
dissatisfaction.

We may be unable to identify, acquire, close or integrate acquisition targets successfully.

Part of our business strategy includes evaluataigrial acquisitions and other business combinatio help create shareholder value.
Acquisitions or similar arrangements may be compliexe consuming and expensive. We may not consumsamane negotiations for
acquisitions or other arrangements, which couldltés significant diversion of management and otmployee time, as well as substantial
out-of-pocket costs. In addition, there are a nunolbeisks and uncertainties relating to our clgsaf transactions.

If an acquisition or other potential business carabion is consummated, the integration of the aegubusiness, product or other assets
into our company may be complex and time-consuraimd if such businesses, products or assets asuoogssfully integrated, we may not
achieve the anticipated benefits.

Furthermore, these acquisitions and other arrangesneven if successfully integrated, may failudtier our business strategy as
anticipated or expose us to additional liabiligssociated with an acquired business, producthtdoby or other asset or arrangement. Any
of these challenges or risks could impair our gbib realize any benefit from our acquisition oramgement after we have expended resource
on them.

If wefail to realize the anticipated benefits from our acquisition of BioVectra our business and financial condition may be adversely affected.
We may fail to realize the anticipated benefitsrfrour acquisition of BioVectra for a variety of seas, including the following:

« the difficulties of overseeing manufacturing opemas in a foreign country where we have no or kitirect prior experienc
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« failure to successfully manage relationships withpdiers and custome

difficulties in integrating and harmonizing busigesystem:

the loss of key employees; ¢
« failure to properly protect against foreign currgeschange rate fluctuatiol

If we are not able to successfully manage thesegsghe anticipated benefits and efficienciehiefBioVectra acquisition may not be
realized fully or at all, or may take longer tolieathan expected, and our revenue and gross nsaagid our results of operations may be
adversely affected.

The acquisition of Synacthen and Synacthen Depot could have an adverse impact on future operationsif we are unable to successfully
develop the product for commercial salein the US and/or are unable to successfully transition or grow the international business.

On June 11, 2013 we acquired from Novartis cerigimts to Synacthen and Synacthen Depot. The Ledggeement we entered into
with Novartis provides for an exclusive, perpetaiadl irrevocable license to develop, market, marnufecdistribute, sell and commercialize
Synacthen and Synacthen depot. Novartis has thetagerminate the license under certain circuntsta, including if Questcor fails within
time periods set forth in the License Agreemeratdoieve certain development milestones related) twiducting a pre-IND meeting with the
FDA with respect to Synacthen, (i) commencingiaicél trial with respect to Synacthen and SynactBepot and (iii) submitting an NDA for
Synacthen and Synacthen Depot for filing with tiIBAFThe timing and process for completing thesautary milestones is difficult to
predict and we may not be able to achieve anyl@f #hese milestones on a timely basis. We plamely on third-parties to conduct research
and clinical trials necessary to meet each of thestones. Our ability to meet these milestonesdgpend on a number of factors, including
our ability to oversee third-party research andicél trials and our ability to successfully shdwe safety and efficacy of Synacthen and
Synacthen Depot. If Novartis terminates the liceasa result of our failure to meet these milestone will not be able to realize the gains in
revenues and gross margins and our results of igesanay be adversely affected.

Under an asset purchase agreement with Novartigafiie has the right to terminate the right to pase assets and intellectual property
related to Synacthen on a country by country hihgie are unable to obtain the necessary regulapprovals for such country or if we fail to
make Synacthen in such country for a period of fiolewing the transfer of the applicable marketengthorization. If our right to sell
Synacthen in any or all of the countries we havareated for are terminated, we will not be ablesalize revenue in those countries, which
may adversely affect our results of operations.

Our business and operations have experienced rapid growth. | f we fail to effectively manage our growth, our business and operating results
could be harmed.

We have experienced rapid growth, both from orggnievth and our recent acquisition of BioVectra aedain rights to Synacthen and
Synacthen Depot, in our headcount and operatia@tshts placed, and will continue to place, sigaifitcdemands on our management and
operational and financial infrastructure. To effesly manage this growth, we will need to contiriaémprove our operational, financial and
management controls and our reporting systems awgures. These systems enhancements and impnotgewik require significant capital
expenditures and management resources. Failuneplernent these improvements could hurt our atitittnanage our growth and our finan
position.

We have begun to establish our international footprint and operations, and we may expand further in the future, which subjectsusto
additional business risks. We may not achieve the results that we or our shareholders expect.

As a result of the BioVectra and Synacthen trafsast we expect to be conducting a portion of aisitess outside of the United States.
Accordingly, we are now subject to risks and comiiles that could materially and adversely affeat business, results of operations and
financial condition, including, among other things:

e The increased complexity and costs inherent in igiaganternational operatior
* The ability of our international subsidiaries t@sessfully implement their commercial objecti

- Diverse regulatory, financial and legal requiesnts, and any changes to such requirements inromer@ countries where we are
located or do business;

e Countryspecific tax laws and regulatio
» Financial risks such as longer sales and paymefgwand difficulty collecting accounts receivak
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« Political and economic instabilit

»  Complying with applicable international tradevis including but not limited to U.S. and EU saons laws and regulations, U.S.
anti-boycott laws and regulations, U.S. and EU expontrol laws and regulations; tariffs, exporbtps, custom duties and other
requirements; or other trade restrictions and danges to them;

e Complying with applicable anti-corruption laws¢luding but not limited to the U.S. Foreign CagatiPractices Act, or FCPA,
which generally prohibit directly or indirectly gng, offering, or promising inducements to publféi@als to elicit an improper
commercial advantage. Under the FCPA, this prabibihas been interpreted to apply to doctors ahdranedical professionals
who work in state-run hospitals and state-run healte systems outside the U.S. Some of these laavpohibit directly or
indirectly giving, offering, or promising (and, some cases, accepting or soliciting) inducemengsrtérom) private parties to
elicit (or grant) an improper commercial advantage;

« Challenges inherent in efficiently managing eoypkes in diverse geographies, including the needlapt systems, policies,
benefits and compliance programs to differing ladomal other regulations;

e Changes in currency rates; i
« Regulations relating to data security and the umaiged use of, or access to, commercial and pafsoformation
Failure to effectively manage these risks couldehawnaterial adverse effect on our business.

Theloss of our key management personnel or failure to integrate new management personnel could have an adverse impact on future
operations.

We are highly dependent on the services of thecipé@thmembers of our senior management team, anbbdis of one or more members
of senior management could create significant gtéon in our ability to operate our business. Wendbcarry key person life insurance for our
senior management or other personnel. Additiontily future potential growth and expansion of ausibess is placing increased demands ot
our management skills and resources. Recruitingetaghing management and operational personniiorm sales and marketing, financial
operations, clinical development, regulatory afagompliance, quality assurance, medical affaids@ntract manufacturing in the future will
also be critical to our success. We do not knoweifwill be able to attract and retain skilled angerienced management and operational
personnel in the future on acceptable terms gikienrttense competition among numerous pharmacéatidabiotechnology companies for
such personnel. If we are unable to hire necesddligd personnel in the future, or we are unablsuccessfully integrate new management
personnel into their roles, our business coulddrenked.

Our financial results can be negatively impacted by economic downturns.

Downturns in the general economic environment priese with several potential challenges. In chajfieg economies and periods of
increased unemployment, a greater percentage afrouvolume may be subject to reimbursement uiisdicaid and other government
programs. This shift in payer mix can negativelpaot our financial results because of the resulfiegyease in our net sales. In addition, third
party payers such as private insurance companigdmiess willing to satisfy their reimbursemenligéitions in a timely manner, or at all.

As a result of downturns in the economy, there b disruption or delay in the performance oftbird-party contractors, suppliers or
collaborators. If a significant third-party conttag supplier or collaborator is unable to satis§ycommitments to us, our business could be
adversely affected.

Downturns in the capital markets may have a neganpact on the market values of the investmentaimnvestment portfolio. We
cannot predict future market conditions or mariatitity and the markets for these securities metgidorate or the institutions that hold these
investments may not be able to meet their debgatitins at the time we may need to liquidate sogbhstments or until such time as the
investments mature.

If product liability or other lawsuits are successfully brought against us, we may incur substantial liabilities and costs and may be required to
limit commercialization of Acthar.

The development, manufacture, testing, marketingsahe of pharmaceutical products entail significak of product liability claims or
recalls. Side effects of, or manufacturing deféttshe products sold by us could result in exaagol of a patient's condition, serious injury or
impairments or even death. This could result irdpo liability claims and/or recalls of one or mafeour products. Acthar has boxed warni
in its label.
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Product recalls may be issued at our discretiaat tine discretion of our suppliers, government agenand other entities that have
regulatory authority for pharmaceutical sales. A@gall of Acthar could materially adversely affecir business by rendering us unable to sell
Acthar for some time, causing us to incur significeecall costs and by adversely affecting our tagen. A recall could also result in product
liability claims.

Product liability claims may be brought by indivals seeking relief for themselves, or by group&isegto represent a class. While we
have not had to defend against any product ligliliims to date, as sales of our products incraasdelieve it is likely product liability
claims will be made against us. We cannot pretietftequency, outcome or cost to defend any swimsl Under a 2009 United States
Supreme Court ruling, FDA approval of a drug doetsprevent the filing of product liability claima state courts, potentially making it more
costly and time consuming to defend against suaimsl.

Product liability insurance coverage is expensia be difficult to obtain and may not be availahl¢éhe future on acceptable terms, i
all. We currently have product liability insuranfoce claims up to $10 million. Partly as a resulippbduct liability lawsuits related to
pharmaceutical products, product liability and ottypes of insurance have become more difficult @mgtly for pharmaceutical companies to
obtain. Our product liability insurance may not eowll of the future liabilities we might incur @onnection with the development, manufac
or sale of our products or, in the case of BioVadtne liabilities we might incur in connection wtheir manufacture of product for other
companies. In addition, we may not continue tolide &0 obtain insurance on satisfactory terms @daquate amounts.

In addition to product liability insurance coverage have other insurance coverage, including butimited to directors' and officers'
liability insurance. Directors' and officers' lifityi insurance is also expensive, can be diffitalobtain and may not be available in the future
on acceptable terms, if at all. We currently hawvedlors' and officers' liability insurance for ittes up to $45 million. This insurance may not
cover all the future liabilities we may incur inro@ection with lawsuits related to the Company arditectors and officers.

A successful claim or claims brought against usxicess of available insurance coverage could subgei significant liabilities and
could have a material adverse effect on our busjrigmncial condition, results of operations anoMgh prospects. Such claims could also
harm our reputation and the reputation of our pot&lladversely affecting our ability to market puoducts successfully. In addition, defenc
a lawsuit can be expensive and can divert the tadtenf key employees from operating our business.

Businessinterruptions could limit our ability to operate our business.

Our operations, including those of our suppliers,\alnerable to damage or interruption from corepuiruses, human error, natural
disasters, telecommunications failures, intenti@ed$ of vandalism and similar events. We haveeststblished a formal disaster recovery plar
and our back-up operations and our business imtgoruinsurance may not be adequate to compensdt® losses that occur. A significant
business interruption could result in losses orafgas incurred by us and require us to cease ailcoutr operations.

Security breaches and other disruptions could compromise our information and expose us to liability, which would cause our business and
reputation to suffer.

In the ordinary course of our business, we or astridution partners and clinical trial partnersymmllect and store sensitive data,
including intellectual property, our proprietarysiness information and that of our customers, sepgpand business partners, and personally
identifiable information of our customers and enygles, in our outside data centers and on our nksw®he secure processing, maintenance
and transmission of this information is criticaldier operations and business strategy. Despitsenurity measures, our information
technology and infrastructure may be vulnerablattacks by hackers or breached due to employeg emedfeasance or other disruptions. Any
such breach could compromise our networks andifioemnation stored there could be accessed, puldisiglosed, destroyed or stolen. Any
such access, disclosure or other loss of informatauld result in legal claims or proceedings,iligbunder laws that protect the privacy of
personal information, including state laws andswad regulations promulgated under the Healthrémmie Portability and Accountability Act
of 1996, or HIPAA, and regulatory penalties, digrapr operations, and damage our reputation, anseca loss of confidence in our products
and services, which could adversely affect ourress.

In addition to regulations in the U.S., if we exgdayur operations to the European Union, or EU, vag bre subject to a variety of EU, EU
Member States, and other foreign regulations. Tiection and use of personal health data in thassgbverned by the provisions of the Data
Protection Directive. This Directive imposes a n@mbf requirements relating to the consent of tlividuals to whom the personal data
relates, the information provided to the individyalotification of data processing obligationshte tompetent national data protection
authorities and the security and confidentialitytef personal data. The Data Protection Directise imposes strict rules on the transfer of
personal data out of the EU to the United StatesBuie to comply with the requirements of the DRtatection Directive and the related
national data protection laws of the EU
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Member States may result in fines and other adinatige penalties. The draft EU Data Protection i&gpn currently going through the
adoption process is expected to introduce newlataction requirements in the EU and substantiaisffor breaches of the data protection
rules. If the draft Data Protection Regulationdspted in its current form, to the extent we expandoperations to the EU, it may increase ou
responsibility and liability in relation to persdmiata that we process and we may be requiredttmpalace additional mechanisms ensuring
compliance with the new EU data protection ruldisTnay be onerous and increase our cost of daismess if we expand our operations to
the EU.

Risks Associated with Government Regulation and Hé# Care Reform

We are involved in an ongoing government investigation by the United States Department of Justice involving our promotional practices and
related matters, the results of which may have a material adverse effect on our sales, financial condition and results of operations.

In September 2012, we received a subpoena frorditited States Attorney's Office for the Easterntidis of Pennsylvania (or USAO),
requesting documents pertaining to an investigaifosur promotional practices. We have been infatiog the USAO for the Eastern District
of Pennsylvania that the USAO for the Southernrigisbf New York and the SEC are also participaiimghe investigation to review our
promotional practices and related matters. We aoperating with the USAO and the SEC with regarthi® investigation. Responding to this
investigation has been and is expected to contmbe expensive and time-consuming.

If some of our existing business practices arelehgéd as unlawful, we may have to change thosgipes, which could have a material
adverse effect on our business, financial conditiod results of operations. If, as a result of ittestigation, we are found to have violated
or more applicable laws, we could be subject targety of fines, penalties, and related administeasanctions, and our business, financial
condition and results of operations could be maligradversely affected.

We are subject to significant ongoing regulatory obligations and oversight, which may result in significant additional expense and limit our
ability to commercialize our products.

We are subject to significant ongoing regulatorjigatiions, such as safety reporting requirementsaafditional post-marketing
obligations, including regulatory oversight of f@motion and marketing of our products. In additithe manufacture, quality control,
labeling, packaging, safety surveillance, advev@nereporting, storage, advertising, promotion eswbrdkeeping for our products are subject
to extensive and ongoing regulatory requiremeftselbecome aware of previously unknown problemgatential safety risks associated with
any of our products, a regulatory agency may impesgictions on our products, our contract manui#es or on us. If we, our products and
product candidates, or the manufacturing facilite@sour products and product candidates fail tmply with applicable regulatory
requirements, a regulatory agency, including thé&Fiay send enforcement letters, mandate labelagges, suspend or withdraw regulatory
approval, suspend any ongoing clinical trials, regnew clinical trials, impose a risk evaluatiordanitigation strategy, refuse to approve
pending applications or supplements filed by uspsad or impose restrictions on manufacturing djzers, request a recall of, seize or dete
product, seek criminal prosecution or an injunctimnimpose civil or criminal penalties or monetéines. In such instances, we could
experience a significant drop in the sales of fiecsed products, our product revenues and reutdti the marketplace may suffer, and we
could become the target of lawsuits.

The FDA and other governmental authorities alsivelgt enforce regulations prohibiting off-label pnotion, and the government has
levied large civil and criminal fines against comiges for alleged improper promotion. The governnters also required companies to enter
into complex corporate integrity agreements andéor-prosecution or deferred prosecution agreentbatsmpose significant reporting and
other burdens on the affected companies.

We are also subject to regulation by regional,ameti, state and local agencies, including butinuitéd to the FDA, Centers for Medice
and Medicaid Services, Department of Justice, #aeFal Trade Commission, the Office of Inspectoné&al of the U.S. Department of Health
and Human Services and other regulatory bodies FEderal Food, Drug, and Cosmetic Act, Social SgcAct, Public Health Service Act
and other federal and state statutes and regusagiovern to varying degrees the research, developpm@anufacturing and commercial
activities relating to prescription pharmaceutigaiducts, including preclinical testing, clinicalsearch, approval, production, labeling, sale,
distribution, post-market surveillance, advertisidigsemination of information, promotion, marketiand pricing to government purchasers
and government health care programs. Our manufagtpartners are subject to many of the same requgnts.

The federal health care program adtkback statute prohibits, among other things,vkingly and willfully offering, paying, solicitingor
receiving remuneration, directly or indirectly,gash or in kind, to induce or reward the purchadiggsing, ordering or arranging for or
recommending the purchase, lease or order of asyhheare item or service for which payment mayraele, in whole or in part, by federal
healthcare programs such as Medicare, Medicaidher dederally
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financed healthcare programs. This statute has inéenpreted to apply to arrangements that pharotaea companies have with prescribers,
purchasers and formulary managers. Further, théthideae Reform Act, among other things, clarifibdtta person or entity no longer needs tc
have actual knowledge of the anti-kickback statutspecific intent to violate it. In addition, thiealthcare Reform Act as amended the Social
Security Act to provide that the government mayegshat a claim including items or services rasglfrom a violation of the federal anti-
kickback statute constitutes a false or fraududtaitm for purposes of the false claims statuteth@dlgh there are a number of statutory
exemptions and regulatory safe harbors under therdé anti-kickback statute protecting certain canmanufacturer business arrangements
and activities from prosecution, the exemptions saifé harbors are drawn narrowly and an arrangemest meet all of the conditions
specified in order to be fully protected from sarytunder the federal anti-kickback statute. Wekgeecomply with the exemptions and safe
harbors whenever possible, but our practices majnradl cases meet all of the criteria for safebloa protection from anti-kickback liability
and may be subject to scrutiny. Violations of te@dral anti-kickback statute can result in civilaniminal fines and penalties and related
administrative sanctions, including exclusion fréederal health care programs.

The Federal False Claims Act prohibits any persomfknowingly presenting, or causing to be prestradalse claim for payment of
government funds, or knowingly making, using orsiag to be made or used, a false record or statetmget a false claim paid. Many
pharmaceutical and other health care companiesteam investigated and have reached substantaidial settlements with the federal
government under the Federal False Claims Act fareety of alleged marketing activities, includipgpviding free product to customers with
the expectation that the customers would bill fabtlprograms for the product; providing consultiegg, grants, free travel, and other benef
physicians to induce them to prescribe the comgamgducts; and inflating prices reported to pevatice publication services, which may be
used by states to set drug payment rates underrgoeeat health care programs. Companies have beseqirted for causing false claims to be
submitted because of the marketing of their pragifmt unapproved uses. Pharmaceutical and othéthtezaie companies are also subject to
other federal false claim laws, including, amonigeos, federal criminal healthcare fraud and falatement statutes that extend to non-
government health benefit programs.

Many states also have statutes or regulationsasirnalthe federal anti-kickback law and false ckiaws, which apply to items and
services reimbursed under Medicaid and other praigrams, or, in several states, which apply rdgasdof the payer. Several states now
require pharmaceutical companies to report thggeases relating to the marketing and promotiorhaefmaceutical products in those states
and to report gifts and payments to certain indigichealth care providers in those states. SontieesE states also prohibit certain marketing
related activities, including the provision of gifimeals, and other items to certain health careigers. In addition, California, Connecticut,
Nevada, and Massachusetts require pharmaceuticglarties to implement compliance programs or margetodes

Compliance with various federal and state lawsffgcdIt and time consuming, and companies thatat®them may face substantial
penalties. The potential sanctions include sigaiftccivil, criminal and administrative penaltieghtages and fines and exclusion from
participation in federal health care programs. Beeaof the breadth of these laws and the lack teihsive legal guidance in the form of
regulations or court decisions, it is possible #@he of our business activities could be subgechtllenge under one or more of these laws.
Such a challenge, irrespective of the underlyingitsief the challenge or the ultimate outcome ef thatter, could have a material adverse
effect on our business, financial condition, resok operations and growth prospects.

In addition to the pending investigation by the Bement of Justice, we could become subject théurgovernment investigations and
related subpoenas. Such subpoenas are often dsdowith previously filed qui tam actions, or lawsifiled under seal under the Federal F
Claims Act. Qui tam actions are brought by privaitentiffs suing on behalf of the federal governmfem alleged violations of the Federal
False Claims Act. The time and expense associatbd&sponding to such subpoenas, and any relatie@imp or other actions, may be
extensive, and we cannot predict the results ofexiew of the responsive documents and underliaots or the results of such actions.
Responding to government investigations, defendimgclaims raised, and any resulting fines, resitii damages and penalties, settlement
payments or administrative actions, as well asratated actions brought by shareholders or othet garties, could have a material impact on
our reputation, business and financial conditiod divert the attention of our management from ojregeour business.

The number and complexity of both federal and dtates continues to increase, and additional goverial resources are being added tc
enforce these laws and to prosecute companiesdndduals who are believed to be violating thempaérticular, the Healthcare Reform Act
includes a number of provisions aimed at strengtigetihe government's ability to pursue anti-kickbaad false claims cases against
pharmaceutical manufacturers and other healthedities, including substantially increased fundfoghealthcare fraud enforcement activit
enhanced investigative powers, amendments to tlse Edaims Act that make it easier for the govemtaad whistleblowers to pursue cases
for alleged kickback and false claim violations abeginning in March 2014 for payments made onfter &ugust 1, 2013, public reporting of
payments by pharmaceutical manufacturers to plarscand teaching hospitals nationwide. While ib@searly to predict what effect these
changes will have on our business, we anticipategbvernment scrutiny of pharmaceutical salesnaacketing practices will

20




Table of Contents

continue for the foreseeable future and subjetd tise risk of further government investigationsl @mforcement actions. Responding to a
government investigation or enforcement action wdad expensive and time-consuming, and could hamnatarial adverse effect on our
business, financial condition, results of operatiand growth prospects.

If we or any of our partners fail to comply withgigable regulatory requirements, we or they cdaddsubject to a range of regulatory
actions that could affect our or our partners'ighib commercialize our products and could harmpmvent sales of the affected products, or
could substantially increase the costs and expasfsgsmmercializing and marketing our products. Alngeatened or actual government
enforcement action could also generate adversécityldnd require that we devote substantial resesithat could otherwise be used in other
aspects of our business.

In addition to regulations in the U.S., if we exdaur operations to the European Union, or EU, vag tre subject to a variety of EU, E
Member States, and other foreign regulations gorgrdinical trials and commercial sales and digttion of our investigational medicinal
products and our authorized medicinal products. téreor not we obtain FDA approval for a producg, must obtain approval of a product by
the comparable regulatory authorities of foreignrtdes before we can commence clinical trials arkating of the product in those countries.
The approval process varies from country to coyrangl the time may be longer or shorter than #aired for FDA approval. The
requirements governing the conduct of clinicallssi@roduct licensing, pricing and reimbursememt\gaeatly from country to country.

Failure to comply with the EU Member State laws liempenting the Community Code on medicinal produatsi EU rules governing the
promotion of medicinal products, interactions wpthysicians, misleading and comparative advertiaimgj unfair commercial practices, with
EU Member State laws that apply to the promotiomeflicinal products, statutory health insuranciiagoy and anti-corruption or with other
applicable regulatory requirements can result foreement action by the EU Member State authoritidgch may include any of the
following: fines, imprisonment, orders forfeitinggalucts or prohibiting or suspending their supplyite market, or requiring the manufacturer
to issue public warnings, or to conduct a prodacah.

Changesin the health care law and regulations, including those based on recently enacted legislation, as well as changesin healthcare
policy, may adversely affect our business.

The number and complexity of both federal and dtates continue to increase, and additional govemai@esources are being added to
enforce these laws and to prosecute companiesdndduals who are believed to be violating themparticular, in March 2010, the Presid
signed the Healthcare Reform Act. The HealthcaferiReAct includes a number of provisions aimedtegrsgthening the government’s ability
to pursue anti-kickback and false claims casesagpharmaceutical manufacturers and other headthergities, including substantially
increased funding for healthcare fraud enforceraetivities, enhanced investigative powers, amendsnerthe Social Security Act that make
it easier for the government and whistleblowerpumsue cases for alleged kickback and false cladtations. Additionally, Healthcare Refor
Act implemented the Physician Payment Sunshinemhith requires extensive tracking of payments amdfers of value to physicians and
teaching hospitals, maintenance of a payments ds¢aland public reporting of the payment data.Jdeters for Medicare and Medicaid
Services, or CMS, recently issued a final rule inpénting the Physician Payment Sunshine provisiadsclarified the scope of the reporting
obligations. The final rule provided that manufaets with products for which payment is availabheler Medicare, Medicaid or the State
Children’s Health Insurance Program must begirkireicpayment or transfers of value on August 1,28dd must report payment data to
CMS by March 31, 2014 and annually thereafter. Whils too early to predict what effect these aemwill have on our business, we
anticipate that government scrutiny of pharmacealsales and marketing practices will continuetlfi@r foreseeable future and subject us to th
risk of government investigations and enforcemetibas. Responding to a government investigatioandorcement action would be expen:
and time-consuming, and could have a material agveifect on our business, financial conditionyitssof operations and growth prospects.

The Healthcare Reform Act substantially changesuiéng health care is financed by both governmentdi@ivate insurers, and could
have a material adverse effect on our future bssineash flows, financial condition and resultspdrations. The Healthcare Reform Act
contains a number of provisions that are expeaéoehpact our business and operations, in some tasesys we cannot currently predict.
Changes that may affect our business include thogerning enrollment in federal healthcare prograisnbursement changes, rules
regarding prescription drug benefits under thethéakurance exchanges, expansion of the 340B @nogand fraud and abuse and
enforcement. These changes will impact existingegoment healthcare programs and will result indéneelopment of new programs, includ
Medicare payment for performance initiatives angriovements to the physician quality reporting systand feedback program. The
Healthcare Reform Act made significant changes éadlighid Drug Rebate Program. Effective March 23,@0ebate liability expanded from
fee-for-service Medicaid utilization to include th#lization of Medicaid managed care organizatiaasvell. This expanded eligibility affected
our rebate liability for that utilization.
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The Healthcare Reform Act requires pharmaceuticufacturers of branded prescription drugs to pasaaded prescription drug fee to
the federal government beginning in 2011. Eachviddal pharmaceutical manufacturer pays a prorshede of the branded prescription drug
fee of $3.0 billion in 2014 (and set to increasemsuing years), based on the dollar value ofraadied prescription drug sales to certain
programs identified in the law.

Additional provisions of the Healthcare Reform Asime of which became effective in 2011, may negBtiaffect our revenues in the
future. For example, as part of the Healthcare Reflxct’'s provisions closing a coverage gap thatentty exists in the Medicare Part D
prescription drug program (commonly known as therild hole”), we are required to provide a 50% dist@n branded prescription drugs
dispensed to beneficiaries within this donut hole.

The Healthcare Reform Act also expanded the Pid#alth Service’s 340B drug pricing discount progrdime 340B pricing program
requires participating manufacturers to agree togd statutorily-defined covered entities no mbentthe 340B “ceiling price” for the
manufacturess covered outpatient drugs. The Healthcare RefoctreApanded the 340B program to include additityyaés of covered entitie
certain free-standing cancer hospitals, criticakeas hospitals, rural referral centers and solexuamity hospitals, each as defined by the
Healthcare Reform Act.

The Healthcare Reform Act also obligates the Sapyeif the HHS to create regulations and procetssisprove the integrity of the
340B program and to ensure the agreement that metawérs must sign to participate in the 340B mogobligates a manufacturer to offer
340B price to covered entities if the manufactunakes the drug available to any other purchasamyaprice and to report to the government
the ceiling prices for its drugs. HRSA is expediwissue a comprehensive proposed regulation id Bt will address many aspects of the
340B program. When that regulation is finalized:atild affect our obligations under the 340B progia ways we cannot anticipate. In
addition, legislation may be introduced that, ifped, would further expand the 340B program totentdil covered entities or would require
participating manufacturers to agree to provideB3didcounted pricing on drugs used in the inpatsertting.

Many of the Healthcare Reform Act’'s most significeaforms do not take effect until 2014. In 201 Centers for Medicare and
Medicare Services, or CMS, the federal agencyabatinisters the Medicare and Medicaid programsgdproposed regulations to implem
the changes to the Medicaid Drug Rebate prograreniheé Healthcare Reform Act but has not yet isdined regulations. CMS is currently
expected to release the final regulations in 2014.

Some states have elected not to expand their Mddicagrams by raising the income limit to 133%tuod federal poverty level, as is
permitted under the Healthcare Reform Act. For edate that does not choose to expand its Medpagram, there may be fewer insured
patients overall, which could impact our salesjiess and financial condition. We expect any Mediexpansion to impact the number of
adults in Medicaid more than children because nsaates have already set their eligibility criteoachildren at or above the level designated
in the Healthcare Reform Act. An increase in thepprtion of patients who receive Acthar and whoareered by Medicaid could adversely
affect our net sales.

Presently, uncertainty exists as many of the sjpped#terminations necessary to implement the HeafthReform Act have yet to be
decided and communicated to industry participafusther, many of the Healthcare Reform Act' moghi§icant reforms do not take effect
until 2014 and thereafter, and the details of tlref@ms will be shaped significantly by regulagahat have yet to be proposed. We have r
several estimates with regard to important assumgtielevant to determining the financial impacth&f Healthcare Reform Act on our
business due to the lack of availability of botht@i@ information and complete understanding of libevprocess of applying the Healthcare
Reform Act will be implemented.

Moreover, legislative changes to the Healthcareo®efAct remain possible, and the President may radkitional refinements to the
implementation of the Healthcare Reform Act thayrhave an additional, potential negative impacbonoverall financial position, results of
operations and cash flows. At this time, we caqmedtict the full impact of the Healthcare Reformt,Aar the timing and impact of any future
rules or regulations promulgated to implement tlealthcare Reform Act.

Medicaid eligible patients and government entities may account for a greater proportion of our Acthar unit salesresulting in reduced
pharmaceutical net sales.

Our pharmaceutical net sales may be adverselytaffdxy laws and regulations that reduce reimbursénages. Administrative or judici
interpretations of such laws and regulations camloiact reimbursement for our products or increaseamount of rebates paid to certain
government entities. The sources and amounts afewenues are determined by a number of factarkjding payer reimbursement for our
products. Changes in the payer mix among privaye idadicaid, and government programs usage mayfiigntly affect our profitability.

A portion of the estimated end-user vial demandAfcthar is for patients covered under Medicaid atiger governmentelated program:
As required by Federal regulations, under the MaEdi®©rug Rebate Program, we provide rebates retatddthar dispensed to Medicaid
patients. The Healthcare Reform Act made chang#dstMedicaid Drug Rebate Program,
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including increasing the minimum Medicaid rebatairl5.1% to 23.1% of the average manufacturer poiceost innovator products such as
Acthar. In addition, federal law requires that aoynpany that participates in the Medicaid rebatg@m also participate in the Public Health
Service's 340B drug pricing discount program ireoifor federal funds to be available for the mantifeer's drugs under Medicaid and
Medicare Part B. The 340B pricing program requpasicipating manufacturers to agree to chargeitstaly-defined covered entities no more
than the 340B “ceiling price” for the manufactusesbvered outpatient drugs. Under the 340B progcawered entities are permitted to
purchase Acthar at the 340B ceiling price. The 346iing price is calculated using a statutory fatap which is based on the average
manufacturer price and rebate amount for the cavengpatient drug as calculated under the Medighate program. Changes to the defin
of average manufacturer price and the Medicaidtesamount under the Healthcare Reform Act and Ci4Sigance of final regulations
implementing those changes also could affect 00B3zkiling price calculations and negatively impawt results or operations. As a result of
the enactment of the Healthcare Reform Act andifispessures placed upon federal and state govetanwereduce current budget deficits, it
is possible that a greater proportion of Acthaesalould be subject to Medicaid rebates and chaddsbreducing our net sales. Additionally,
changes to Medicaid, Medicare or other regulationshe application of such regulations to our pietd, resulting in higher rebates and
chargebacks, could reduce our pharmaceutical te gather.

In order to be eligible to have our products paid/ith federal funds under the Medicaid and Mexidaart B programs and purchase(
certain federal agencies and certain federal geantee participate in the Department of Veterarfaifs, or VA, Federal Supply Schedule, or
FSS, pricing program, established by Section 6aB@feteran's Health Care Act of 1992. Under pihégyram, we are obligated to make our
product available for procurement on an FSS cohtmad charge a price to four federal agencies - Mépartment of Defense, Public Health
Service, and Coast Guard - that is no higher tharstatutory Federal Ceiling Price, or FCP. The iKIiased on the non-federal average
manufacturer price, or Non-FAMP, which we calculatel report to the VA on a quarterly and annuaish&¥e also participate in the Tricare
Retail Pharmacy program, established by Sectionof @3 National Defense Authorization Act for i ear 2008 and related regulations,
under which we pay quarterly rebates on utilizatbmnovator products that are dispensed throtghTtricare Retail Pharmacy network to
Tricare beneficiaries. The rebates are calculasati@difference between Annual Non-FAMP and FCP.

Significant judgment is inherent in the selectidmesumptions and the interpretation of historéeglerience as well as the identification
of external and internal factors affecting the deieation of our reserves for Medicaid rebates atinér government program rebates and
chargebacks. We believe that the assumptions osgetérmine these sales reserves are reasonaiidedmg known facts and circumstances.
However, our Medicaid rebates and other governmpergram rebates and chargebacks could materidfgr diom our reserve amounts
because of unanticipated changes in prescriptends or patterns in the states' submissions of d&ticlaims, adjustments to the amount of
product in the distribution channel, or if our asttes of the number of Medicaid patients with 1§,MIS and rheumatology related conditions
are incorrect. We have greater visibility on theufa submission of Medicaid claims and the amo#@iproduct in the distribution channel for
Acthar distributed to a specialty pharmacy owneabyspecialty distributor than we have with respgedcthar distributed through other
specialty pharmacies. If actual Medicaid rebatestloer government program rebates and discouatmaterially different from our estimates,
we would account for such differences as a chamgstimate in the period in which they become kndivactual future payments for such
reserves exceed the estimates we made at the tisadeo our consolidated financial position, resit operations and cash flows may be
negatively impacted.

If wefail to comply with our reporting and payment obligations under the Medicaid Drug Rebate program or other governmental pricing
programs, we could be subject to additional reimbursement requirements, penalties, sanctions and fines which could have a material adverse
effect on our business, financial condition, results of operations and growth prospects.

We have certain price reporting obligations dueupparticipation in the Medicaid Drug Rebate pesgr under several state Medicaid
supplemental rebate programs, related to otherrgmental pricing programs, and we report averatgsgaice for the Medicare program.
Under the Medicaid Drug Rebate program, we areireduo pay a rebate to each state Medicaid prodoarour covered outpatient drugs that
are dispensed to Medicaid beneficiaries and paidya state Medicaid program. Those rebates aedban pricing data (including Average
Manufacturer Price and Best Price data) reportedsbgn a monthly and quarterly basis to CMS..

Federal law requires that a company that partiepat the Medicaid Drug Rebate program report ayesales price, or ASP, information
to CMS for certain categories of drugs that arel paider Part B of the Medicare program. Manufactucalculate ASP based on a statutorily
defined formula as well as regulations and integtiens of the statute by CMS as to what shoulshould not be considered in computing
ASP. CMS uses these submissions to determine padyates for drugs under Medicare Part B.
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Pricing and rebate calculations vary among prodaistsprograms. The calculations are complex andféea subject to interpretation by
us, governmental or regulatory agencies and thesddMS or another government agency could digagith our interpretation of applicable
law and regulation and could challenge our rebakeutations. If we become aware that our reportoraa prior quarter was incorrect, or has
changed as a result of recalculation of the priciath, we are obligated to resubmit the correcétd.d\ny corrections to our rebate calculat
could result in an overage or underage in our eeliability for past quarters, depending on theurabf the correction. Price recalculations
may affect the ceiling price at which we are reegito offer our products to certain covered emtjtimder the 340B drug discount program.

We are liable for errors associated with our submisof pricing data. In addition to retroactivbages and the potential for 340B
program refunds, if we are found to have knowirglipmitted false average manufacturer price, avesalgs price, or best price information to
the government, we may be liable for civil monetpepalties. Our failure to submit monthly/quartexlyerage manufacturer price, average
sales price, and best price data on a timely lwasikl result in civil monetary penalties. Suchdedl also could be grounds for CMS to termi
our Medicaid drug rebate agreement, pursuant tahwivie participate in the Medicaid program. In thiere that CMS terminates our rebate
agreement, no federal payments would be availaideruMedicaid or Medicare Part B for our coveretpatient drugs.

In September 2010, CMS and the Office of the Ingpe8eneral indicated that they intend more agirelsto pursue companies who
fail to report these data to the government imeely manner. Governmental agencies may also makegels in program interpretations,
requirements or conditions of participation, sorhevlbich may have implications for amounts previgusstimated or paid. We cannot assure
you that our submissions will not be found by CM®& incomplete or incorrec

We also participate in the Department of Veteraffairs, or VA, Federal Supply Schedule, or FSS¢ipg program. Pursuant to the
applicable law, knowing provision of false inforrwat in connection with a non-federal average martufer price filing under this program
can subject a manufacturer to penalties of $100f@08ach item of false information.

In addition, pursuant to regulations issued byD® TRICARE Management Activity, or TMA, to implemeSection 703 of the
National Defense Authorization Act for Fiscal Y808, each of our covered drugs is listed on ai@e@03 Agreement with TMA undt
which we have agreed to pay rebates on coveredmasgriptions dispensed to TRICARE beneficiarigd BICARE network retail
pharmacies. If we overcharge the government in ection with our FSS contract or Section 703 Agresim&hether due to a misstated FCI
otherwise, we are required to refund the differeiocthe government. Failure to make necessaryatisoks and/or to identify contract
overcharges can result in allegations against deruhe False Claims Act and other laws and reiguisit Unexpected refunds to the
government, and responding to a government inwee#big or enforcement action, would be expensivetamd-consuming, and could have a
material adverse effect on our business, finargabition, results of operations and growth protpec

We may be negatively affected by unforeseen invoicing of historical Medicaid sales.

We provide a rebate related to Acthar dispensédedicaid eligible patients in instances where weraquired to do so and establish a
reserve for such rebate payments. We multiply stienated rebate amount per unit for the periodneydstimated number of rebate eligible
units utilized during the period to calculate tiséiraated reserve for the period. This reserve daidid from gross sales in the determination ¢
net sales. Other than for Medicaid rebates assatigith Medicaid Managed Care Organization (Medi®dCO) utilization, the Medicaid
rebates associated with end user demand for adp@riomostly paid to the states by the end of thaetgr following the quarter in which the
rebate reserve is established. As a result, arideof each quarter we must estimate the amouviedicaid sales in that quarter to calculate
reserves and such estimates could prove to beuratec Revisions in the Medicaid rebate estimateskarged to income in the period in
which the information that gives rise to the remisbecomes known. However, certain states may geabieir requested rebates to us on a
delayed basis, which to the extent not previousderved for would negatively affect future finahgiarformance in periods occurring after the
period in which the original reserved Medicaid riebaccrual occurred. Effective March 23, 2010, Healthcare Reform Act expanded rebate
liability from fee-for-service Medicaid utilizatioto include the utilization of Medicaid MCOs as wéh connection with this expansion, we
increased our reserves for Medicaid rebates. Guarves for Medicaid MCO related rebates may natdegjuate.

In addition to receiving requested rebates on ayael basis, pharmaceutical and biologic companasbe subject to investigation by
various governmental agencies concerning Mediahdtes. Governmental agencies and their agents asutie Medicare Administrative
Contractors, fiscal intermediaries and carriersyels as the Office of the Inspector General, teddtal Bureau of Investigations, CMS, and
state Medicaid programs, may conduct audits ofoparations. The cost of responding to and resolthiege audits could have a material,
adverse effect on our financial position, resufteferations and liquidity. Although we have prasmsand controls in place, should we be
found out of compliance with any of these lawsutatjons or programs, our business, our finanasiton and our results of operations could
be negatively impacted.
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Risks Related to our Common Stock
Our stock price has a history of volatility, and an investment in our stock could decline in value.

The price of our common stock is subject to sigaifit volatility. The closing price per share of common stock ranged in value from
$17.83 to $72.34 during the two-year period endeddinber 31, 2013Any number of events, both internal and extetoals, may continue
affect our stock price. For example, our quarteglyenues or earnings or losses can fluctuate aséte buying patterns of our specialty
distributor and our end users. In the event thiepademand for Acthar is less than our salesutospecialty distributor, excess Acthar
inventories may result at our specialty distributanich may impact future Acthar sales. Other ptidevents that could affect our stock price
include, without limitation, our quarterly and yBarevenues and earnings or losses; announcemgnis ¢ér our competitors regarding product
development efforts, including the status of retprlaapproval applications; the outcome of legalgeedings; the launch of competing
products or the public notice of an FDA filing riéfey to a potential competitive product; and ouitighto obtain product from our contract
manufacturers, the publication of negative or redutoverage by research analysts or others, and®tb try to manipulate our stock price or
interfere with our business operations by investorsthers that engage in the manipulation of sfpaes.

As of January 31, 2014 , NASDAQ reported a shadrast of approximately 20.3 million shares in oommon stock, and it is possible
that the NASDAQ short interest reporting systemsdoet fully capture total short interest. It imgeally in the short seller's interests for the
price of a stock to decline. We are aware thatratbempanies have alleged that short sellers h&entaarious actions aimed at attempting to
cause harm to a company’s business or reducingttio& price of such companies in order to gengmatfit on their short positions. These
actions have been alleged to include arrangingh®publication of negative opinions, mischaraetgion of facts regarding companies and
their business prospects, or taking more diredbadtb try to cause harm to a company’s businesshis potentially relates to us, our stock
price exhibited significant volatility at variousntes during 2013 following various publications atder communications relating to us. There
is risk that similar actions could continue to actu2014 and therefore continue to create sigaiftosolatility in our stock price.

Our future policy concerning the payment of dividendsis uncertain, which could adversely affect the price of our stock.

We currently pay a quarterly dividend on our commstotk. We may not have the financial ability tadithis quarterly dividend in
perpetuity or to pay it at the current rate. Furtioer Board of Directors may decide not to deckaddvidend at some future time for financia
non-financial reasons. Unfulfilled expectationsaeting future dividends could adversely affectphiee of our stock.

Our quarterly results may fluctuate significantly and could fall below the expectations of securities analysts and investors, resulting in a
declinein our stock price.

In addition to the risk factors detailed elsewharthis Annual Report on Form 10-K, our quarterfeaating results and share price may
fluctuate significantly because of several factorsluding:

e public concern as to the safety of drugs develdpeds or other:

« availability of Acthar

e patient safety concert

« announced inquiries by governmental agencies oategdegarding previously announced inqui

< unfavorable outcomes related to the governmenstinagions or lawsuits brought against us or otgaors and officers, includir
those currently in process;

e departure of key manage

e negative opinions regarding company actions frooxpmadvisory firms

» activities of certain investors who elect to stsait our stock

* the announcement and timing of new product intréidas by us or othet

« the timing of our regulatory submissions or apptsyar the failure to receive regulatory appro\

e prescription trends and the level of orders fromspecialty distributor within a given quarter gméceding quartet
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e availability and level of third party reimbursem;
« political developments or proposed legislationhie pharmaceutical or healthcare indu:
* economic or other external factors, disaster @i
« changes in government regulations or policies tengadecision:
» unforeseen financial or operational issues releidgioVectra or our other international operatit
- failure to meet market expectations or changepinions of analysts who follow our stock;
* general market conditior
If we were to be negatively impacted by any of éhizstors, it could cause a decrease in our stock.p
We have significant stock option overhang which could dilute your investment.

We have an overhang of common stock due to a l@tege exercise price of employee stock options fiituee exercise of employee
stock options could cause dilution, which may nisgét affect the market price of our shares.

We have certain anti-takeover provisionsin place.

Certain provisions of our Amended and Restatedtlediof Incorporation and the California Generatgooation Law could discourage a
third-party from acquiring, or make it more difficfor a third-party to acquire, control of our cpemy without approval of our Board of
Directors. These provisions could also limit thee@that certain investors might be willing to paythe future for shares of our common stock.
Certain provisions allow the Board of Directorsatgthorize the issuance of preferred stock withtsigliperior to those of the common stock.
We are also subject to Section 1101(e) of the @alih General Corporation Law, which, among othargs, limits the ability of a majority
shareholder holding more than 50% but less than 80te outstanding shares of a California corponafrom consummating a cash-out
merger.

Item 1B. Unresolved Staff Comments
None.

Item 2. Properties
As of December 31, 2013, we own real property\aadease space in several locations.
For our U.S. operations, we lease space primarithé following locations:

« We lease 30,000 square feet of office spaceaiywtdrd, California under a master lease that egpird/lay 2018. This facility is
occupied by our Commercial Development, Sales aatk®dting, Medical Affairs, Contract Manufacturir@uality Control and
Quality Assurance departments.

*  We lease 15,600 square feet of office spacdlicoE City, Maryland under a lease agreement thatires in October 2017. This
facility is occupied by our Product Development &whulatory Affairs departments.

*  We lease 7,900 square feet of office space imh&im, California under a lease agreement thatexjm October 2014. This
facility is occupied by our Executive, Finance @dhinistration departments, and serves as our catpdeadquarters.

For our Canada operations, we own real propertiia@rfollowing locations:

*  We own a 64,000 square foot manufacturing figditicated in Charlottetown, Prince Edward Islafkis facility is located on
approximately 10 acres of land leased from the IBtiatown Airport Authority, under a 50 year lea$e facility houses active
pharmaceutical manufacturing, fermentation manufawg, warehousing, quality control labs, and acting and administration,
engineering, manufacturing, quality assurance awadlytical services departments.

«  We own a 32,500 square foot facility locatedCimarlottetown, Prince Edward Island and 4.17 agpss which it is situated. The
facility houses specialty chemical manufacturimgnfentation manufacturing, warehousing, qualityte@rabs, and research and
development, sales and marketing, and executiveagement departments.
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«  We own a 3,800 square foot facility located ma@ottetown, Prince Edward Island and 0.35 acpemwvhich it is situated. The
facility is used for active pharmaceutical manufiaicty, principally Acthar.

For our Irish operations, we lease approximately §quare feet of office space in Dublin, Ireland.

We believe that our current leased office spasgifficient to meet our current business requiresiant that additional office space will
be available on commercially reasonable termsgtiired.

Item 3. Legal Proceedings

We operate in a highly regulated industry. We aitgext to the regulatory authority of the SEC, Fi®A and numerous other federal and
state governmental agencies including state atyageaeral offices, which have become more activiavastigating the business practices of
pharmaceutical companies.

Glenridge Litigation

In June 2011, Glenridge Pharmaceuticals LLC, onfidige, filed a lawsuit against us in the Supe@ourt of California, Santa Clara
County, alleging that we had underpaid royaltie&kenridge, in connection with the timing of thepatt of various offsets in the calculatior
net sales. In August 2012, we filed a separatedawagainst the three principals of Glenridge, & as Glenridge, challenging the
enforceability of our agreement with Glenridge. Gawsuit alleges that Kenneth Greathouse breactsefiinciary duties to the Company and
that his partners at Glenridge aided and abettetrgiach. In August 2013, the two lawsuits weresobidated into one case in the Superior
Court of California, Santa Clara County. We halexfia motion for summary adjudication which se@kbkdve our agreement with Glenridge
declared unenforceable. The motion is based ontlatggovern self-dealing transactions. A hearinghis motion is currently scheduled on
March 6, 2014.

USAOQ Investigation

On September 21, 2012, we became aware of an igatsh by the USAO for the Eastern District of Reylvania regarding our
promotional practices. Following our SeptemberZ,2 announcement of this investigation, we rectaveubpoena from the USAO for
information relating to our promotional practicéée have been informed by the USAO for the Eastestribt of Pennsylvania that the USAO
for the Southern District of New York and the SEHE€ also participating in the investigation to revieur promotional practices and related
matters. We continue to cooperate with the USAOthedSEC with regard to this investigation.

Putative Class Action Securities Litigation

On September 26, 2012, a putative class actionviawss filed against us and certain of our officand directors in the United States
District Court for the Central District of Califaay captionedlohn K. Norton v. Questcor Pharmaceuticals, et Alo. SACv12-1623 DMG
(FMOXx). The complaint purports to be brought ondlebf shareholders who purchased our common dtetkeen April 26, 2011 and
September 21, 2012. The complaint generally asteatave and certain of our officers and directoodated sections 10(b) and/or 20(a) of the
Securities Exchange Act of 1934, as amended, dExisbange Act, by making allegedly false and/or@aiding statements concerning the
clinical evidence to support the use of Actharifalications other than infantile spasms, the praomoof the sale and use of Acthar in the
treatment of MS and nephrotic syndrome, reimbursgrize Acthar from third-party insurers, and outlook and potential market growth for
Acthar. The complaint seeks damages in an unspddainount and equitable relief against the defeldahis lawsuit has been consolidated
with four subsequently-filed actions asserting Emglaims under the captiom re Questcor Securities LitigatigrNo. CV 12-01623 DMG
(FMOx). On October 1, 2013, the District Court geghin part and denied in part our motion to disnie consolidated amended complaint.
On October 29, 2013, we filed an answer to the alideted amended complaint.

Federal Shareholder Derivative Litigation

On October 4, 2012, another alleged sharehold=t élderivative lawsuit in the United States Dist@ourt for the Central District of
California captione@erald Easton v. Don M. Bailey, et aNo. SACV12-01716 DOC (JPRx). The suit assertsndaubstantially identical to
those asserted in tli® Vallederivative action described below against the sdefiendants. This lawsuit has been consolidated fivith
subsequently-filed actions asserting similar claimder the captiorin re Questcor Shareholder Derivative Litigatid®y 12-01716 DMG
(FMOx). Following the resolution of the motion t@ohiss in the consolidated putative securitiesscidion, the court issued an order staying
the federal derivative action until the earlier @) sixty (60) days after the resolution of anytiom for summary judgment filed in the putative
class action lawsuit, (b) sixty (60) days after deadline to file a motion for summary judgmenthia putative class action lawsuit, if none
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is filed, or (c) the execution of any settlementeggnent (including any partial settlement agreeitentesolve the putative class action laws

State Shareholder Derivative Litigation

On October 2, 2012, an alleged shareholder filddravative lawsuit purportedly on behalf of the Guany against certain of our officers
and directors in the Superior Court of the Stat€alifornia, Orange County, captionbtbnika do Valle v. Virgil D. Thompson, et aNo. 30-
2012-00602258-CU-SL-CXC. The complaint assertsrddior breach of fiduciary duty, abuse of contmismanagement and waste of
corporate assets arising from substantially singileagations as those contained in the putativargégs class action described above, as we
from allegations relating to sales of our commamrlsty the defendants and repurchases of our constack. The complaint seeks an
unspecified sum of damages and equitable reliefOtwober 24, 2012, another alleged shareholdet &ilderivative lawsuit purportedly on
behalf of the Company against certain of our oficand directors in the Superior Court of the Stét€alifornia, Orange County, captioned
Jones v. Bailey, et ¢, Case No. 30-2012-00608001-CU-MC-CXC. The suieds<laims substantially identical to those asskirt thedo
Valle derivative action. On February 19, 2013, the cmstied an order staying the state derivative astimtil the putative federal securities
class action and federal derivative actions arelved.

Put Options Securities Action

In March 2013, individual traders of put optioned a securities complaint in the United StategriaisCourt for the Central District of
California captionedavid Taban, et al. v. Questcor Pharmaceuticals, JINo. SACV13-0425. The complaint generally asselgans against
us and certain of our officers and directors falations of the Exchange Act and for state lawdrand fraudulent concealment based on
allegations similar to those asserted in the prgatecurities class action described above. Thelaint seeks compensatory damages in an
amount equal to $5 million and punitive damagearofinspecified amount. Following the resolutioithef motion to dismiss in the
consolidated putative securities class actioncthat issued an order staying this action untilébdier of: (a) sixty (60) days after the
resolution of any motion for summary judgment filedhe putative class action lawsuit, (b) sixt@Y@ays after the deadline to file a motion
for summary judgment in the putative class actawsluit, if none is filed, or (c) the execution ofyasettlement agreement (including any pe
settlement agreement) to resolve the putative eesssn lawsuit.

Retrophin Litigation

In January 2014, Retrophin Inc. filed a lawsuitingbus in the United States District Court for ©entral District of California, alleging
variety of federal and state antitrust violatioasdd on our acquisition from Novartis of certaghts to develop, market, manufacture,
distribute, sell and commercialize Synacthen. @sponse to the complaint is due on or before Méy@914.

We believe that the probability of unfavorable ame or loss related to these matters and an estiofdhe amount or range of loss, if
any, from an unfavorable outcome are not deternténatbthis time. We believe we have meritoriousalggpsitions and will continue to
represent our interests vigorously in these mattéosvever, responding to government investigatioleéending any claims raised, and any
resulting fines, restitution, damages and penalsedglement payments or administrative actionsyelsas any related actions brought by
shareholders or other third parties, could haveteral impact on our reputation, business andhfir@ condition and divert the attention of
our management from operating our business.

Item 4. Mine Safety Disclosure

Not Applicable.
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PART Il

Item 5. Market for Registrant's Common Equity; Related Shareholder Matters and Issuer Purchases of Edfy Securities
Price Range of Common Stock

Our common stock is listed on the NASDAQ GlobaleseMarket under the symbol “QCOR.” The followirabte shows the high and
low sale prices for our common stock as reportediy NASDAQ Global Select Market during the calangizarters indicated:

High Low

Year Ended December 31, 2012

First Quarter $ 4418 $ 32.8:
Second Quarter 54.3] 37.1¢
Third Quarter 58.91 17.2¢
Fourth Quarter 30.3¢ 17.6(
Year Ended December 31, 2013

First Quarter 36.5¢ 24.7F
Second Quarter 50.2( 26.8(
Third Quarter 74.7¢ 45.3¢
Fourth Quarter 70.17 49.3]
Year Ending December 31, 2014

First Quarter (through February 15, 2014) $ 71.0C $ 47.71

Stock Performance Graph

The following graph compares our total cumulatikiareholder return as compared to the NYSE Amex @aitgpIndex and the
NASDAQ Pharmaceutical Index for the period begignim December 31, 2008 and endincDecember 31, 2013 . Total shareholder return
assumes $100.00 invested at the beginning of thedo® our common stock, the stocks representeth&yNYSE Amex Composite Index and
the NASDAQ Pharmaceutical Index, respectively. Togturn assumes reinvestment of dividends.
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COMPARISON OF SYEAR CUMULATIVE TOTAL RETURN*
Amoung Questcor Pharmaceuticals, Inc., the NYSE MKT Composite
Index, and the NASDAQ Pharmaceutical Index
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T his stock performance graph shall not be consttlspliciting material and shall not be deemecktfilfor purposes of Section 18 of the
Exchange Act, or otherwise subject to the lialgititof that section, nor shall it be deemed incaigar by reference in any filing under the
Securities Act of 1933, as amended, whether magbedaore or after the date of this filing and ipestive of any general incorporation
language in such filing.

Holders of Common Stock

As of January 31, 2014 , there were approximat88 shareholders of record of our common stock baped the records of our transfer
agent which do not include beneficial owners of own stock whose shares are held in the names iofugasecurities brokers, dealers and
registered clearing agencies.

Stock Repurchases

See “Liquidity and Capital Resources — Financingiities” in Management’s Discussion and Analysig-smancial Condition and
Results of Operations in Part Il, Iltem 7 of thissyal Report on Form 10-K for information on ourcite@epurchases.

Dividend Policy

Our Board of Directors has adopted a policy to @aggular quarterly dividend in such amounts a$iterd of Directors may determine
from time to time. The Board of Directors declaegdinitial quarterly cash dividend of $0.20 perrshi@ all shareholders of record at the close
of business on October 31, 2012. In February 2@&3announced an increase in our quarterly casketid from $0.20 per share to $0.25 per
share, and in October 2013, we announced a furthexase in our quarterly cash dividend to $0.30spare.

Equity Compensation Plans

For information regarding our equity compensatianp please see Item 12 of this Annual Report amFP®-K.
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Item 6. Selected Financial Data

The following table sets forth certain financiatalavith respect to our business. The selected tidased financial data should be read in
conjunction with our Consolidated Financial Statateend related Notes and Item 7, “Management’suBision and Analysis of Financial
Condition and Results of Operations” and otherrimition contained elsewhere in this Annual ReporForm 10-K.

Years Ended December 31,
2013 2012 2011 2010 2009

(In thousands, except per share data)
Consolidated Statement of Operations Data:

Net sales $ 798,92¢ $ 509,29. $ 218,16¢ $ 115,13 $ 88,32(
Total operating expenses 284,72t 184,21( 92,59: 53,27¢ 40,08:
Income from operations 439,83t 296,52 113,11¢ 53,84( 41,22(
Gain on sale of product rights — — — — 22t
Income tax expense 146,93: 99,55¢ 34,15« 19,30: 15,50:
Net income 292,60¢ 197,67 79,59 35,07: 26,62¢

Net income per share applicable to common
shareholders:

Basic $ 49¢ % 328 $ 127 $ 0.5¢ $ 0.41
Diluted $ 47¢ % 314§ 121 §$ 054 % 0.4C

Shares used in computing net income per sha
applicable to common shareholders:

Basic 58,61¢ 60,24: 62,49¢ 62,11: 64,19¢
Diluted 61,44, 63,04¢ 66,01( 64,74 66,25’
Dividends declared per common share $ 1.1¢ $ 0.4( — — —

December 31,
2013 2012 2011 2010 2009

(In thousands)
Consolidated Balance Sheet Data:
Cash, cash equivalents and short-term

investments $ 245,00t $ 155,31: $ 210,14¢ $ 114,83 $ 75,701
Working capital 235,60 146,87 209,87¢ 111,98¢ 71,04¢
Total assets 736,35: 252,43: 275,80t 151,99: 111,44¢
Long-term debt (1) 15,66 — — — —
Contingent consideration (1) 37,46 — — — —
IPR&D liability (1) 140,06t — — — —
Common stock 30,38t 15,93¢ 94,97¢ 74,80¢ 67,79:
Retained earnings 372,23: 145,85: 124,88t 45,29¢ 10,22«
Total shareholders’ equity 399,36 161,82 219,82t 120,12 78,00:

(1) Comparability impacted by the acquisition obBectra and Synacthen Asset acquisition. Referde N of the Consolidated Financial
Statements for discussions regarding the acquisitio

Item 7. Management'’s Discussion and Analysis of Famcial Condition and Results of Operations

This Annual Report on Form 10-K contains forwardiimg statements that have been made pursuang fardlvisions of the Private
Securities Litigation Reform Act of 1995 and concaratters that involve risks and uncertainties toatid cause actual results to differ
materially from those projected in the forward-loakstatements. Discussions containing forward-loglstatements may be found in the
material set forth under “Business,” “ManagemeBbtiscussion and Analysis of Financial Condition &ebults of Operations” and in other
sections of this Annual Report on Form 10-K. Wosdsh as “may,” “will,” “should,” “could,” expect,"plan,” “anticipate,” “believe,”
“estimate,” “predict,” “potential,” “continue” origiilar words are intended to identify forward-loogi statements, although not all forward-
looking statements contain these

” w

31




Table of Contents

words. Although we believe that our opinions andeztations reflected in the forward-looking statateere reasonable as of the date of this
Annual Report on Form 10-K, we cannot guaranteeréutesults, levels of activity, performance oriagements, and our actual results may
differ substantially from the views and expectasi@et forth in this Annual Report on Form 10-K. @&ressly disclaim any intent or
obligation to update any forward-looking statemeiter the date hereof to conform such statemerastual results or to changes in our
opinions or expectations. Readers are urged tdutlreeview and consider the various disclosuremby us, which attempt to advise
interested parties of the risks, uncertainties, @hdr factors that affect our business, set forttetail in Item 1A of Part I, under the heading
“Risk Factors.”

The following discussion and analysis should bel ieaconjunction with our consolidated financiatsiments and the related notes to
those statements contained elsewhere in this AriRejadrt on Form 10-K.

Overview

Questcor is a biopharmaceutical company focusati®ireatment of patients with serious, difficuttteat autoimmune and
inflammatory disorders. Our primary product is H¥ethar® Gel (repository corticotropin injection), or Acthamn injectable drug that is
approved by the FDA for the treatment of 19 indarad. Of these 19 FDA approved indications, weentty generate substantially all of our
net sales from the following indications:

* Nephrotic Syndrome (NS): Acthar is indicato induce a diuresis or a remission of proteinumighe nephrotic syndrome without
uremia of the idiopathic type or that due to lupaghematosus.” According to the National Kidneyfdation, nephrotic
syndrome can result from several idiopathic typkly disorders, including idiopathic membranoushnepathy, focal segmental
glomerulosclerosis, IgA nephropathy and minimalngedisease. Nephrotic syndrome can also occutodu@us erythematosus.
In this Annual Report on Form 10-K, the terms “negtic syndrome” and “NS” refer only to the proteiitauin nephrotic syndrome
conditions that are covered by the Acthar labelmdroved indications.

* Rheumatology Related Conditions: Acthar is appdofor the following rheumatology related conditso (i) Collagen Diseases:
Acthar is indicated "during an exacerbation or asnmenance therapy in selected cases of systepus lerythematosus, systemic
dermatomyositis (polymyositis)" and (ii) Rheumddisorders: Acthar is indicated as "adjunctive tipgréor short-term
administration (to tide the patient over an acyig@le or exacerbation) in: Psoriatic arthritiseRmatoid arthritis, including
juvenile rheumatoid arthritis (selected cases neayire lov-dose maintenance therapy), and Ankylosing spotislyli

e Multiple Sclerosis (MS): Acthar is indicated tfthe treatment of acute exacerbations of mulsglerosis in adults. Controlled
clinical trials have shown Acthar to be effectinespeeding the resolution of acute exacerbatiomsultiple sclerosis. However,
there is no evidence that it affects the ultimateeome or natural history of the disease.”

* Infantile Spasms (IS): Acthar is indicateas“monotherapy for the treatment of infantile sgasninfants and children under 2 ye
of age.”

We continue to explore additional markets for othvetlabel indications. For example, in 2013 weiatéd a pilot commercialization
effort for Acthar for the treatment of respiratananifestations of symptomatic sarcoidosis. In adidjtwe are exploring the possibility of
pursuing FDA approval for indications not currerdly the Acthar label that are related to the treatnof other serious, difficult-to-treat
autoimmune and inflammatory disorders having highnet medical need.

Results of Operations
Years Ended December 31, 2013, 2012 and 2011

Net Sales. Net sales, which we derive primarily from our saléé\cthar, were $798.9 million in 2013 , compated509.3 million in
2012 and $218.2 million in 2011 . The following le@bets forth our net sales for the years endeeé@ber 31, 2013, 2012 and 2011 ,
respectively (in thousands):
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Years Ended December 31,

2013 2012 2011
Total pharmaceutical gross sales $ 825,71( % 582,090 $ 268,82
Sales reserves 64,36 72,80¢ 50,65¢
Total pharmaceutical net sales 761,34 509,29: 218,16
Total contract manufacturing net sales 37,58: — —
Total net sales $ 798,92¢ % 509,29 $ 218,16!

2013 compared to 201 2\et sales for the year ended December 31, 2013 dezieed from pharmaceutical net sales and contract
manufacturing net sales, while net sales for tteg gaded December 31, 2012 were derived solely frioanmaceutical net sales.
Pharmaceutical net sales are comprised primarigat#s of Acthar, while contract manufacturingsedes are comprised of sales from
BioVectra. Net sales of Acthar increased by appnately 49.6% to $761.3 million for the year endezt®mber 31, 2013 from $508.9 million
in 2012 . This growth resulted primarily from inased vial demand from our specialty distributorActhar. We shipped 28,112 vials for the
year endedDecember 31, 2013 as compared to 20,741 vials stifgy the year ended December 31, 2012 . Whildaveot receive complete
information regarding prescriptions by therapeatiea, we believe increased demand resulted frorarduy into the rheumatology field in the
second half of 2012 and the expansion of our Rhénlogy Sales Force in early 2013. Increased demaarzdalso driven by the expanded u
of Acthar by nephrologists in the treatment of il aeurologists in the treatment of MS. Net sate#atable to IS were positively impacted
by the reduction in the Medicaid rebate amountcthar.

In addition to the increase in vial demand, theease in pharmaceutical net sales was also atihilaito the reduction in our sales relatec
reserves. Our net sales of Acthar are impactetidamount of our Medicaid and other sales resewtgish are deducted from pharmaceutical
sales in the calculation of net sales. For the gaded December 31, 2013, this provision was iteplloy two factors. For the year ended
December 31, 2013 , the Medicaid rebate amoundtnar was lower than for the corresponding peimo@012, due to the reduction in the
rebate amount that became effective in the firsrigw of 2013. Second, partially offsetting theuetibn in the Medicaid rebate amount, we
received correspondence from CMS that indicatesQiu@stcor should have maintained the existinglivessAMP as used by the prior ownel
Acthar before Questcor acquired the drug in 200&.hAve no indication that CMS' assertion is withraetit and have, therefore, accrued an
estimated liability for 2002 to 2009, the prior yeaffected by this item. This item does not imgaariods following 2009. Specifically, we
accrued an estimated liability for rebates totaig.5 million because the amount is estimableitisdrobable that we will pay such amount.
For the year ended December 31, 2013, we recagedvision of 7.8% of our pharmaceutical salesstdes-related reserves, a decrease fror
the 12.5% in the year ended December 31, 2012 .

We believe that approximately two-thirds of ourwgtio in net sales from 2012 to 2013 was due to asxd vial shipments, with the
remainder of our net sales growth being due tartbieease in the percentage of our product salésatkanot subject to Medicaid rebates as
described above, as well as increased produchgrielowever, it is difficult to ascribe the souraéset sales growth to these individual fac
as the factors might not be independent.

Net sales for BioVectra were $37.6 million represen4.7% of total net sales. Because we acquiie¥&:tra on January 18, 2013,
there were no comparable sales in the same pebitd 2

Acthar orders may be affected by several factoduding inventory levels at specialty and hospitahrmacies, greater use of patient
assistance programs, the overall pattern of uspgleebhealth care community, including Medicaid gogernment-supported entities, the use
of alternative therapies, and the reimbursemeritigslof insurance companies. Our specialty distabships Acthar to specialty pharmacies
and hospitals to meet end user demand. We trackwnirActhar shipments daily, but those shipmentg eampared to end user demand dt
changes in inventory levels at specialty pharmaaigshospitals. As a result of the variation inesrplatterns, in channel inventory levels may
be positively or negatively affected. We believattllistribution channel inventory was within themal historic range as of December 31,
2013.

2012 compared to 2011Net sales of Acthar increased by approximately 8%3to $508.9 million for the year ended December281 2
from $217.7 million for the year ended DecemberZ11,1 . The increase in net sales was due to aease in the number of Acthar vials
shipped from 10,710 vials shipped in 2011 , upG@21 vials shipped in 2012 . While we do not ree@iomplete information regarding
prescriptions by therapeutic area, we believe as®d demand from our specialty distributor wasedriy strong prescription growth in eac!
our NS and MS therapeutic areas.

Our net sales were also impacted by the amountro$ales reserves, which are deducted from revierthe calculation of net sales. For
the year ended December 31, 2012 , we recordeavasfum of 12.5% of our gross revenue for saleatesl reserves, a decrease fromiB&%
in the year ended December 31, 2011 .
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We believe that approximately three-quarters ofgromwth in net sales from 2011 to 2012 was du@adoeased vial shipments, with the
remainder of our net sales growth being due tartbieease in the percentage of our product salésatkanot subject to Medicaid rebates as
described above, as well as increased produchgrici

Cost of Sales and Gross Profit

Years Ended December 31,

2013 2012 2011
Pharmaceutical cost of sales $ 43,27  $ 28,55¢ % 12,45¢
Contract manufacturing cost of sales 31,09t — —
Total cost of sales $ 74,368 % 28,55¢ % 12,45¢
Pharmaceutical gross profit $ 718,077 $ 480,73 % 205,71(
Contract manufacturing gross profit 6,481 — —
Total gross profit $ 724,56: % 480,73 % 205,71
Pharmaceutical gross margin 94% 94% 94%
Contract manufacturing gross margin 17% —% —%
Total gross margin 91% 94% 94%

Cost of sales was $74.4 million for the year enbedember 31, 2013 , as compared to $28.6 millior2@i2 and $12.5 million for 2011
Our gross profit and margin was $724.6 million &6 , respectively, in 2013 , as compared to $480llibn and 94% , respectively, in 2012
and $205.7 million and 94% , respectively, in 2011

Cost of sales for the year ended December 31, gifarily included costs associated with the sélaathar ( $43.3 million or 58% of
the total costs) and costs associated with our faaturing activity at BioVectra ( $31.1 million d2% of the total costs). We include in cost
sales direct material costs, manufacturing labmaliréct manufacturing costs including plant suppligackaging, warehousing and distribution,
royalties, product liability insurance, quality ¢oi (which primarily includes product stability dpotency testing), quality assurance,
depreciation of manufacturing equipment and faegiind reserves for excess or obsolete inventory.

The increase in gross profit dollars is due to icetd growth in vials sold for all of our indicati®. The increase in cost of sales was
primarily due to the following: (1) the inclusioti BioVectra manufacturing costs, (2) an increasAdthar net sales, (3) an increase in costs
associated with the distribution of Acthar, inclugliour hub reimbursement support center, and (#)@ease in royalties on Acthar net sales.

The decrease in the overall gross margin quarter guarter is due to the inclusion of BioVectraanufacturing company, which has a
lower gross margin on sales than our sales of Acthaur consolidated results.

We continue to expect our cost of sales, in absalotlars, to increase in future periods due tdrbkision of BioVectra, increased costs
associated with our hub reimbursement support cemtside product potency testing, product stibiésting and, in the event of increasec
sales, higher royalty payments. The manufacturimoggss for pharmaceutical products, including Acthad other pharmaceutical ingredients
is complex and problems may arise during manufagor a variety of reasons, including equipmematfumction, failure to follow specific
protocols and procedures, problems with raw mdsenietural disasters, and environmental factors.

Selling and Marketing. Selling and marketing expenses were $152.9 mifiiwrthe year ended December 31, 2013 , as compared
$114.1 million in 2012 and $56.7 million in 201The increase of $38.8 million in 2013 as compace?X12 is due primarily to increases in
headcount-related costs and costs associated witkixpanded sales and marketing efforts. We inclindales and marketing expenses
headcount-related costs, including share-based ensapion costs, promotional costs and physiciagrar costs. We have expanded our sale
force and expect selling and marketing expensextease in future periods.

The increase in selling and marketing expense$o#$million in 2012 as compared to 2011 was als® primarily to increases in
headcount-related costs and costs associated witkixpanded sales and marketing effort.

General and Administrative. General and administrative expenses were $56.ébmfibr the year ended December 31, 2048 compare
to $33.6 million in 2012 and $17.7 million in 201We include in general and administrative expenses
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headcount-related costs, including share-based ensagion expense, legal and accounting expensesngiease of $22.8 million in 2013 as
compared to 2012 , as well as the increase of $h8li®&n in 2012 as compared to 2011 , is due prilp&o increased headcount and
headcount-related costs to support our growth jimeréased legal and compliance costs.

Research and Development. Research and development expenses were $59.7miill2013 , as compared to $34.3 million in 2018 an
$16.8 million in 2011 . The increase of $25.4 raiiliin research and development expenses in 20d@asared to 2012 was primarily due to
increases in headcount and headcount-related aodtsding share-based compensation costs, toraomtind expand our various research anc
development programs. The increase of $17.5 millioresearch and development expenses in 2012nagazed to 2011 was primarily due to
increases in headcount and headcount-related toostgport our efforts to explore the use of Actiaa therapeutic alternative for the
treatment of NS and costs incurred associateddliitical studies.

Costs included in research and development aldodacosts associated with providing financial ¢gan support medical research
projects to better understand the therapeutic teafeActhar in current and new therapeutic appglaas, product development efforts and
regulatory compliance activities.

We manage and evaluate our research and developxenditures generally by the type of costs irediriVe generally classify and
separate research and development expenditurearmiants related to medical affairs, regulatorgdpict development and manufacturing
costs. Such categories include the following typfesosts:

e Regulatory CostsRegulatory costs, which include compliance andFBIN interactions

« Product Development Costs - Product developroestts, which include contract research organizatasts and study monitoring
costs.

« Medical Affairs Costs - Medical affairs costshiah include activities related to medical inforioatin support of Acthar and its
related indications, as well as costs associatédproviding financial grants to support third-parésearch and development
efforts.

* Manufacturing Costs - Manufacturing costs, whiatiude costs related to production scale-up alidlation, raw material
qualification and stability studies.

For the year ended December 31, 2013 , approxiynd®élof our research and development expendituege for regulatory costs, 49%
was spent on product development costs, 36% ofesm@arch and development expenditures were foraaleafifairs costs, and approximately
11% was spent on manufacturing costs.

For the year ended December 31, 2012 , approxiyn@¥%lof our research and development expenditueze Yor regulatory costs, 39%
was spent on product development costs, 42% ofesgarch and development expenditures were foraaleafifairs costs, and approximately
11% was spent on manufacturing costs.

For the year ended December 31, 2011 , approxiyna®sh of our research and development expendituegs for regulatory costs, 37%
was spent on product development costs, 36% ofesmgarch and development expenditures were foraaleafifairs costs, and approximately
15% was spent on manufacturing costs.

We continue to invest in Acthar through the expamsif our product development efforts and expectresearch and development
expense to continue to increase.

The expenditures that will be necessary to exesutelevelopment plans are subject to numerous taiages, which may affect our
research and development expenditures and cap#alirces. For instance, the duration and the ¢atihecal trials may vary significantly
depending on a variety of factors including a sigkotocol, the number of patients in the triag turation of patient follow-up, the number of
clinical sites in the trial, and the length of timegjuired to enroll suitable patient subjects. ENearlier results are positive, we may obtain
different results in later stages of developmerdiuding failure to show the desired safety oraaftly, which could impact our development
expenditures for a particular indication. Although spend a considerable amount of time planningleuelopment activities, we may be
required to deviate from our plan based on newuoistances or events or our assessment from titmecof a particular indication's market
potential, other product opportunities and our coage priorities. Any deviation from our plan maguire us to incur additional expenditures
or accelerate or delay the timing of our developnsgending. Furthermore, as we obtain results fréafs and review the path toward
regulatory approval, we may elect to discontinueetlipment of certain indications or product cantidain order to focus our resources on
more promising indications or candidates. As altgthe amount or ranges of cost and timing to cletepour product development programs
and each future product development program igsiitnable.
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With our June 2013 acquisition of rights to Synaathwe have initiated a research and developméort &r Synacthen aimed at
obtaining FDA and additional international appravaf Synacthen for one or more indications. Thik lvé a multi-year effort, require a
significant investment of time and resources intlgdinancial resources, and will be subject to Boous risks and uncertainties.

Share-based compensation costs. Total share-based compensation costs for the yealesd December 31, 2013, 2012 and 2011 were
$28.8 million , $15.8 million and $7.3 million ,geectively.

Our equity incentive award plan, which includesktoptions, restricted share awards and restristieek units, is broad-based and
Questcor full-time employee and certain Questcot-firme employees are eligible to receive an eqgignt. The increase in our share-based
compensation is due to the increase in Questcologeqs to 470 on December 31, 2013 from 365 emploga December 31, 2012 and 198
on December 31, 2011 .

For the year ended December 31, 2013, we gratdek aptions to employees and non-employee dire¢topurchase approximately
426,896 shares of our common stock at a weightethge exercise price of $35.66 per share, whichegaal to the weighted average of the
fair market value of our common stock on the dédteach grant. The total share-based compensat&is pelated to options for the years ende
December 31, 2013, 2012 and 2011 were $12.7 millig#8.1 million and $6.7 million , respectively.

In addition to stock options, we also grant restdcstock awards to certain employees. For the geded December 31, 2013 , we issue
829,899 restricted stock awards (including perforcgabased awards), as compared to 777,524 and23issiéed for the years endedcembe
31, 2012 and 2011, respectively. During the firsdl second quarter of 2013, we issued 207,250sbaperformance-based restricted stock
awards. These performance-based restricted stoakdavinclude a oneme performance achievement and vest accorditigetalegree at whi
the performance milestone is achieved. At DecerBbheP013 , we determined achievement of the mitestoas reasonably probable and
estimable at a level equal to one-third the vah, ¢herefore, recorded an appropriate amouniekdbased compensation expense associate
with such grants. The total share-based compemsetisis related to restricted stock awards foydes ended December 31, 2013, 2012 anc
2011 were $14.6 million , $1.8 million and $163,QG@spectively.

For the year ended December 31, 2013 , we grafté&d 3 restricted stock units to certain of our esypes. We did not issue any
restricted stock units during the years ended Déeerdl, 2012 and 2011 . The total share-based awsafien costs related to restricted stock
units for the year ended December 31, 2013 wa98$9,0

Lastly, we issued shares of our common stock tHrauwg 2003 Employee Stock Purchase Plan, or ESRiehwrovides our employees
the opportunity to purchase our common stock thincaccumulated payroll deductions. During the yeaded December 31, 2013, 2012 and
2011, 137,472, 92,030 and 90,650 shares, resphgcthad been issued to participants. The totateslhased compensation costs related to o
ESPP for the years ended December 31, 2013, 2@iL2¢1 were $1.4 million , $1.0 million and $0.89Iman , respectively.

The following table sets forth our share-based camsption costs for the years ended December 38, 2012 and 2011 , respectively
(in thousands):

Years Ended December 31,

2013 2012 2011
Selling and marketing $ 10,897 $ 536( $ 4,23¢
General and administrative 12,30z 7,461 1,88¢
Research and development 5,55¢ 2,96¢ 1,20¢
Total share-based compensation expense $ 28,75: % 15,79: % 7,32¢

Total Interest and Other (Expense) Income and Changein Foreign Currency Translation Loss. Total interest and other (expense)
income for the year ended December 31, 2013 wa8)${tlllion , as compared to $0.7 million for 2042d $0.6 million for 2011 . The
decrease in total interest and other (expensejriraaf $1.0 million in 2013 as compared to 2012 diaes to the foreign currency transaction
loss recorded as a result of the BioVectra acqaiisifThe increase in total interest and other (agpgincome of $0.1 million in 2012 as
compared to 2011 was the result of the recordirenahcrease in the average cash balances on ba@@%2 as compared to 2011 resulting in
higher interest income.

Income tax expense. Income tax expense for the years ended Decemb@0338, 2012 and 2011 was $146.9 million , $99.6ioniland
$34.2 million , respectively, and our effective taxe for financial reporting purposes was appratety 33.4% , 33.5% and 30.0% ,
respectively. The change in our effective incomertde in 2013 as compared to 2012 is primarily
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due to the absence of research and developmeatddits in 2012. The change in the effective tag ha 2012 as compared to 20%Idue to al
increase in nondeductible expense, the absenasearch and development tax credits in 2012, andrik-time tax credit recorded in 2011 for
the costs incurred in obtaining the orphan druggedion.

Liquidity and Capital Resources

Cash and cash equivalents, short-term investmeunitsvarking capital as of December 31, 2013 and 20#&8pectively, were as follows
(in thousands):

Financial Assets:

Years Ended December 31,

2013 2012
Cash and cash equivalents $ 175,84( $ 80,60¢
Short-term investments 69,16¢ 74,70¢
Cash, cash equivalents and short-term investments $ 245,00¢ $ 155,31

Select measures of liquidity and capital resources:

Years Ended December 31,

2013 2012
Current assets $ 396,77¢ $ 237,27t
Current liabilities 161,17. 90,39¢
Working Capital $ 235,60: $ 146,87"
Current Ratio 2.4€ 2.62

Until required for use in our business or returteedhareholders through our dividend, share re@selprogram or other method, we
invest our cash reserves in money market fundshagtdquality commercial, corporate and U.S. govesntrand agency bonds in accordance
with our investment policy. The objective of ouv@stment policy is to preserve capital, provideiliity consistent with forecasted cash flow
requirements, maintain appropriate diversificatma generate returns relative to these investnigattives and prevailing market conditions.

The increase in cash, cash equivalents and shantiestments from December 31, 2013 to DecembgeP@12was primarily due to th
increase in our net sales and the related cashajeddrom operations, offset by the acquisitiohBioVectra and Synacthen and the
repurchase of 960,000 shares of our common sta@oligh our approved stock repurchase plan for $8@lion . The increase in our working
capital was primarily due to increases in our oNeash position, inventory (due primarily to thegaisition of BioVectra), and accounts
receivable due to the growth in our sales, offgdhbreases in the current portion of our contirtdiailities associated with the acquisitions of
BioVectra and Synacthen and accrued royalties. ¥gect to maintain increased amounts of inventorgasspared to historical averages as a
result of the acquisition of BioVectra.

Our collection terms on our accounts receivablatired to sales of Acthar to our specialty distrdndre net 30 days. This specialty
distributor represents approximately 92% of oumacdts receivable and 95% of our net sales.

We expect continued growth in our research andldpweent and selling and marketing expenses. Howeweanticipate that cash
generated from operations and our existing casi equivalents and short-term investments showdige us adequate resources to fund our
operations as currently planned for the foresedallee.

During the period from October 1, 2013 through Deler 31, 2013 , we repurchased the following shaf@sir common stock:
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Total Number of Maximum Number
Shares Purchased a of Shares That May

Part of Publicly Yet be Purchased
Total Number of ~ Average Price Paid per Announced Plans or Under the Plans or
Period® Shares Purchased Share Programs Programs
October 1 - October 31, 2013 = $ = = 6,252,79:
November 1 - November 30, 2013 360,91 $ 56.6( 360,91« 5,891,87
December 1 - December 31, 2013 599,08¢ $ 54.4¢ 599,08t 5,292,79:
Total 960,00 $ 55.2¢ 960,00(

(1) In February 2008, our Board of Directors appiba stock repurchase plan that provides forgpanchase of up to 7 million shares of
our common stock. Stock repurchases under thisgnognay be made through either open market or f@fivaegotiated transactions
in accordance with all applicable laws, rules agglitations. On May 29, 2009, our Board of Direcioseased the stock repurchase
program authorization by an additional 6.5 millglmares; on May 9, 2012, our Board of Directorséased the stock repurchase
program authorization by an additional 5 millioragks; and on September 28, 2012, our Board of Direicreased the stock
repurchase program authorization to 7 million sbairecluding the 3.2 million shares that were revimay under the prior authorizatic

Cash Flows
Change in cash and cash equivalents:

Years Ended December 31,

2013 2012 2011
Net cash flows provided by operating activities $ 337,77¢ % 219,03 $ 85,59¢
Net cash flows (used in) / provided by investing\aties (177,31) 44,64: (51,479
Net cash flows (used in) / provided by financing\attes (64,157 (271,540 12,84:
Impact of exchange rate on cash flows (1,079 — —
Net change in cash and cash equivalents $ 95,23: % (7,86)) $ 46,96

The increase in net cash and cash equivalents@sagimber 31, 2013 from December 31, 2012 is pifyndue to the increased net
income achieved in 2013 versus the net income aetim the same period in 2012 , offset by the &itipns of BioVectra and Synacthen, the
repurchase of our common stock and dividends {Jdid.decrease in net cash and cash equivalentszecefmber 31, 2012 froDecember 31
2011 is primarily due to the repurchase of our camrstock and dividends paid, offset by the incrdaset income achieved in 2012 versus the
net income achieved in the same period in 2011 .

Operating Activities
The components of cash flows from operating a@tisjtas reported on our Consolidated Statemer@asii Flows, are as follows:

*  Our reported net income, adjusted for non-ctshs, including share-based compensation expeatsred income taxes,
amortization of investments, depreciation and airatibn, loss on disposal and impairment of propextiuipment and intangibles,
imputed interest and changes in fair value for iogent consideration and other compensation expease$334.8 million , $217.3
million and $84.6 million for the years ended Detem31, 2013, 2012 and 2011 , respectively.

* Net cash inflow due to changes in operating asseldiabilities wa$3.0 million for the year ended December 31, 20dA8ich
primarily relates to the following: an increaseattrued royalties of $25.4 million and an increiasether accrued liabilities &#3.3
million , offset by a decrease in income taxes psyaf $3.7 million and an increase in accountgirable of $19.2 million , which
relates to an increase in sales.

* Net cash inflow due to changes in operating asseldiabilities wa$1.7 million for the year ended December 31, 20dRich
primarily relates to an increase in accounts payab7.6 million , an increase in accrued compemis&9.7 million , an increase
in sales related reserves of $3.3 million , whielates to an increase in Acthar gross sales, aimtesase in accrued royalties of
$5.5 million , offset by an increase in accountereable of $33.6 million .
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* Net cash inflow due to changes in operating asseldiabilities wa$1.0 million for the year ended December 31, 20dhich
primarily relates to an increase in accrued comgigms of $7.4 million , an increase in sales relateserves of $12.6 million ,
which relates to an increase in Acthar gross safésgt by an increase in accounts receivable 6f&million .

Investing Activitie:

Cash flows used in investing activities for theryeaded December 31, 2013 included the acquisitbBoVectra and Synacthen, as
well as securing a portion of the future paymeatsSynacthen in the form of a letter of credit esgmnting three annual payments tota$@.0
million . The remaining components of cash flonanirinvesting activities for the years ended Decamiie 2013, 2012 and 2011 consisted of
the following:

*  Purchases of property and equipment of $3.5anillor the year ended December 31, 2013 , $1.0lomifor the year ended
December 31, 2012 and $1.8 million for the yeareendecember 31, 2011 ; and

»  Purchases of short-term investments of $120l6omifor the year ended December 31, 2013 , $14%llon for the year ended
December 31, 2012 and $162.3 million for the yemteel December 31, 2011 ; offset by

e Maturities of short-term investments of $125.Mlian for the year ended December 31, 2013 , $1#illion for the year ended
December 31, 2012 and $112.6 million for the yemteel December 31, 2011 .

Financing Activities
Net cash flows from financing activities for theayeended December 31, 2013, 2012 and 2011 refléuteidllowing:

e The income tax benefit realized on our sharetd@®mpensation plans of $22.8 million for the ymaed December 31, 2013,
$7.5 million for the year ended December 31, 201 $17.7 million for the year ended December 31,120and

e The issuance of common stock related to bottEmployee Stock Purchase Plan and the exerciged( sptions for $15.9 million
for the year ended December 31, 2013 , $6.3 miftiwrthe year ended December 31, 2012 and $6.6milbr the year ended
December 31, 2011 ; offset by

*  The repurchase of shares of our common sto@68f1 million to repurchase 960,000 shares of oantrnon stock under our stock
repurchase plan for the year ended December 3B, 28261.8 million to repurchase 6,759,861 shaf@siocommon stock under
our stock repurchase plan for the year ended DeeeB1h 2012 , and $11.5 million to repurchase 883 ghares of our common
stock under our stock repurchase plan for the gaded December 31, 2011 ; and

» Dividends paid during the years ended Decemibe?313 and 2012 of $48.1 million and $23.5 milljicespectively. No dividends
were paid during the year ended December 31, 2011 .

On January 18, 2013, we acquired 100% of the isanddutstanding shares of BioVectra for $50.8iamilplus up to an additional C
$50.0 million in cash tied to the future performarnd BioVectra.

We review our level of liquidity and anticipatedsbaneeds for the business on an ongoing basigarsider whether to return additional
capital to our shareholders as well as alternatieéhods to return capital. Historically, our primanethod of returning capital to shareholders
has been open market share repurchases and diypdgmients. Since the beginning of 2008, we haverobiased a total of 17.0 million shares
of our common stock under our stock repurchase fipla$363.0 million through December 31, 2013 amataverage price of $21.40 per share.
Additionally, we have repurchased 6.2 million sisanéour common stock outside of our stock repusehaan for a total of $30.3 million
through December 31, 2013 at an average price.8B%ger share for a total repurchase value of 838flion . As of December 31, 2013,
there are 5.3 million shares authorized remainimdeun our stock repurchase plan.

Contractual Obligations

The following table summarizes our contractual getions at December 31, 2013 . This table doesohtde potential milestone
payments, future sales-based royalty obligatiomsaasumes non-termination of agreements (in thas3an
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Payments Due by Period

1 Year 1to 3to5 After
Total or Less 3 Years Years 5 Years
(In $000's)

Minimum payments remaining under operatiny

leases(1) $ 13,65 $ 5651 $ 6,29¢ $ 1,37¢  $ 331
Novartis (2) 75,00C 25,00C 50,00C 0 0
BioVectra Shareholders (3) 37,462 4,238 33,224 0 0
Long-term debt (4) 15,665 1,665 5,721 2,806 5,471
Potency Testing (5) 6,000 2,000 4,000 0 0
Total contractual cash obligations $ 147,77¢ $ 38,65 $ 99,24 $ 4,18: $ 5,80z

Total contractual cash obligations include thedeihg:

(1) As of December 31, 2013 we leased space idibgs with lease terms expiring in 2014, 2017 26d8. We leased land for our
BioVectra operations with a lease term expirin@@®1, subject to 10 year revaluation clauses baged comparable land values at
the date of revaluation. We have also enteredviatmus office equipment leases and automobileegabe terms of which are
typically three years. Annual rent expense foohbur facilities, equipment and automobile leaeeshe year ended December 31,
2013 was approximately $4.0 million .

We lease space primarily in the following locations

* We lease 30,000 square feet of laboratory aficec$pace in Hayward, California under a mastesdethat expires in May 2018.
This facility is occupied by our Commercial Devatognt, Sales and Marketing, Medical Affairs, Conttdanufacturing, Quality
Control and Quality Assurance departments.

We lease 15,600 square feet of office spacdlicoE City, Maryland under a lease agreement thatires in October 2017. This
facility is occupied by our Product Development &whulatory Affairs departments.

*  We lease 7,900 square feet of office space imh&im, California under a lease agreement thatexjm October 2014. This
facility is occupied by our Executive, Finance a&dministration departments, and serves as our catpdeadquarters.

(2) Under the terms of the transaction agreememgaid Novartis an upfront consideration of $G0iom . We will also be making
annual cash payments of $25 million on each ofitee second and third anniversaries of the EffecDate, a potential additional
annual cash payment on each anniversary subsetmpuiiet third anniversary until we obtain the fiapproval of the FDA related to t
products, or the FDA Approval, and a milestone paynupon our receipt of the FDA Approval. If we sessfully obtain the FDA
Approval, we will pay an annual royalty to Novariased on a percentage of the net sales of thegrodthe U.S. market until the
maximum payment is met. The first three annual paysaggregating to $75 million are secured bytarlef credit. In no event will
the total payments related to this transaction e&300 million . As of December 31, 2013, we rded an asset (because it was
determined that the intangible asset has altemtiture use) related to the acquisition of Synercthf $191.5 million and a
corresponding liability of $140.1 million . The assnd liability (which was determined to be a dative) were originally valued
using a weighted discounted probability model. &kset is considered to be definite-lived and isréimea over its useful life to
research and development expense. The liabilitgviewed each reporting period for any changebkérprobability assumptions and
for changes due to the passage of time. Differehetgseen payments included above and the consetidaiancial statements relate
to the balance sheet including contingent paymeittsn the probability model.

3) On January 18, 2013, we completed our adipnisof BioVectra Inc. We acquired 100% of the isdwand outstanding shares of
BioVectra for $50.3 million utilizing cash on harthe former shareholders of BioVectra could recadditional cash consideration
of up to C $50.0 million based on BioVectra's finah results over the next three years. As of Ddzem31, 2013 the estimated valt
of the contingent consideration of $37.5 milliorstimeen recorded as a liability in our condensedaatated balance sheets ( $4.2
million has been recorded as the current portioth@fcontingent consideration). In 2013, BioVectrt its performance milestone for
the year and earned an additional C $5.0 milliocansideration.
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(4) Our subsidiary, BioVectra, has (1) a 2.85%ntéwan, payable monthly and is due April 2016. Tdan is secured with BioVectra
accounts receivable and inventory, and (2) a supgigement with a customer to supply a pharmaadyioduct for a period of 10
years ending in June 2023. Per the supply agree®entectra financed and constructed a facility ttoe manufacture of tt
pharmaceutical product to be supplied under theeagent. BioVectra entered into a term loan agreemdmance C $14.8 million of
the construction costs of the facility. The terraridhas an interest rate of 4% , is due in full bprary 2022 and is secured by certain
of our BioVectra assets. Under the supply agreentlieatcustomer agreed to reimburse BioVectra (seichbursement is recorded to
net sales) for the quarterly financing payment€ &450,743 during the term of the loan.

(5) During the year ended December 31, 2011, werea into an agreement with a third party vendgrbvide potency and toxicity
testing on Acthar prior to releasing the productdemmercial distribution. Beginning on Januar®Q12, the agreement provides fc
maximum number of tests to be performed each yesmts performed in excess of the maximum are foaliston a per test basis. We
have been in compliance with the terms of our ages# with this third party vendor.

Critical Accounting Policies and Estimates

We base our management’s discussion and analyfisaatial condition and results of operationsywedl as disclosures included
elsewhere in this Annual Report on Form 10-K, upanconsolidated financial statements, which weeharepared in accordance with U.S.
generally accepted accounting principles, or GAR. describe our significant accounting policieshia notes to the audited consolidated
financial statements contained elsewhere in thisuahReport on Form 10-K. We include within theséigies our “critical accounting
policies.” Critical accounting policies are thosdipies that are most important to the preparatibour consolidated financial statements and
require management’s most subjective and complggment due to the need to make estimates aboutmndtat are inherently uncertain.
Changes in estimates and assumptions based upa@i Bgults may have a material impact on our testfiloperations and/or financial
condition.

We believe that the critical accounting policieattmost impact the consolidated financial statesarg described below.
Revenue Recognition

We recognize revenue in accordance with Accourfiitagndards Codification 605, “Revenue RecognitioodBcts,” or ASC 605.
Pursuant to ASC 605, we recognize revenue whenawe persuasive evidence that an arrangement, agné@mcontract exists, when each of
the following three criteria are satisfied: (iJaifor our product and risk of loss have passealtocustomer, (ii) the price we charge for our
product is fixed or is readily determinable, ani) {ve are reasonably assured of collecting theamt®owed under the resulting receivable.
do not require collateral from our customers.

International sales of our products are immaterial.
Net Sale:

We record net sales after establishing reservethéofollowing:
i. Medicaid rebate
ii. TRICARE retail program rebatt
iii. Medicare Part D Coverage Gap Discount Program es
iv. Chargebacks due to other government progi
v. Questcor-sponsored pay assistance prograt
vi. Exchanges, which have historically been immateaat

vii. Other deductions such as payment disco

We currently provide our products to Medicaid pap@énts under an agreement with CMS. Under thisexgent, states are eligible to
receive rebates from us for Medicaid patients toagance with CMS regulations. States have hisittyiprovided us with rebate invoices for
their Medicaid Fee for Service reimbursements betw&0 and 90 days after the end of the calendategua which our products were
provided. Certain states are taking longer to stibormplete rebate invoices for the Medicaid Mana@ack utilization that became rebate
eligible on March 23, 2010, as a result of the &naat of the Health Care Reform Acts.
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Significant judgment is inherent in the selectidrassumptions and the interpretation of historeogderience as well as the identifica
of external and internal factors affecting the dweieation of our reserves for Medicaid rebates atiter government program rebates
chargebacks. We believe that the assumptions osaetérmine these sales reserves are reasonalsied@dmg known facts and circumstan
However, our Medicaid rebates and other governnpeogram rebates and chargebacks could materiaffgrdrom our reserve amoul
because of unanticipated changes in prescriptemdsr or patterns in the states' submissions of ddaticlaims, adjustments to the amour
product in the distribution channel, or if our esdtes of the number of Medicaid patients with 15,MIS and rheumatology relatedndition:
are incorrect. We have greater visibility on theufa submission of Medicaid claims and the amodimtroduct in the distribution channel
Acthar distributed to certain specialty pharmadhem we have with respect to Acthar distributeatigh other specialty pharmacies. If ac
Medicaid rebates, or other government program esbamnd chargebacks are materially different fromestimates, we would account for s
differences as a change in estimate in the penaghich they become known. If actual future payredot such reserves exceed the estin
we made at the time of sale, our consolidated &irposition, results of operations and cash flowagy be negatively impacted.

The following table summarizes the activity in tieeount for sales-related reserves for Medicaidtesh(in thousands):

Years Ended December 31,

2013 2012 2011
Balance at January 1 $ 33,92 % 29,87 $ 17,38
Actual Medicaid rebate payments for sales mageior year (22,89) (18,449 (9,109
Actual Medicaid rebate payments for sales madeiirent year (19,339 (35,709 (24,887
Current Medicaid rebate provision for sales miadarior year 11,50( 1,15: 8
Current Medicaid rebate provision for sales madairrent year 27,78¢ 57,05 46,47:
Balance at December 31 $ 30,987 § 33,927 § 29,87+

Total Sales-related Reserves

At December 31, 2013 and 2012 , respectively, salkesed reserves included in the accompanying @limtzged Balance Sheets were as
follows (in thousands):

December 31,

2013 2012
Medicaid rebates $ 30,98: $ 33,92:
Other rebates, chargebacks and discounts 4,38¢ 3,45¢
Total $ 35,37( $ 37,37¢

Product Exchange

Acthar has a shelf life of 18 months from the datmanufacture. We authorize Acthar exchangesxpirimg and expired product in
accordance with our stated return policy, whicbwadi the specialty distributor we work for to retymoduct within one month of its expiration
date and for a period up to three months after puotiuct has reached its expiration date. Produdtanges have been insignificant since we
began utilizing the services of a specialty distrily to distribute Acthar.

Inventories

We state inventories, net of allowances, at thesfosi cost or market value. For our Acthar produoost is determined by the first-in,
first-out method. For our production materials angplies, work-in-process and finished goods atcoutract manufacturer, cost is determinec
on an average cost basis.

We review inventory periodically for slow-moving obsolete status. We adjust our inventory if wandbexpect to recover the cost of
inventory. We would record a reserve to adjustmegy to its net realizable value when any of thiéofving occur: (i) a product is close to
expiration and we do not expect it to be sold,giproduct has reached its expiration date onfii)do not expect a product to be saleable. In
determining the reserves for these products, weidenfactors such as the amount of inventory avdtend its remaining shelf life, and curr
and expected market conditions, including managéifeeacasts and levels of competition. We havewatald the current level of inventory
considering historical trends and other factors, la@sed on our evaluation, have recorded adjussmi@méflect inventory at its net realizable
value. These adjustments are estimates, which s@uldsignificantly from actual results if future@omic conditions, customer demand,
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competition or other relevant factors differ frompectations. These estimates require us to adse$stture demand for our products in orde
categorize the status of such inventory items@s-ghoving, obsolete or in excess-of-need. Thesgdéutstimates are subject to the ongoing
accuracy of our forecasts of market conditionsygty trends, competition and other factors. Défares between our estimated reserves and
actual inventory adjustments have been immateaal,we account for such adjustments in the cuperidd as a change in estimate.

Share-based Compensation

We recognize compensation expense for all sharedb@asards made to employees and directors. Thedhie of share-based awards is
estimated at grant date using an option pricingehadd the portion that is ultimately expected éstis recognized as compensation cost ove
either (1) the requisite service period or (2) pleeformance period.

Since share-based compensation is recognized entiidse awards that are ultimately expected to weshave applied an estimated
forfeiture rate to unvested awards for the purpdsEalculating compensation cost. These estimatiébevrevised, if necessary, in future
periods if actual forfeitures differ from estimat€&hanges in forfeiture estimates impact compensaibst in the period in which the change in
estimate occurs.

We use the Black-Scholes option-pricing model toreste the fair value of share-based awards. Theraénation of fair value using the
Black-Scholes option-pricing model is affected ly stock price as well as assumptions regardingnaber of complex and subjective
variables, including expected stock price volatiliisk-free interest rate, expected dividends and prajeeteployee stock option behaviors.
estimate the expected term based on the contraetmalof the awards and employees' exercise aneceegh post-vesting termination behavior.

We use the intrinsic method to account for resdcattock awards. The restricted stock awards dveddased on the closing stock price
on the date of grant and amortized ratably ovetitb®f the award.

Additionally, we are required to disclose in ounsolidated statements of cash flows the incomeff®cts resulting from share-based
payment arrangements. We adopted the simplifiethodetio calculate the beginning balance of the auidit paid-in capital, or APIC, pool of
excess tax benefits, and to determine the subsegtfent on the APIC pool and consolidated statameficash flows of the tax effects of
employee share-based compensation awards.

At December 31, 2013, there was $25.8 millionotélt unrecognized compensation cost related tostadeestricted stock awards and
restricted stock units and $20.4 million of totatecognized compensation cost related to unvested sptions, which is expected to be
recognized over a remaining weighted average \@ggimniod of approximately 2.2 years.

Income Taxes

We account for income taxes under the provisionsazounting Standards Codification, 740 “Income @aX or ASC 740. We make
certain estimates and judgments in determiningrmetax expense for financial statement purposessd Bstimates and judgments occur ir
calculation of certain tax assets and liabilitighjch arise from differences in the timing of rendipn of revenue and expense for tax and
financial statement purposes.

As part of the process of preparing our consolidlfiteancial statements, we are required to estiimateme taxes in each of the
jurisdictions in which we operate. This procesimes estimating our tax exposure under the maseotitax laws and assessing tempo
differences resulting from differing treatment t&fms for tax and accounting purposes. These diféeeresult in deferred tax assets and
liabilities, which are included in our consolidatealance sheets.

Utilization of our net operating loss and reseaot development credit carryforwards may still bieject to substantial annual
limitations due to the ownership change limitatipngvided by the Internal Revenue Code and simsti@e provisions for ownership changes
after December 31, 2011. Such annual limitationgdcteesult in the expiration of the net operatiogd and research and development credit
carryforwards available as of December 31, 201 breedtilization.

Income tax expense for the years ended Decemb@038, 2012 and 2011 was $146.9 million , $99.6ioniland $34.2 million ,
respectively, and our effective tax rate for finahceporting purposes was approximately 33.4%.5%3and 30.0% , respectively. The change
in our effective income tax rate in 2013 as comp&oe2012 is primarily due to the absence of redeand development tax credits in 2012.
The change in the effective tax rate in 2012 aspaoed to 2011 is due to an increase in nondedaatitpense, the absence of research and
development tax credits in 2012, and the one-temectedit recorded in 2011 for the costs incurredhitaining the orphan drug designation.

As of December 31, 2013 , we have recorded a iiplhdr unrecognized tax benefits of $1.3 millicglated to various federal and state
income tax matters. Our policy is to recognizenaséand penalties accrued on any unrecognizelgiaefits as a component of tax expense
of December 31, 2013 and 2012, our accrual ferést and penalties on any unrecognized
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tax benefits was $78,000 and $106,000 , respegtiVée expect unrecognized tax benefits to decrbasgpproximately $0.5 million over the
next 12 months as a result of the settlement dR&examination.

Recent Accounting Pronouncements

From time to time, new accounting pronouncemerdgssaued by the Financial Accounting Standards @oaother standard setting
bodies that are adopted by us as of the speciffedtiwe date. We did not adopt any new accoungpirapnouncements during the year ended
December 31, 2013 that had a material effect orfinancial position or results of operations.

ltem 7A. Quantitative and Qualitative Disclosures &out Market Risk
Market Rate Risk

The primary objective of our investment policyasgreserve principal while at the same time maximgizhe income we receive from ¢
investments without significantly increasing riSome of the securities that we have invested i had market risk. This means that a chanc
in prevailing interest rates may cause the prin@paount of the investment to fluctuate. For examlwe hold a security that was issued with
a fixed interest rate at the then-prevailing raté the prevailing interest rate later increases pttincipal amount of our investment probably
will decline. In an attempt to limit interest raisk, we follow guidelines to limit the average dndgest single maturity dates. Our investment:
include money market accounts, government-sponsantsiprises, certificates of deposit and munidijmedds. None of our investments are in
auction rate securities. Seeking to minimize cradit, we place our investments with high qual@guers and follow internally developed
guidelines to limit the amount of credit exposwrahy one issuer.

As a result of our foreign operations, we face axpe to movements in foreign currency exchange rarémarily the Canadian dollar to
the U.S. dollar. After the expected close of thegtPurchase Agreement between us and Novartisdgurchase of Synacthen in approved
countries outside of the United States, we wilefadditional exposure in other foreign currencldge current exposures arise primarily from
cash, accounts receivable, intercompany receivandpayables, and product sales denominatedeigfocurrencies. Both positive and
negative impacts to our international product stt@s movements in foreign currency exchange rategartially mitigated by the natural,
opposite impact that foreign currency exchangesrage’e on our international operating expenses.

Item 8. Financial Statements and Supplementary Data
The consolidated financial statements and suppleanedata required by this item are set forth anghges indicated in Item 15(a).
Item 9. Changes In and Disagreements with Accountas on Accounting and Financial Disclosure

None.
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Item 9A. Controls and Procedures

(a) Evaluation of Disclosure Controls and Procedure

Our management, with the participation and understipervision of our Chief Executive Officer ande@lirinancial Officer, has
evaluated the effectiveness of our disclosure otsiind procedures (as defined in Rules 13(a) ) H(d 15(d) — 15(e) under the Exchange
Act) as of the end of the period covered by thisidal Report on Form 10-K. The Chief Executive Gifiand Chief Financial Officer have
concluded, based on their evaluation of these otsnéind procedures, that our disclosure contradsprocedures were effective as of the end ¢
the period covered by this Annual Report on ForaK1@isclosure controls and procedures are desi¢gmedsure that the information requi
to be disclosed by us in our Exchange Act reparte¢orded, processed, summarized and reportethvilith time periods specified in
applicable SEC rules and forms. A controls systeomatter how well designed and operated, canmeighe absolute assurance that the
objectives of the controls are met, and no evadunati controls can provide absolute assuranceathabntrols and instances of fraud, if any,
within a company have been detected.

(b) Changes in Internal Control over Financial Reportig and Remediation Plan

We have not made any significant changes to oarnat control over financial reporting (as definedRules 13(a) — 15(f) and 15(d) — 15
(f) under the Exchange Act) during the fourth fisgpaarter of the period ended December 31, 2013htiae materially affected, or are
reasonably likely to materially affect, our interantrol over financial reporting.

(c) Management’s Report on Internal Control over Financial Reporting

Our management is responsible for establishingnaaidtaining adequate internal control over finah@aorting. Internal control over
financial reporting is defined in Rule 13(a) — 3%(f 15(d) — 15(f) promulgated under the Exchangeas a process designed by, or under the
supervision of, our principal executive and primtifinancial officers and effected by our Boarddifectors, management and other personne
to provide reasonable assurance regarding théiléleof financial reporting and the preparatiohfimancial statements for external purpose
accordance with generally accepted accounting iptes; and includes those policies and procedimas t

< Pertain to the maintenance of records thatasaaable detail accurately and fairly reflect tla@sactions and dispositions of our
assets;

* Provide reasonable assurance that transactierre@orded as necessary to permit preparatiomarfidial statements in accordance
with generally accepted accounting principles, #rad our receipts and expenditures are being malydrmaccordance with
authorization of our management and directors; and

e Provide reasonable assurance regarding preveatitmely detection of unauthorized acquisitionse or disposition of our assets
that could have a material effect on the finansiatements.

Because of its inherent limitations, internal cohtiver financial reporting may not prevent or @¢taisstatements. Projections of any
evaluation of effectiveness to future periods agject to the risk that controls may become inadegbecause of changes in conditions, or
the degree of compliance with the policies or pdoces may deteriorate.

Our management assessed the effectiveness oftetmahcontrol over financial reporting as of Det@mn31, 2013 . In making this
assessment, management used the criteria sebfotlle Committee of Sponsoring Organizations offtteadway Commission in Internal
Control-Integrated Framework (1992).

In accordance with guidance issued by the SEC, aoimp are permitted to exclude acquisitions froeir tfinal assessment of internal
control over financial reporting for the fiscal yéa which the acquisition occurred. Managementausation of internal control over financial
reporting excluded the internal control activiteBioVectra. BioVectra represented approximatelf24 of consolidated net sales and
approximately less than 1% of consolidated netrimedor the year ended December 31, 2013 , and =aippaitely 7.1% of total assets as of
December 31, 2013.

Based on our assessment, management believeastwdtPecember 31, 2013, our internal control dvemncial reporting is effective
based on those criteria.

Our independent registered public accounting fiam issued a report on our assessment of our iht@naol over financial reporting.
This report appears below.
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There was no change in our internal control oveairfcial reporting that occurred during our mosengly completed fiscal quarter that
materially affected, or is reasonably likely to evally affect, our internal control over financigporting.

(d) Report of Independent Registered Public Accountingrirm

To the Board of Directors and Shareholders of Queg?harmaceuticals, Inc.
Anaheim, California

We have audited Questcor Pharmaceuticals, Ina.teoCompany’s, internal control over financighoeting as of December 31, 2013,
based on criteria established in Internal Contrivitegrated Framework (1992) issued by the CommitfeSponsoring Organizations of the
Treadway Commission, or the COSO criteria. Quedt@mrmaceuticals, Inc.’s management is responfblimaintaining effective internal
control over financial reporting and for its assesat of internal control over financial reportingiuded in the accompanying Management'’s
Report on Internal Control over Financial Reporti@gir responsibility is to express an opinion om ¢fffectiveness of the Company’s internal
control over financial reporting based on our audit

We conducted our audit in accordance with the stadxdof the Public Company Accounting Oversighti@d&/nited States). Those
standards require that we plan and perform thet dndbtain reasonable assurance about whetheatigianternal control over financial
reporting was maintained in all material respe®is:. audit included obtaining an understanding térimal control over financial reporting,
assessing the risk that a material weakness earstistesting and evaluating the design and operaffiectiveness of internal control based on
the assessed risk. Our audit also included perfagreiuch other procedures as we considered necesghg/circumstances. We believe that
our audit provides a reasonable basis for our opini

A company'’s internal control over financial repodiis a process designed to provide reasonableaaesuregarding the reliability of
financial reporting and the preparation of finahstatements for external purposes in accordantiegeinerally accepted accounting princip
A company'’s internal control over financial repodiincludes those policies and procedures thai€ftrin to the maintenance of records that,
in reasonable detail, accurately and fairly reftbettransactions and dispositions of the assdtseofompany; (2) provide reasonable assur
that transactions are recorded as necessary tatgeaparation of financial statements in accoréganwith general accepted accounting
principles, and that receipts and expenditureb®Qompany are being made only in accordance withoaizations of management and
directors of the Company; and (3) provide reasanabbsurance regarding prevention or timely detectfaunauthorized acquisition, use, or
disposition of the Company’s assets that could lzaneterial effect on the financial statements.

Because of its inherent limitations, internal cohtver financial reporting may not prevent or @¢taisstatements. Also, projections of
any evaluation of effectiveness to future periogssabject to the risk that controls may becomdeénaate because of changes in condition
that the degree of compliance with the policieprocedures may deteriorate.

As indicated in the accompanying Item 9A, ManagetadReport on Internal Control Over Financial Réjpgr, management's assessn
of and conclusion on the effectiveness of inteowaltrol over financial reporting did not includeestimternal controls of BioVectra, which was
acquired on January 18, 2013 and which is includede Consolidated Balance Sheets of Questcomfwauticals, Inc. as of December 31,
2013, and the related consolidated statements of in@mecomprehensive income, shareholders' equitycash flows for the period from
date of acquisition to December 31, 2013 . BioVecépresented approximately 4.7% of consolidatégdales and approximately less than 1%
of consolidated net income for the year ended Déeer81, 2013 , and approximately 7.1% of total tssag of December 31, 2013 .
Management did not assess the effectiveness ohaiteontrol over financial reporting of BioVectoacause of the timing of the acquisition
which was completed on January 18, 2013 . Our additternal control over financial reporting of €stcor Pharmaceuticals, Inc. also did not
include an evaluation of the internal control ofieancial reporting of BioVectra.

In our opinion, Questcor Pharmaceuticals, Inc. waamed, in all material respects, effective intégutrol over financial reporting as of
December 31, 2013, based on the COSO criteria.

We also have audited, in accordance with the stasd# the Public Company Accounting Oversight Bo@nited States), the
consolidated balance sheets as of December 31,8@13012 and the consolidated statements of inesdeomprehensive income,
shareholders' equity and cash flows for each offitee years in the period ended December 31, 2848 the financial statement schedule of
Questcor Pharmaceuticals, Inc. and our report degbduary 26, 2014 expressed an unqualified opittiereon.
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/s/ BDO USA, LLP
Orange County, California
February 26, 2014
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Item 9B. Other Information
2013 Executive Compensation Information

For 2013, our executive officers who served duthgyear, together with our non-field based empsyautside the areas of Compliance
and Medical Affairs, participated in an annual imidée compensation pool based on our level of dpeFancome. For 2013, our operating
income was $439.8 million , a 48% increase over&296.5 millionin operating income in 2012. On February 24, 2@id following incentivt
compensation was approved:

2013 Incentive Compensation

2013 Cash

Incentive
Name Title Compensation
Don M. Bailey President and Chief Executive Officer $ 991,76
Stephen L. Cartt Chief Operating Officer $ 368,81:
David J. Medeiros Executive Vice President and Chief Technical Office $ 306,82¢
Michael H. Mulroy Executive Vice President, StgiteAffairs, General Counsel and Corporate Secyetar$ 307,55!
David Young, Pharm.D., Ph.D. Chief Scientific Officer $ 371,91:

2014 Executive Compensation Information

Various annual executive compensation decision2@d#, as described in the tables below, were apgron February 24, 2014.

2014 Base Salaries

Name Title 2014 Salary (1)
Don M. Bailey President and Chief Executive Officer $ 865,00(
Stephen L. Cartt Chief Operating Officer $ 540,00(
David J. Medeiros Executive Vice President and Chief Technical Office $ 487,00(
Michael H. Mulroy Executive Vice President, StgiteAffairs, General Counsel and Corporate Secyetar$ 504,00(
David Young, Pharm.D., Ph.D. Chief Scientific Officer $ 540,00(
Q) 2014 base salaries represent 4% increases ovemh2@¢3salarie

2014 Incentive Compensation Target Levels

2014 Incentive
Compensation Target

Name Title (2)

Don M. Bailey President and Chief Executive Officer 100%
Stephen L. Cartt Chief Operating Officer 70%
David J. Medeiros Executive Vice President and Chief Technical Office 55%
Michael H. Mulroy Executive Vice President, StgiteAffairs, General Counsel and Corporate Secyetar 55%
David Young, Pharm.D., Ph.D. Chief Scientific Officer 60%
(1) Targets are expressed as a percentage offiber's 2014 base salary. Percentages for all were ugeldanom prior yea

Grant of Restricted Stock Awards
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Shares
Subject to

Name Title Award
Don M. Bailey President and Chief Executive Officer 106,000 (1)
Stephen L. Cartt Chief Operating Officer 46,000 (2)
David J. Medeiros Executive Vice President and Chief Technical Office 26,000 (3)
Michael H. Mulroy Executive Vice President, StgiteAffairs, General Counsel and Corporate Secyetar 36,000 (4)
David Young, Pharm.D., Ph.D. Chief Scientific Officer 28,000 (5)

1. 53,000 shares of Mr. Bailey's grant consigtroé-based vesting and 53,000 shares of Mr. Bailgrant vest based on the level of

achievement of certain performance goals and trget

2. 23,000 shares of Mr. Cartt's grant consisinoétbased vesting and 23,000 shares of Mr. Cagrtiist vest based on the level

achievement of certain performance goals and target

3. 13,000 shares of Mr. Medeiros' grant consisinoé-based vesting and 13,000 shares of Mr. Medegrant vest based on the level

achievement of certain performance goals and trget

4. 18,000 shares of Mr. Mulroy's grant consigirok-based vesting and 18,000 shares of Mr. Mudrgyant based on the level the

achievement of certain performance goals and target

5. 14,000 shares of Dr. Young's grant consisinoétbased vesting and 14,000 shares of Dr. Yourglst vest based on the level

achievement of certain performance goals and trget
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Executive Officers of Registrant

Biographical information for our executive officassset forth below.

Don M. Bailey, 68, President and CEO, joined ouailoin May 2006. Mr. Bailey was appointed our imtePresident in May 2007.
Mr. Bailey was appointed President and Chief Exgeudfficer in November 2007. Mr. Bailey is currgna member of the Board of Directors
of STAAR Surgical Company. STAAR Surgical Compasyileader in the development, manufacture, andetiag of minimally invasive
ophthalmic products employing proprietary techna@sgMr. Bailey was the Chairman of the Board ofr@aoco, Inc. from 1998 until 2007 and
served as Comarco’s Chief Executive Officer fror81L8 2000. Mr. Bailey was Chairman of the Boar&®RAR from April 2005 until
January 2014. Mr. Bailey holds a B.S. degree intraeical engineering from the Drexel Institute otheology, an M.S. degree in operations
research from the University of Southern Califoraiad an M.B.A. from Pepperdine University.

Stephen L. Cartt, 51, Chief Operating Officer, garus in March 2005. On February 15, 2012, our @appointed Mr. Cartt, the
Company’s current Executive Vice President and fBiisiness Officer, as the Company’s Chief Opegp@ificer. Mr. Cartt was a private
consultant from August 2002 until March 2005. Frigtarch 2000 through August 2002, Mr. Cartt was teair Director of Strategic
Marketing for Elan Pharmaceuticals. Prior to tihét, Cartt held a variety of R&D and Commercial gmsis at ALZA Corporation during the
period July 1985 to March 2000. Mr. Cartt hold3.8. degree from the University of California atvidain biochemistry, and an M.B.A. from
Santa Clara University.

David J. Medeiros, 62, Executive Vice President @hief Technical Officer, joined us in June 2003/&s President, Manufacturing.
On February 15, 2012, our Board appointed Mr. Mexdeithe Company’s Senior Vice President, Manufaugy to the position of Executive
Vice President and Chief Technical Officer. Primjdining us, Mr. Medeiros served as Senior Diredtdanufacturing at Titan
Pharmaceuticals, Inc. from November 2000 to Ju32BIr. Medeiros holds a B.S. degree in chemicgireering from San Jose State
University, a Master’s degree in chemical engimagfrom University of California, Berkeley and anBJA. from the University of California
at Berkeley.

Michael H. Mulroy, 47, Executive Vice Presidentia@¢gic Affairs and General Counsel and Corpora@&ary, joined us in January
2011 as Senior Vice President, Chief Financial geffi General Counsel and Corporate Secretary MMiroy was appointed to his current
position on February 10, 2014. Mr. Mulroy is a membf the Board of Directors of Comarco, Inc., agleper and designer of innovative
technologies and intellectual property used in poadapters. From 2003 to 2011, Mr. Mulroy was eyetl by the law firm of Stradling
Yocca Carlson & Rauth, where he served as a pditmer2004, and represented Questcor and otheighhladed companies. From 1997 to
2003, Mr. Mulroy was an investment banker at Mekyinch and Citigroup. Mr. Mulroy earned his J.zgilee from the University of
California, Los Angeles and his B.A. (Economic®nfrthe University of Chicago.

David Young, Ph.D., 61, Chief Scientific Officeojfjed our Board of Directors in September 2006.Yarung was appointed Chief
Scientific Officer in October 2009. Prior to joigirQuestcor as an executive officer, Dr. Young waseaber of our Board of Directors from
September 2006 until his commencement of employméhtthe Company. Dr. Young was President of A@Gefapeutics, Inc. from 2006 to
2009. Previously, Dr. Young was the Executive \lizesident of the Strategic Drug Development Divigid ICON plc, an international CRO,
from 2003 to 2006, and founder and CEO of GloboMBk&, a contract drug development firm purchased®®N plc in 2003, from 1997 to
2003. Prior to forming GloboMax, Dr. Young was assAciate Professor at the School of Pharmacy, tsityeof Maryland where he held a
number of roles including Director of the Pharmanekics and Biopharmaceutics Lab and Managing Boreaf the University of Maryland-
VA Clinical Research Unit. Dr. Young holds a B.8&gdee in physiology from the University of Calif@nBerkeley, an M.S. degree in medica
physics from the University of Wisconsin-MadisorRlaarm.D. from the University of Southern Califariaind a Ph.D. in pharmaceutical
sciences from the University of Southern California

Rajesh Asarpota, 47, Senior Vice President, Chiricial Officer, joined us in February 2014. Piiwijoining Questcor, from May 20!
to February 2014, Mr. Asarpota held various finahldadership roles with Life Technologies Corpimrat Most recently, Mr. Asarpota was
Vice President, Finance of Life Technologies, whHexavas responsible for providing financial lealgr®n the company’s growth strategy,
supply chain productivity, forecasting and analyaisd financial modeling for mergers and acquisg&id-rom July 1992 to April 2004, Mr.
Asarpota held various financial positions with aeneral Electric Corporation. Mr. Asarpota holdd.8.A. from Marquette University and a
Bachelor of Commerce from the University of Bombay.
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PART IlI

Item 10. Directors, Executive Officers and Corporate Governace

See Executive Officers of Registrant under Itenf@Bbiographical information for our executive affirs. Other information related to
Questcor's Directors required by this item willdmntained in our definitive proxy statement to bedfwith the SEC in connection with the
Annual Meeting of Shareholders, which is expectelé filed not later than 120 days after the endusffiscal year ended December 31, 2013
and is incorporated in this Annual Report by refiese

The remaining information required by this itemlveié set forth in our definitive proxy statement éaur 2014 Annual Meeting of
Shareholders and is incorporated in this AnnualdRdpy reference.

Item 11. Executive Compensation

In accordance with Instruction G (3) to Form 10tie information required by this item will be setth in our definitive proxy statement
for the 2014 Annual Meeting of Shareholders aniddsrporated in this Annual Report by reference.

Item 12. Security Ownership of Certain Beneficial Owners andManagement and Related Shareholder Matters

In accordance with Instruction G (3) to Form 10tie information required by this item will be setth in our definitive proxy statement
for the 2014 Annual Meeting of Shareholders aniddsrporated in this Annual Report by reference.

Item 13. Certain Relationships and Related Transactions, an®irector Independence

In accordance with Instruction G-(3) to Form 10tke information required by this item will be setth in our definitive proxy statement
for our 2014 Annual Meeting of Shareholders anddsrporated in this Annual Report by reference.

Item 14. Principal Accountant Fees and Services

In accordance with Instruction G-(3) to Form 10tke information required by this item will be setth in our definitive proxy statement
for our 2014 Annual Meeting of Shareholders anddsrporated in this Annual Report by reference.

Consistent with Section 10A-(i)-(2) of the Excharfgs, as added by Section 202 of the Sarbanes-Oxtewf 2002, we are responsible
for listing the non-audit services approved by Audit Committee to be performed by BDO USA, LLP fbe years endeldecember 31, 201
2012 and 2011 , our external auditors. Non-auditises are defined as services other than thosadad in connection with an audit or a
review of our financial statements. The Audit Cortte® has approved Grant Thornton, LLP for non-aselivices related to the preparation of
federal and state income tax returns, and tax adwmipreparing for and in connection with suchfi.
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PART IV

Item 15. Exhibits and Financial Statement Schedules
(a) Financial Statements

1. Financial Statement©ur financial statements and the Reports of IndépenRegistered Public Accounting Firm are incluated
Part IV of this Annual Report on the pages indidate

Page

Report of Independent Registered Public Accounfinm
Consolidated Balance Sheets

Consolidated Statements of Income and Compreheirsioene
Consolidated Statements of Shareholders’ Equity
Consolidated Statements of Cash Flows

Notes to Consolidated Financial Statements

2. Financial Statement Schedul&e following financial statement schedule is inigd in Item 15(a)(2): Valuation and Qualifying
Accounts.

3. Exhibits.The exhibits listed in the Exhibit Index are fileith, or incorporated by reference in, this AnnRalport.
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SIGNATURES
Pursuant to the requirements of Section 13 or 1&f(the Securities Exchange Act of 1934, the Regyidthas duly caused this Annual
Report to be signed on its behalf by the undersigtieereunto duly authorized.

QUESTCOR PHARMACEUTICALS, INC.

By /s/ Don M. Bailey

Don M. Bailey
President and Chief Executive Officer

Dated: February 26, 2014

Pursuant to the requirements of the Securities &xgh Act of 1934, this Annual Report has been sidiredow by the following persons
on behalf of the Registrant and in the capacitiesan the dates indicated.

Signature Title Date

/s DON M. BAILEY President and Chief Executive Officer and Dire¢Rnincipal

Don M. Bailey Executive Officer) February 26, 201
/sl RAJESH ASARPOTA Senior Vice President, Chief Financial Officer (Ripal Financial and

Rajesh Asarpota Accounting Officer) February 26, 201
[s/ VIRGIL D. THOMPSON Chairman of the Board

Virgil D. Thompson February 26, 201
[sI ANGUS RUSSELL Director

Angus Russell February 26, 201
[sI NEAL C. BRADSHER Director

Neal C. Bradsher February 26, 201
[s/ STEPHEN C. FARRELL Director

Stephen C. Farrell February 26, 201
[s/ LOU SILVERMAN Director

Lou Silverman February 26, 201

[s/ SCOTT WHITCUP
Scott Whitcup Director February 26, 201

[s/ KELLY MARTIN
Kelly Martin Director February 26, 201
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Directors and Shareholders of
Questcor Pharmaceuticals, Inc.
Anaheim, California

We have audited the accompanying consolidated balsineets of Questcor Pharmaceuticals, Inc. agodémber 31, 2013 and 20,18nc
the related consolidated statements of income amprehensive income, shareholders’ equity, and ttasfs for each of the three years in the
period ended December 31, 2013 . In connection suithaudits of the financial statements, we hase alidited the financial statement
schedule listed in Item 15(a)(2). These finandialesnents and schedule are the responsibilityeoCthmpany’s management. Our
responsibility is to express an opinion on thesarftial statements and schedule based on our audits

We conducted our audits in accordance with thedstats of the Public Company Accounting OversighafBioUnited States). Those
standards require that we plan and perform thet dndbtain reasonable assurance about whethdindrecial statements are free of material
misstatement. An audit includes examining, on Blasis, evidence supporting the amounts and digids in the financial statements,
assessing the accounting principles used and signifestimates made by management, as well asatirgj the overall presentation of the
financial statements and schedule. We believeaaaudits provide a reasonable basis for our opini

In our opinion, the consolidated financial statetegeferred to above present fairly, in all matenégpects, the financial position of
Questcor Pharmaceuticals, Inc. at December 31, 20d2012 , and the results of its operations &nckish flows for each of the three years ir
the period ended December 31, 2013, in conformitly accounting principles generally accepted i thited States of America. Also, in our
opinion, the financial statement schedule, whersicared in relation to the basic consolidated faiarstatements taken as a whole, presents
fairly, in all material respects, the informaticet $orth therein.

We also have audited, in accordance with the stasd# the Public Company Accounting Oversight Bo@’nited States), Questcor
Pharmaceuticals, Inc.’s internal control over ficiahreporting as of December 31, 2013 , basediteria established imternal Control —
Integrated Framewor(1992) issued by the Committee of Sponsoring Omgiuns of the Treadway Commission and our repatetdl
February 26, 2014 expressed an unqualified opitfiereon.

/s/ BDO USA, LLP

Orange County, California
February 26, 2014
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QUESTCOR PHARMACEUTICALS, INC.
CONSOLIDATED BALANCE SHEETS
(In thousands, except share information)

ASSETS
Current assets:
Cash and cash equivalents
Short-term investments
Total cash, cash equivalents and short-term inverstsn

Accounts receivable, net of allowances for doukdftdounts of $475 and $0 at December
2013 and December 31, 2012, respectively

Inventories, net of allowances of $1,329 and $32atember 31, 2013 and December 31,
2012, respectively

Restricted cash - current portion
Prepaid expenses and other current assets
Deferred tax assets
Total current assets
Property and equipment, net
Purchased technology, net
Goodwill
In process R&D asset
Intangibles and other non current assets
Restricted cash
Deposits and other assets
Deferred tax assets
Total assets
LIABILITIES AND SHAREHOLDERS' EQUITY
Current liabilities:
Accounts payable
Accrued compensation
Sales-related reserves
Accrued royalties
Dividend payable
Current portion of contingent consideration
Current portion of in process R&D liability
Income taxes payable
Current portion of long-term debt
Other accrued liabilities
Total current liabilities
Long-term debt, less current portion
Contingent consideration
In process R&D liability
Non current deferred tax liability
Other non current liabilities
Total liabilities
Commitments and contingencies (see Note 7)
Shareholders’ equity:
Preferred stock, no par value, 5,334,285 sharémemnéd; none outstanding

Common stock, no par value, 105,000,000 share®azehl, 60,137,758 and 58,544,206
shares issued and outstanding at December 31,8l Becember 31, 2012, respectively

55

December 31,

2013 2012
175,84( 80,60¢
69,16¢ 74,70%
245,00t 155,31
87,06¢ 61,41
16,36¢ 9,90¢
25,00( —
7,12¢ 4,90(
16,20¢ 5,731
396,77t 237,27t
31,73: 2,07¢
— 1,49:
20,46 —
191,45: —
30,13: —
50,00( —
38¢ 7C
15,41( 11,51¢
736,35: 252,43:
14,30: 13,06¢
16,48¢ 21,30(
35,37( 37,37¢
35,16: 9,80:
18,09: —
4,23¢ —
25,00( —
3,69¢ 7,36(
1,66 —
7,15¢ 1,492
161,17: 90,39¢
13,99¢ —
33,22¢ —
115,06¢ —
10,56¢ —
2,961 20¢
336,991 90,60:
30,38¢ 15,93¢
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Retained earnings 372,23: 145,85:
Accumulated other comprehensive income (loss) (3,259 4C
Total shareholders’ equity 399,36 161,82!
Total liabilities and shareholders’ equity $ 736,35: $ 252,43:

See accompanying notes.
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QUESTCOR PHARMACEUTICALS, INC.
CONSOLIDATED STATEMENTS OF INCOME AND COMPREHENSIVE INCOME
(In thousands, except net income per share data)

Years Ended December 31,

2013 2012 2011
Revenues
Pharmaceutical net sales $ 761,34 $ 509,29. $ 218,16!
Contract manufacturing net sales 37,58: — —
Total net sales 798,92¢ 509,29: 218,16!
Cost of sales (exclusive of amortization of purethtechnology and
IPR&D asset) 74,36¢ 28,55! 12,45¢
Gross profit 724,56 480,73 205,71(
Operating expenses:
Selling and marketing 152,85t 114,13¢ 56,72¢
General and administrative 56,40¢ 33,59¢ 17,74
Research and development 59,73( 34,26 16,77¢
Depreciation and amortization 4,05t 1,21¢ 1,04¢
Change in fair value of contingent consideration 10,95¢ — —
Impairment of goodwill and intangibles 71¢ 987 29¢
Total operating expenses 284,72t 184,211 92,59
Income from operations 439,83¢ 296,52 113,11¢
Interest and other (expense) income, net 25C 703 627
Foreign currency transaction loss (54¢) — —
Income before income taxes 439,54( 297,23l 113,74!
Income tax expense 146,93: 99,55¢ 34,15«
Net income $ 292,60¢ $ 197,678 $ 79,59:
Change in unrealized gains or losses on availairledle securities, net of
related tax effects. (35) 7€ (59
Change foreign currency translation adjustments. (3,25%) — —
Comprehensive Income $ 289,31¢ $ 197,75, $ 79,53:
Net income per share applicable to common sharehmld
Basic $ 49¢ §$ 328 % 1.27
Diluted $ 4.7¢ $ 314 % 1.21
Shares used in computing net income per sharecapfdi to common
shareholders:
Basic 58,61¢ 60,24 62,49¢
Diluted 61,447 63,04! 66,01(
Dividends declared per common share $ 1.1C $ 04C $ =

See accompanying notes.
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(in thousands, except per share data)

Balances at December 31, 2010

Stock compensation for equity incentives and reteti
common stock granted to consultants and employees

Issuance of common stock pursuant to employee stock
purchase plan

Issuance of common stock upon exercise of stodkmpt
Repurchase of common stock
Cancellation of shares related to tax liability

Income tax benefit realized from share-based cosgiem
plans

Comprehensive income (loss):

Net unrealized loss on investments
Net income

Balances at December 31, 2011

Stock compensation for equity incentives and reteti
common stock granted to consultants and employees

Issuance of common stock pursuant to employee stock
purchase plan

Issuance of common stock upon exercise of stodkrmpt
Repurchase of common stock

Dividends paid

Cancellation of shares related to tax liability

Income tax benefit realized from share-based cosgiam
plans

Comprehensive income (loss):

Net unrealized gain on investments
Net income

Balances at December 31, 2012

Stock compensation for equity incentives and reteti
common stock granted to employees, net of canigikt

Issuance of common stock pursuant to employee stock
purchase plan

Issuance of common stock upon exercise of stodkrmapt
Repurchase of common stock

Dividends accrued and paid

Cancellation of shares related to tax liability

Income tax benefit realized from share-based cosgiam
plans

Comprehensive income (loss):

Net unrealized loss on investments
Foreign currency translation adjustment
Net income

Balances at December 31, 2013

QUESTCOR PHARMACEUTICALS, INC.
CONSOLIDATED STATEMENTS OF SHAREHOLDERS’ EQUITY

Accumulated

Common Stock Other Total
Retained Comprehensive Shareholders’
Shares Amount Earnings Gain (Loss) Equity
62,418,46 $ 74,80¢ 4529 % 23 % 120,12°
31,76 7,32¢ — — 7,32¢
90,65( 1,35¢ — — 1,35¢
1,991,85 5,22¢ — — 5,22¢
(884,300 (11,459 — — (11,457
(2,652 — — — _
— 17,71: — — 17,71:
— — — (59) (59)
— — 79,59 — 79,59:
63,645,78 94,97¢ 124,88¢ (36) 219,82¢
752,77: 15,79: — — 15,79:
92,03( 2,66( — — 2,66(
819,08! 3,67¢ — — 3,67t
(6,759,86) (108,65) (153,17) — (261,83()
— — (23,53)) — (23,539
(5,600 — — — —
— 7,48¢ — — 7,48¢
— — — 76 76
— — 197,67! — 197,67"
58,544,20 15,93¢ 145,85 40 161,82
789,38: 28,75 — — 28,75
137,47. 4,05¢ — — 4,05¢
1,692,921 15,98¢ — — 15,98¢
(960,00() (53,059 — — (53,054
(66,229 — (66,22¢)
(66,227 (4,109 — — (4,109
— 22,80¢ — — 22,80¢
— — — (35) (35)
— — — (3,25%) (3,25%)
— — 292,60¢ — 292,60¢
60,137,75 $ 30,38¢ 372,23.  $ (3259 % 399,36

See accompanying notes.
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QUESTCOR PHARMACEUTICALS, INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS

Cash Flows From Operating Activities
Net income
Adjustments to reconcile net income to net caskigeal by operating
activities:
Share-based compensation expense
Deferred income taxes
Amortization of investments
Depreciation and amortization
Impairment of goodwill and intangibles
Loss on disposal of property and equipment
Changes in fair value of contingent consideration
Imputed interest for contingent consideration an@riocess R&D
Other compensation expense
Changes in operating assets and liabilities:
Accounts receivable
Inventories
Prepaid income taxes
Prepaid expenses and other current assets
Accounts payable
Accrued compensation
Accrued royalties
Sales-related reserves
Income taxes payable
Other accrued liabilities
Other non-current liabilities
Net cash provided by operating activities
Cash Flows From Investing Activities
Purchase of short-term investments
Proceeds from the sale and maturities of short-tewestments
Purchase of property, equipment and leasehold inepnents
Restricted cash associated with the acquisitioByofacthen
Acquisition of BioVectra, net of cash acquired
Acquisition of Synacthen
Proceeds from sale of Doral
Changes in deposits and other assets
Net cash (used in) / provided by investing actgti
Cash Flows From Financing Activities
Repayment of funded long-term debt
Repayment of other long-term debt
Income tax benefit realized from share-based cosgtém plans
Issuance of common stock, net
Dividends paid
Repurchase of common stock
Net cash (used in) / provided by financing actisti
Impact of exchange rate on cash flows

Years Ended December 31,

2013 2012 2011
(In thousands)

$ 292,60¢ $ 197,67! 79,59
28,75 15,79: 7,32¢
(14,849 241 (4,89¢)
412 1,33( 1,25(
14,172 1,21¢ 1,044
71¢ 987 29¢
95 72 11
6,42¢ — —
4,52¢ — —
1,89: — —
(19,15Y) (33,61¢) (16,677
4,571 (4,687%) (1,500
— 6,94( (3,409
(1,339 (1,509 (1,527%)
(589 7,56¢ 1,63¢
(4,81)) 9,71( 7,432
25,36! 5,46: 3,03(
(2,00€) 3,257 12,60¢
(3,667 7,36( —
3,307 1,315 (504)
1,33¢ (84 (1198
337,77¢ 219,03 85,59¢
(120,649 (145,38;) (162,30)
125,73 191,10! 112,63t
(3,53¢) (1,06%) (1,829
(75,000 — —
(46,697 — —
(60,000 — —
70C — —
2,11¢ (149 9
(177,31 44,64: (51,479
(1,219 — —
(497) — —
22,80¢ 7,48¢ 17,71:
15,94( 6,33t 6,58:
(48,136 (23,53)) —
(53,059 (261,83() (11,459
(64,157 (271,540 12,84:
(1,079) — —
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Increase (decrease) in cash and cash equivalents
Cash and cash equivalents at beginning of year
Cash and cash equivalents at end of year
Supplemental disclosures of Cash Flow Information:
Cash paid for interest
Cash paid for income taxes
Supplemental disclosures of Investing and Financingctivities:
Dividend payable

Supplemental disclosure of non-cash investing anéhfincing activities:

Capital lease obligation

In conjunction with the acquisition of BioVectra at January 18, 2013:
Incremental fair value of assets acquired, net
Less: fair value of contingent consideration

Loss on foreign exchange rate
Total cash paid for acquisition of BioVectra

See accompanying notes.
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95,23: (7,867) 46,96
80,60¢ 88,46¢ 41,50¢
$ 175,84( 80,60t $ 88,46¢
$ 704 23 $ 16
$ 141,51 77,55¢ $ 25,27¢
$ 18,09: 11,69. $ —
$ — 31 $ 34

$ 80,69¢

(30,389

50,31¢

48¢

$ 50,80:
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QUESTCOR PHARMACEUTICALS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. Organization and Summary of Significant Accounting Policies
The Company

Questcor is a biopharmaceutical company focusati®ireatment of patients with serious, difficuttteat autoimmune and
inflammatory disorders. We also supply specialtytract manufacturing services to the global phasuatical and biotechnology industry
through our wholly-owned subsidiary, BioVectra I@ur primary product is H.P. Acth@Gel (repository corticotropin injection), or Acthan
injectable drug that is approved by the U.S. Faadi @rug Administration, or FDA, for the treatmeifitl® indications. Of these 19 FDA
approved indications, for the year ended DecembgeP@13 , we generated substantially all of oursadss from the following indications:

* Nephrotic Syndrome (NS): Acthar is indicato induce a diuresis or a remission of proteinumighe nephrotic syndrome without
uremia of the idiopathic type or that due to lupaghematosus.” According to the National Kidneyfdation, nephrotic
syndrome can result from several idiopathic typkly disorders, including idiopathic membranoushnepathy, focal segmental
glomerulosclerosis, IgA nephropathy and minimalngedisease. Nephrotic syndrome can also occutodu@us erythematosus.
In this Form 10-K, the terms “nephrotic syndromadaNS” refer only to the proteinuria in nephrosigndrome conditions that are
covered by the Acthar label of approved indications

* Rheumatology Related Conditions: Acthar is appdofor the following rheumatology related conditso (i) Collagen Diseases:
Acthar is indicated "during an exacerbation or asnmenance therapy in selected cases of systepus lerythematosus, systemic
dermatomyositis (polymyositis)" and (ii) Rheumdlisorders: Acthar is indicated as "adjunctive tipgréor short-term
administration (to tide the patient over an acyig@le or exacerbation) in: Psoriatic arthritiseRmatoid arthritis, including
juvenile rheumatoid arthritis (selected cases neayire lov-dose maintenance therapy), and Ankylosing spotislyli

*  Multiple Sclerosis (MS): Acthar is indicated ffthe treatment of acute exacerbations of mulsglerosis in adults. Controlled
clinical trials have shown H.P. Acthar Gel to bfeefive in speeding the resolution of acute exaat@whs of multiple sclerosis.
However, there is no evidence that it affects tiienate outcome or natural history of the disease.”

< Infantile Spasms (IS): Acthar is indicated “asmatherapy for the treatment of infantile spasmisfiants and children under 2
years of age.”

We continue to explore additional markets for otheabel indications. For example, in 2013 we initthéepilot commercialization effc
for Acthar for the treatment of respiratory manié¢®ns of symptomatic sarcoidosis. In addition,are exploring the possibility of pursuing
FDA approval for indications not currently on thethar label that are related to the treatment loéioserious, difficult-tdreat autoimmune ai
inflammatory disorders having high unmet medicade

In order to improve outcomes for patients withidifft-to-treat autoimmune and inflammatory disogjeve are expanding our research tt
better understand the mechanism(s) of action dfi#@cas well as the pharmacology of Acthar acrodsadthin each indication. We are also
conducting studies to expand our understandinghyf Acthar acts differently than steroids and pasdiytother melanocortin peptides.

Basis of Presentation

The consolidated financial statements include tu®ants of the Company and our wholly-owned subsiel. All significant inter-
company accounts and transactions have been etadiiraconsolidation.

The financial statements of our subsidiaries witfictional currencies other than the U.S. dollartemeslated into U.S. dollars using
period-end exchange rates for assets and liabilitistorical exchange rates for shareholderstequid weighted average exchange rates for
operating results. Translation gains and lossesaheded in accumulated other comprehensive inconsbareholders' equity. Foreign
currency transaction gains and losses are inclirddt results of operations in our ConsolidateateShents of Income and Comprehensive
Income.

Use of Estimates
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The preparation of financial statements in confeymiith GAAP, requires us to make estimates andmagsions that affect the amounts
reported in the financial statements and accompgnybtes. Actual results could materially diffesrfr those estimates. Our significant
estimates include our estimates for sales-relaserves, valuation and impairment of intangibles$ gmodwill, deferred tax assets and tax
liabilities, share-based compensation and estimadkia fair value of our contingent consideratiow@mjunction with the acquisition of both
BioVectra and Synacthen, among others.

Reclassifications

Certain comparative prior year amounts in the Clidated Financial Statements and accompanying ri@tes been reclassified to
conform to the current year presentation. Thesassifications had no effect on previously reporetincome.

Fair Value of Financial | nstruments

Our financial instruments include cash and caslivatgnts, short-term investments, accounts recéyalzcounts payable, dividends
payable, accrued liabilities, current and long-teiebt and derivatives (primarily associated with ¢tbntingent consideration in conjunction
with the acquisition of Synacthen). We believe thatfair value of these financial instruments agpnate the reported carrying amounts.

Cash Equivalents and Short-Term | nvestments

We consider highly liquid investments with matw@#ifrom the date of purchase of three months srttebe cash equivalents. We
classify available-for-sale debt instruments withtamities at the date of purchase greater tham ttn@nths as short-term investments.

We carry available-for-sale securities at fair ealwith the unrealized gains and losses, if arponted in a separate component of
shareholders’ equity. If we deem the decline inigdb be other-thatemporary and we intend to sell such securitiesreetheir full cost can
recovered, we write down such securities to faine@nd we charge the loss to net realized loss@svestments. We use significant judgment
in the determination of when an other-than-tempodacline in value has occurred. We evaluate owestment securities for other-than-
temporary declines based on quantitative and @iakt factors. As of December 31, 2013 none ofiovestments had an other-than-temporar
decline in valuation, and no other-than-temporasgés were recognized during the years ended Dece8hh2013 , 2012 and 2011 . We base
the cost of securities sold on the specific idesdtfon method. We include realized gains and lesi$any, in the accompanying Consolidated
Statements of Income and Comprehensive Incometéndst and other (expense) income, net.

Concentration of Risk

Financial instruments that subject us to a sigaiftacconcentration of credit risk principally consi§ cash and cash equivalents, shertr
investments and accounts receivable. We investash in high credit quality government and corgmobt instruments and believe the
financial risks associated with these instrumergs@nimal.

Cash and cash equivalents are maintained at fiakinstitutions and, at times, balances may exéeg@erally insured limits. We have
never experienced any losses related to thesedeslaBeginning January 1, 2013, all of our nonrgdebearing cash balances were insured u
to $250,000 per depositor at each financial intstitu

We extend credit to our specialty distributor, whaccounts for approximately 95% of our gross peb@ales and 92% of our accounts
receivable. We have not experienced material cleslies on our customer accounts.

The relative share of our accounts receivable aogisgproduct sales are as follows:

Years Ended
December 31,

% of Accounts Receivable 2013 2012

Specialty distributor 92% 10C%

Other customers 8% —%
10C% 10C%
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Years Ended December 31,

% of Gross Product Sales 2013 2012 2011
Specialty distributor 95% 10C% 10C%
Other customers 5% —% —%

10C% 10C% 10C%
Inventories

We state inventories, net of allowances, at thestosi cost or market value. For our Acthar produoost is determined by the first-in,
first-out method. For our production materials angplies, work-in-process and finished goods atcoutract manufacturer, cost is determinec
on an average cost basis.

We review inventory periodically for slow-moving obsolete status. We adjust our inventory if wandbexpect to recover the cost of
inventory. We would record a reserve to adjust megy to its net realizable value when any of thiéofving occur: (i) a product is close to
expiration and we do not expect it to be sold,giproduct has reached its expiration date onfiii)do not expect a product to be saleable. In
determining the reserves for these products, weidenfactors such as the amount of inventory avdteand its remaining shelf life, and curr
and expected market conditions, including managéifoeacasts and levels of competition. We havewatald the current level of inventory
considering historical trends and other factors, la@sed on our evaluation, have recorded adjusgmieméflect inventory at its net realizable
value. These adjustments are estimates, which sauldsignificantly from actual results if future@omic conditions, customer demand,
competition or other relevant factors differ frompectations. These estimates require us to adse$stture demand for our products in orde
categorize the status of such inventory items@s-ghoving, obsolete or in excess-of-need. Thesgdéutstimates are subject to the ongoing
accuracy of our forecasts of market conditionsygty trends, competition and other factors. Défares between our estimated reserves and
actual inventory adjustments have been immateaal,we account for such adjustments in the cuperidd as a change in estimate.

Property and Equipment

We record property and equipment at cost. We degieeequipment and furniture using the straight-lmethod over their estimated
useful lives (generally three to seven years) aaddhold improvements are amortized using thegbtrine method over the estimated useful
life of the asset or the lease term, whicheveh@ter. We amortize equipment acquired under cilpiaes over the estimated useful life of the
assets and include such amortization in depreciakpense.

Goodwill and I ntangible Assets

We determine the estimated fair values of goodavill intangible assets with definite and/or indéditives based on valuations
performed at the time of their acquisition in adaorce with FASB ASC 350. Such valuations utilizeéasted financial information. In
addition, certain amounts paid to third partieghsas our In Process R&D asset related to the sitigni of Synacthen, are capitalized and
included in intangible assets on the accompanyimgalidated balance sheets.

Goodwill and indefinite-lived intangibles are tegfer impairment annually and in interim periodséitain events occur indicating the
fair value may be below its carrying value usingva-step process. The first step is to identifyoteptial impairment, and the second step
measures the amount of the impairment loss, if @ondwill is impaired if the carrying amount ofeporting unit’'s goodwill exceeds its
estimated fair value. We performed our annual galbdwd indefinite-lived impairment assessment BBecember 31, 2013, noting no
impairment.

Definite lived intangibles are amortized on an #eged or straight-line basis over their estimatseful life. This determination is made
based on the specific asset and the timing of e@dility from expected future cash flows.

We review the carrying value of our definite-liviedangibles and long-lived assets for impairmenemdwver events and circumstances
indicate that the carrying value of an asset maypraecoverable. These assets are impaired whdiscaunted expected future cash flows are
less than the carrying value. Our judgments reltidtie expected useful lives of definite-livedaimgibles and long-lived assets and our ability
to realize undiscounted cash flows in excess ot#reying amounts of such assets are affecteddigrfasuch as ongoing maintenance and
improvements of the assets, changes in economditaams, our ability to successfully launch prodyand changes in operating performance
In addition, we regularly evaluate our long-livexbats and may accelerate depreciation over theaebuseful life if the asset has limited future
value. During the years ended December 31, 20112 26d 2011 , we recorded impairment charges farhased technology and goodwill of
$0.7 million , $1.0 million and $0.3 million , resgtively.
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As this process involves management making ceestimates and because these estimates form treedbdlse determination of whether
or not an impairment charge should be recordedgtlestimates are considered to be critical acaugiestimates. We will continue to assess
the carrying value of our goodwill, intangible assand long-lived assets in accordance with applécaccounting guidance.

Income Taxes

We account for income taxes under the provisionsazunting Standards Codification 740, “Income @six or ASC 740. We make
certain estimates and judgments in determiningrireetax expense for financial statement purposessd bstimates and judgments occur ir
calculation of certain tax assets and liabilitighjch arise from differences in the timing of rendipn of revenue and expense for tax and
financial statement purposes.

As part of the process of preparing our consolifiteancial statements, we are required to estinmateme taxes in each of the
jurisdictions in which we operate. This processimes estimating our tax exposure under the masentitax laws and assessing tempo
differences resulting from differing treatment tafms for tax and accounting purposes. These difée®result in deferred tax assets and
liabilities, which are included in our consolidatealance sheets.

We regularly assess the likelihood that we willliide to recover our deferred tax assets, whicltimately dependent on us generating
future taxable income. We consider all availablielence, both positive and negative, including histd levels of income, expectations and
risks associated with estimates of future taxaideme and ongoing prudent and feasible tax planstiragegies in assessing the need for a
valuation allowance. If it is not considered “mdkely than not” that we will recover our deferreak assets, we will increase our provision for
taxes by recording a valuation allowance agairestifferred tax assets that we estimate will nahately be recoverable. Changes in the
valuation allowance based on our assessment willtran an income tax benefit if the valuation alince is decreased and an income tax
expense if the valuation allowance is increased.

As of December 31, 2013 , we have recorded a iiplhdr unrecognized tax benefits of $1.3 millicglated to various federal and state
income tax matters. Our policy is to recognizenaséand penalties accrued on any unrecognizelgiaefits as a component of tax expense
of December 31, 2013 and 2012 , our accrual ferést and penalties on any unrecognized tax bemedis $78,000 and $106,000 ,
respectively. We expect unrecognized tax benefitietrease by approximately $0.5 million over tagtri2 months as a result of the
settlement of an IRS examination.

Revenue Recognition

We recognize revenue in accordance with Accouriitagndards Codification 605, “Revenue RecognitiovdBcts,” or ASC 605.
Pursuant to ASC 605, we recognize revenue whenawe persuasive evidence that an arrangement, agné@mcontract exists, when each of
the following three criteria are satisfied: (iJaifor our product and risk of loss have passealtocustomer, (ii) the price we charge for our
product is fixed or is readily determinable, ani) {ve are reasonably assured of collecting theamt®owed under the resulting receivable.
do not require collateral from our customers.

In the U.S., our exclusive customer for Acthar &pacialty distributor. For our sales to this spkgidistributor, a sale of Acthar occurs
when the specialty distributor accepts a shipméatthar based on its order of Acthar from our ewive agent for commercial shipment of
Acthar to the specialty distributor. We sell Actlara discount from our list price to the specidistributor, which then sells Acthar primarily
to approximately 12 specialty pharmacy companigsraany hospitals.

We provide free vials of Acthar, to support a patti@ssistance program administered by a third ahtyinistrator. We do not recognize
any revenue or net sales from this program.

Separately, we make charitable contributions, ifads to independent third-party charitable orgations which administer co-pay
assistance programs.

International sales of our products are immaterial.
Net Sales

The following table sets forth our net sales fa ylears ended December 31, 2013, 2012 and 20%peatively (in thousands):
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Years Ended December 31,

2013 2012 2011
Total pharmaceutical gross sales $ 825,71( % 582,090 $ 268,82
Sales reserves 64,36 72,80¢ 50,65¢
Total pharmaceutical net sales 761,34 509,29: 218,16
Total contract manufacturing net sales 37,58: — —
Total net sales $ 798,92¢ % 509,29 $ 218,16!

We record net sales after establishing reservethéofollowing:
i. Medicaid rebate
ii. TRICARE retail program rebatt
iii. Medicare Part D Coverage Gap Discount Program es
iv. Chargebacks due to other government progi
v. Questcor-sponsored Eay assistance prograr
vi. Exchanges, which have historically been immateaat

vii. Other deductions such as payment disco

We currently provide our products to Medicaid pap@énts under an agreement with CMS. Under thisexgent, states are eligible to
receive rebates from us for Medicaid patients toagance with CMS regulations. States have hisattyiprovided us with rebate invoices for
their Medicaid Fee for Service reimbursements betw&) and 90 days after the end of the calendategua which our products were
provided. Certain states are taking longer to stbomplete rebate invoices for the Medicaid Mana@ack utilization that became rebate
eligible on March 23, 2010, as a result of the énaat of the Health Care Reform Acts.

Significant judgment is inherent in the selectidrassumptions and the interpretation of historegderience as well as the identifica
of external and internal factors affecting the deieation of our reserves for Medicaid rebates attter government program rebates
chargebacks. We believe that the assumptions osgetérmine these sales reserves are reasonalsid@dmg known facts and circumstan
However, our Medicaid rebates and other governnpeogram rebates and chargebacks could materiaffgrdrom our reserve amoul
because of unanticipated changes in prescriptemdsr or patterns in the states' submissions of ddaticlaims, adjustments to the amour
product in the distribution channel, or if our esdtes of the number of Medicaid patients with 15,MIS and rheumatology relatedndition:
are incorrect. We have greater visibility on theufa submission of Medicaid claims and the amodimtroduct in the distribution channel
Acthar distributed to certain specialty pharmadhem we have with respect to Acthar distributeatigh other specialty pharmacies. If ac
Medicaid rebates, or other government program esbamnd chargebacks are materially different fromestimates, we would account for s
differences as a change in estimate in the penaghich they become known. If actual future payredot such reserves exceed the estin
we made at the time of sale, our consolidated irosition, results of operations and cash flowagy be negatively impacted.

The following table summarizes the activity in tieeount for sales-related reserves for Medicaidtesh(in thousands):

Years Ended December 31,

2013 2012 2011
Balance at January 1 $ 33,92. % 29,87: $ 17,38«
Actual Medicaid rebate payments for sales magwior year (22,89) (18,449 (9,109
Actual Medicaid rebate payments for sales madeiirent year (19,33 (35,709 (24,887
Current Medicaid rebate provision for sales miadwrior year 11,50( 1,152 8
Current Medicaid rebate provision for sales madsirrent year 27,78« 57,05: 46,47:
Balance at December 31 $ 30,98 $ 33927 § 29,87+

Total Sales-related Reserves

At December 31, 2013 and 2012 sales-related res@mekided in the accompanying Consolidated Bal&@teets were as follows (in
thousands):
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Years Ended December 31,

2013 2012
Medicaid rebates $ 30,98 $ 33,92:
Other rebates, chargebacks and discounts 4,38¢ 3,45¢
Total $ 35,37C % 37,37¢

Product Exchanges

Acthar has a shelf life of 18 months from the dafteanufacture. We authorize Acthar exchangesxpirimg and expired product in
accordance with our stated return policy, whicbwadl the specialty distributor we work with to retyroduct within one month of its
expiration date and for a period up to three moafter such product has reached its expiration. dateduct exchanges have been insignifican
since we began utilizing the services of a specdiktributor to distribute Acthar.

Share-Based Compensation

We recognize compensation expense for all sharedb@asards made to employees and directors. Thedhie of share-based awards is
estimated at grant date using an option pricingehadd the portion that is ultimately expected éstis recognized as compensation cost ove
either (1) the requisite service period or (2) pleeformance period.

Since share-based compensation is recognized entiidse awards that are ultimately expected to weshave applied an estimated
forfeiture rate to unvested awards for the purpdsEalculating compensation cost. These estimatiébevrevised, if necessary, in future
periods if actual forfeitures differ from estimat€&hanges in forfeiture estimates impact compensaibst in the period in which the change in
estimate occurs.

We use the Black-Scholes option-pricing model toreste the fair value of share-based awards. Theraénation of fair value using the
Black-Scholes option-pricing model is affected ly stock price as well as assumptions regardingnaber of complex and subjective
variables, including expected stock price volatiliiskfree interest rate, expected dividends and prajeeteployee stock option behaviors.
estimate the expected term based on the contraetualof the awards and employees' exercise angcéaqh post-vesting termination behavior.

We use the intrinsic method to account for restdatock awards. The restricted stock awards dveddased on the closing stock price
on the date of grant and amortized ratably ovetitb®f the award.

Additionally, we are required to disclose in ounsolidated statements of cash flows the incomeffects resulting from share-based
payment arrangements. We adopted the simplifiethodetio calculate the beginning balance of the @it paid-in capital, or APIC, pool of
excess tax benefits, and to determine the subsegtfent on the APIC pool and consolidated statesehcash flows of the tax effects of
employee share-based compensation awards.

At December 31, 2013, there was $25.8 millionotdltunrecognized compensation cost related tostadeestricted stock awards and
restricted stock units and $20.4 million of totatecognized compensation cost related to unvested sptions, which is expected to be
recognized over a remaining weighted average \@ggimniod of approximately 2.2 years.

Our share-based compensation plans are discussberfin Note 6. Preferred Stock and Shareholdegsiity.
Stock Repurchases

We account for common stock repurchases by chatmgost of shares acquired to the common stootuet in the Consolidated
Statements of Shareholders’ Equity.

Net | ncome Per Share

Basic net income per share applicable to commorelb#lers is computed by dividing the net incometlie period by the weighted
average number of common shares outstanding dtirengeriod. Diluted net income per share is conpbiedividing the net income for the
period by the weighted average number of commoncantmon equivalents shares, such as stock optimhsestricted stock outstanding
during the period. Diluted earnings for our comnsbareholders per common stock considers the ingfgutentially dilutive securities and
excludes the impact of potential common sharese@l®o our stock options and restricted stock imopis in which the option exercise or
conversion price is greater than the average marieg of our common stock during the period.
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The following table presents the amounts used impeding basic and diluted net income per sharei@dgke to common shareholders
the years ended December 31, 2013, 2012 and 2ffltha effect of dilutive potential common shareglee number of shares used in
computing dilutive net income per share applicableommon shareholders. Diluted potential commareshresulting from the assumed
exercise of outstanding stock options and resttisteck are determined based on the treasury stettkod (in thousands, except per share
amounts).

Years Ended December 31,

2013 2012 2011
Net income applicable to common shareholders $ 292,60¢ $ 197,67 $ 79,59
Shares used in computing net income per sharecapfdi to common
shareholders:
Basic 58,61¢ 60,24 62,49¢
Effect of dilutive potential common shares:
Stock options 2,37t 2,744 3,491
Restricted stock 45¢€ 58 15
Diluted 61,447 63,04! 66,01(
Net income per share applicable to common sharehmld
Basic $ 49¢ $ 328 % 1.27
Diluted $ 4.7¢  $ 3.1 $ 1.21

The following table presents the amounts excludechfthe computation of diluted net income per slzgu@icable to common
shareholders for the years ended December 31, 2012,and 2011 , as the inclusion of these seesntiould have been anti-dilutive (in
thousands):

Years Ended December 31,
2013 2012 2011
Stock options 44¢ 1,18¢ 82
Restricted stock awards 3C — —

Basic and diluted net income per share also takesconsideration the two-class method. Underwhedlass method, undistributed net
income is allocated to common stock and unvesteitjpating securities based on their respectigbts to share in dividends. We have
determined that restricted stock awards represaticjpating securities and, therefore, requireube of the two-class method for the
calculation of basic and diluted earnings per shatging the year ended December 31, 2013 , wedssestricted stock units to certain
employees under our 2006 Equity Incentive PlanaBse the holders of the restricted stock unitsamiliy receive dividends on restricted stock
units that have vested prior to the Company dedjadividends, we have determined that the resttisteck units are non-participating
securities and will not be included in our two-slasethod calculation.

The following table sets forth the calculation ofallocated undistributed earnings, both basic alded, using the two-class method for
amounts attributable to our common stock and ostrinted stock awards (in thousands):

Years Ended December 31,

2013 2012 2011
Net income applicable to common shareholders $ 292,60¢ $ 197,670 $ 79,59
Less: Dividends 66,22¢ 23,68: —
Undistributed earnings $ 226,38( $ 173,99. $ 79,59:
Common stock undistributed earnings $ 221,27¢ % 173,32 $ 79,59:
Unvested restricted stock award undistributed egmi 5,10z 66¢ —
Total undistributed earnings $ 226,38( $ 173,99: $ 79,59:

Segment I nformation

We have historically operated in one business sagrdm January 18, 2013, we acquired 100% ofdbeeid and outstanding shares of
BioVectra Inc. We now manage our operations thrawghoperating segments that are defined by our
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separate companies - Questcor PharmaceuticalgriddioVectra. Each segment is operated as apémdient business under its own
management team, and has responsibility for itsngernial activities, operations, and research aneldpment activities related to its
products. We intend to have BioVectra continuegerate independently under its existing manageteant for the foreseeable future.

Questcor Pharmaceuticals is headquartered in Amat@alifornia, and is a biopharmaceutical compamu$ed on the treatment of
patients with serious, difficult-to-treat autoimneuand inflammatory disorders. Questcor Pharmacastipgrimary product is Acthar. Questcor
Pharmaceuticals currently generates substantithibf #s net sales from the use of Acthar in coctien with the following: the treatment of
proteinuria in idiopathic types of nephrotic synuen the treatment of acute exacerbations of mal8plerosis in adults, the treatment of ce
rheumatology-related conditions, and the treatroémntfantile spasms in infants and children undes years of age.

BioVectra is located in Prince Edward Island, Canagberating from three facilities. BioVectra isupplier of contract manufacturing
services to the global pharmaceutical and biotelclyyandustry. BioVectra manufactures active pharewical ingredients (API's), chemical
intermediates, and bioprocessing reagents, angrimmanufacturing partner for the API in our H.P thar® Gel (repository corticotropin
injection). BioVectra is proficient in syntheticgamic chemistry, natural extraction of bioactivenpmunds, PEGylation and conjugation
chemistry, and fermentation of chemical and bialagplecules.

Segment results for net sales are presented isatihhe manner as we present our operations intetoaiyake operating decisions and
assess performance. Net income, which includerebgative impact of purchase price adjustmentseelttt our January 18, 2048quisition o
BioVectra, is the primary responsibility of segmeperating management and therefore all activigesain in the segment in which incurred
for performance assessment by our chief operatagsibn maker.

Financial Information by Operating Segmehtr the years ended December 31, 2013, 2012 arid, 20fbrmation regarding our net sa
and net income for our operating segments is &swel(in millions):

Questcor Intersegment
Pharmaceuticals BioVectra Eliminations Consolidated

Net Sales

For the year ended December 31, 2013 $ 761,34 $ 39,94: $ (2,362 $ 798,92¢
For the year ended December 31, 2012 $ 509,29: $ — % — $ 509,29:.
For the year ended December 31, 2011 $ 218,16¢ $ — % — $ 218,16¢
Net Income

For the year ended December 31, 2013 $ 293,99¢ $ (15€) $ (1,232 $ 292,60¢
For the year ended December 31, 2012 $ 197,67 $ — 9 — $ 197,67
For the year ended December 31, 2011 $ 79,59 $ — $ — $ 79,59!

As of December 31, 2013, 2012 and 2011 , informatimarding total assets for our operating segnisras follows (in millions):

Questcor Intersegment
Pharmaceuticals BioVectra Eliminations Consolidated
Total Assets
December 31, 2013 $ 711,50 $ 108,51( $ (83,669 $ 736,35¢
December 31, 2012 $ 252,43. $ — 3 — $ 252,43:
December 31, 2011 $ 275,80¢ $ — $ — $ 275,80t

As of December 31, 2013, 2012 and 2011 , informatémarding capital expenditures for our operasiegments is as follows (in
millions):

Questcor Intersegment
Pharmaceuticals BioVectra Eliminations Consolidated
Capital expenditures
December 31, 2013 $ 1,10C $ 2,42¢ $ 10 $ 3,53¢
December 31, 2012 $ 1,06t $ — $ — $ 1,06t
December 31, 2011 $ 182t $ — $ — $ 1,82:

Geographic InformationThe Company's geographic information for net sedamaffiliated customers is shown below. The bfmis
determining net sales is the geographic locatiaih@ftustomer (in thousands):
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December 31,

2013 2012 2011
Net Sales
North America (1) $ 778,85¢ $ 509,29 $ 218,16!
Europe 13,78( — —
Asia 6,24¢ — —
Other 42 — —
Total net sales $ 798,92¢ $ 509,29. $ 218,16¢

(1) Predominately located in the United States@adada.

Subsequent Events

We evaluated subsequent events that have occuteezdacember 31, 2013, and through the issuaate dnd determined that there
were no events or transactions occurring during iporting period that require recognition or ltisare in our consolidated financial
statements.

Recent Accounting Pronouncements

From time to time, new accounting pronouncemergsssued by the Financial Accounting Standards@®oaother standard setting
bodies that are adopted by the Company as of thefegal effective date. We did not adopt any newsoaating pronouncements during the y
ended December 31, 2013 that had a material effeour financial position or results of operations.

2. Acquisitions
Acquisition of Synacthen

On June 11, 2013the Effective Date, we acquired from Novartis A Novartis Pharma AG, collectively Novartis,@elise to develo
market, manufacture, distribute, sell and commaézeisSynacthen and Synacthen Depot for all usésimans in the United States. Subject to
certain conditions and limitations in the Licensgréement, the license is exclusive, perpetual aadacable. Synacthen is a synthetic
melanocortin agonist approved in various counwigside of the United States for certain autoimmaime inflammatory conditions. We have
implemented a research and development progra®yfeacthen and intend to seek FDA approval. Synadtas never been developed or
approved for patients in the United States.

Subject to certain closing conditions, we also adtuire from Novartis a license and certain agsatevelop, market, manufacture,
distribute, sell and commercialize Synacthen ambSthen Depot in certain countries outside the fdi/Sall uses in humans. Subject to certair
conditions and limitations, these rights and asset®exclusive, perpetual and irrevocable.

Under the terms of the transaction agreements,aiceNovartis an upfront consideration of $60 milliowe will also be making annual
cash payments of $25 million on each of the fsstond and third anniversaries of the EffectiveeDatpotential additional annual cash
payment on each anniversary subsequent to theahityersary until we obtain the first approvatioéd FDA related to the products, or the
FDA Approval, and a milestone payment upon ouripgasf the FDA Approval. If we successfully obtalre FDA Approval, we will pay an
annual royalty to Novartis based on a percentagkeohet sales of the product in the U.S. markaét the maximum payment is met. The first
three annual payments aggregating to $75 milliensacured by a letter of credit and classifieceatricted cash on the Condensed
Consolidated Balance Sheets. In no event will dh&l payments related to this transaction exce@® $3illion .

As of December 31, 2013, we recorded an asset(isedt was determined that the intangible assealtarnative future use) related to
the acquisition of Synacthen of $191.5 million andorresponding liability of $140.1 million . Thest and liability (which was determined to
be a derivative) were originally valued using agied discounted probability model. The asset isitiered to be definite-lived and is
amortized over its useful life to research and tgymaent expense. The liability is reviewed eaclorépg period for any changes in the
probability assumptions and for changes due tgp#ssage of time.

Acquisition of BioVectra Inc.

On January 18, 2013 , we completed our acquisdfdBioVectra Inc. BioVectra is located in Princevizatd Island, Canada, and is a
supplier of specialty contract manufacturing seesito the global pharmaceutical and biotechnoladystry.
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BioVectra manufactures active pharmaceutical inigred, or API, chemical intermediates, and biopsstgy reagents. BioVectra has been oul
manufacturing partner for the API in Acthar singeriy 2003 .

We acquired 100% of the issued and outstandingstarBioVectra for $50.3 million utilizing cash band. The former shareholders of
BioVectra could receive additional cash consideratif up to C $50.0 million based on BioVectrafsficial results over the next three years.
Contingent consideration in conjunction with theuaisition of BioVectra of $30.4 million was recortien our Consolidated Balance Sheet at
the acquisition date. Any differences between atingte and actual payments or subsequent adjutgtrmenrecorded in operating expense
2013, BioVectra met its performance milestonedteryear and earned an additional C $5.0 millioodansideration.

As of December 31, 2013, due to the financialgrenfince in 2013 and the updated financial projastfor 2014 and 2015 for
BioVectra, we recorded a change in fair value dased with the contingent consideration. As of Daber 31, 2013 the estimated value of 1
contingent consideration of $37.5 million has besgorded as a liability in our condensed consatiddtalance sheets ( $4.2 million has been
recorded as the current portion of the contingensileration).

For the year ended December 31, 2013 , we recé@d@&dmillion of acquisitiorrelated expenses associated with the BioVectraisitiqn
within general and administrative expenses in cumdensed Consolidated Statements of Income and @bemsive Income.

The acquisition was recorded by allocating thenesstied value of consideration paid by us for thevRittra acquisition to the assets
acquired including intangible assets, and lialke#itassumed, based on their estimated fair valuibs acquisition date in accordance with the
acquisition method of accounting. After assigning tair value of all assets and liabilities ideetif, including all identified intangibles, there
was excess purchase consideration transferrediowéair value of net assets acquired, resultintpénrecognition of goodwill. The transaction
resulted in goodwill due to assembled workforcenufacturing exclusivity, and other synergies. Goilidecorded in the transaction is not
deductible for tax purposes. We have finalizedatm®unts shown below.

The following table reflects the fair value of caeyation transferred at the acquisition date lfmusands):

Allocation of Purchase Price

Current assets excluding inventory $ 11,691
Inventory 11,77
Property and equipment 35,22!
Other non-current assets 1,70¢
Current deferred tax asset 141
Intangibles 35,58!
Goodwill 21,914
Current liabilities (6,457
Non-current liabilities, excluding long-term debt (1,999
Non-current deferred tax liability (12,019
Long-term debt (16,875
Total net assets acquired $ 80,69¢
Cash consideration paid to BioVectra shareholders $ 50,31¢
Estimated fair value of contingent consideration 30,38:
Total purchase consideration $ 80,69¢

The following unaudited pro forma financial infortita for the years ended December 31, 2013 and gEsznts the combined result:
operations of Questcor and the BioVectra acquisitiescribed above, as if the acquisition had oeduass of January 1 of the year prior to
acquisition. The unaudited pro forma financial imfiation is not intended to represent or be indieatif the Company's consolidated results of
operations or financial condition that would haeeb reported had this acquisition been completed e beginning of the periods presented
and should not be taken as indicative of the Coryipdnture consolidated results of operations maificial condition. Pro forma adjustments
are tax-effected at the applicable statutory téasta
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Year Ended December 31,
2013 2012
Net sales $ 800,78t $ 537,51:
Net income $ 301,83 $ 193,38¢

3. Balance Sheet Details
Inventories

We state inventories, net of allowances, at thestosf cost (first-in, first-to-expire) or marketofFour production materials and supplies,
work-in-process and finished goods at our contnaamufacturer, cost is determined on an averagebesst. Inventories, net of allowances, at
December 31, 2013 and 2012 consist of the followWinghousands):

Years Ended December 31,

2013 2012

Raw materials $ 9,83t $ 9,271
Work-in-process 2,19¢ —
Intermediates 1,572 —
Finished goods 4,09¢ 69(
17,69° 9,961

Less: Reserve for obsolescence (1,329 (52
$ 16,36¢ $ 9,90¢

Included in inventories at December 31, 2013 i§ $aillion held at BioVectra, in Canada.
Property and Equipment

Equipment, building, land and leasehold improvemmantd related accumulated depreciation and amtotizare as follows (in
thousands):

Years Ended December 31,

2013 2012

Equipment (including manufacturing, laboratory afiice) $ 26,237 $ 3,46¢
Building 12,01t —
Land and land improvements 40€ —
Leasehold improvements 1,44¢ 1,34¢
40,10¢ 4,81¢

Less accumulated depreciation and amortization (8,379 (2,742
$ 31,73: % 2,07

Total depreciation and amortization expense amautot&5.9 million , $0.9 million and $0.7 millioloff the years ended December 31,
2013, 2012 and 2011 respectively. The increasematiation and amortization expense was due tmtnease in property, plant and
equipment as a result of our acquisition of BioVaan January 18, 2013 . We depreciate our propeidyequipment and amortize our
leasehold improvements using the straight-line wethf depreciation. Included in property, plant &ggdipment at December 31, 2013%28.4
million held at BioVectra, in Canada. Included mpdeciation and amortization expense for the yrded December 31, 2013 is $5.1 million
for assets held at BioVectra, in Canada.

Long-term Debt
Funded long-term debt

Our subsidiary, BioVectra, has a supply agreemdttit ascustomer to supply a pharmaceutical producafperiod of 10 years ending in
June 2023. Per the supply agreement, BioVectraded and constructed a facility for the manufactirédne pharmaceutical product to be
supplied under the agreement. BioVectra enteredarierm loan agreement to finance C $14.8 miltibthe construction costs of the facility.
The term loan has an interest rate of 4% , is ddeli by February 2022 and is
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secured by certain of our BioVectra assets. Unttestipply agreement, the customer agreed to regatRioVectra (such reimbursement is
recorded to net sales) for the quarterly finangiagments of C $450,743 during the term of the loan.

December 31, 2013

4% Term Loan, due February 2022, payable in gugriastallments of C$450,743 including principald

interest $ 12,09(
Less: Current Portion 1,221
Funded long-term debt, less current portion $ 10,86¢

Long-term debt

Our subsidiary, BioVectra, has a 2.85% term lodre Iban is payable monthly and is due April 2016e Toan is secured with BioVectra
accounts receivable and inventory.

December 31, 2013

2.85% Term Loan, due April 2016, payable in monthktallments of C$48,170 including principal anterest $ 3,57:
Less: Current Portion 444
Long-term debt, less current portion $ 3,12¢

Debt maturity schedule

2014 $ 1,66t
2015 1,727
2016 3,99¢
2017 1,37¢
2018 1,431
Thereafter 5,471
Total $ 15,66

4. Short-Term Investments and Fair Value Measuremets

A summary of cash equivalents and short-term imaents, classified as available-for-sale, and cduaiefair value is as follows (in
thousands):

Gross Gross Estimated
Amortized Unrealized Unrealized Fair
December 31, 2013 Cost Gain (Loss) Value
Cash equivalents $ 13,35. $ —  $ — 3 13,35
Short-term investments:
Corporate bonds $ 4519 $ 11  $ 19 $ 45,181
U.S. Government-sponsored enterprises 14,53¢ 3 4 14,53¢
Municipal bonds 9,43¢ 4 @ 9,441
$ 69,167 $ 18 $ (19) $ 69,16¢
December 31, 2012
Cash equivalents $ 7,740 3 — % — 3 7,74
Short-term investments:
Certificates of deposit $ 72C % 2 3 — 3 72z
Corporate Bonds 47,85 29 (8 47,87¢
Government-sponsored enterprises 24,69¢ 13 — 24,71
Municipal bonds 1,39t 1 3 1,39:
$ 74,67, $ 45 3 (11) $ 74,70¢
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Cash proceeds from the sale of our short-term inmvests are generally reinvested; however, durirfi32®e used some of the proceeds
to acquire both BioVectra and Synacthen. Cash pdgare being reinvested since the acquisitions.

The amortized cost and fair value of availabledale securities at December 31, 2013, by conthntaturity, are as follows (in
thousands):

Amortized Estimated Fair
Cost Value
Due in one year or less $ 31,717 $ 31,72:
Due after one through two years 37,45( 37,44¢
Total available-for-sale securities $ 69,167 $ 69,16¢

As of December 31, 2013, the average contractaflinity of our short-term investments was approxaetyal3 months.

As of December 31, 2013, we had the following kdé-for-sale securities that were in an unredlipss position but were not deemed
to be other-than-temporarily impaired (in thousands

Less Than 12 Months 12 Months or Greater
Gross Unrealized Gross Unrealized
Losses Estimated Fair Value Losses Estimated Fair Value
Corporate bonds $ 4 $ 9,80¢ $ (10) $ 8,93
U.S. Government-sponsored enterprises — — 4 9,03:
Municipal bonds — 1,33¢ 1) 1,47:
Total $ 4 $ 11,148 % (15 ¢ 19,43¢

The gross unrealized losses reported above forrbleee31, 2013 were caused by general fluctuatiomsarket interest rates from the
respective purchase date of these securities thrbegember 31, 2013 . No significant facts or ainstances have occurred to indicate that
these unrealized losses are related to any dedidorin the creditworthiness of the issuers ofrtie@ketable securities we own. Based on our
review of these securities, including our assesswiethie duration and severity of the related ulized losses, we have not recorded any othe
than-temporary impairments on these investments.

Fair Value Measurements

We account for fair value measurements under Adiogiistandards Codification 820 “Fair Value Measoeats and Disclosures,” or
ASC 820, which defines fair value as the exchangee phat would be received for an asset or patdaiasfer a liability (an exit price) in the
principal or most advantageous market for the amskdbility in an orderly transaction between ketrparticipants at the measurement date.
ASC 820 establishes a three-level fair value h@mathat prioritizes the inputs used to measumeviaiue. This hierarchy requires entities to
maximize the use of observable inputs and minirtfizeuse of unobservable inputs. The three leveilispits used to measure fair value are as

follows:
* Level 1 —Quoted prices in active markets for identical assetiabilities

e Level 2 — Observable inputs other than quotéckprincluded in Level 1, such as quoted pricesifoilar assets and liabilities in
active markets; quoted prices for identical or Emassets and liabilities in markets that areawtitve; or other inputs that are
observable or can be corroborated by observablkendata.

* Level 3—Unobservable inputs that are suppdstelittle or no market activity and that are sfigant to the fair value of the assets
or liabilities. This includes certain pricing modgtliscounted cash flow methodologies and simélehitiques that use significant

unobservable inputs.

We have segregated all assets and liabilities nmedsat fair value on a recurring basis (at leastiafly) into the most appropriate level
within the fair value hierarchy based on the inpuged to determine the fair value at the measuredsa in the table below. As of December
31, 2013 and 2012, assets and liabilities measatréair value on a recurring basis are summaredw (in thousands):
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Basis of Fair Value Measurements

Balance at
December 31,

Balance Sheet Classification 2013 Level 1 Level 2 Level 3
Cash and cash equivalents  Cash and cash equivalents $ 13,35. $ 526( % 8,091 $ =
Short-term investments Corporate bonds 45,18’ — 45,18 —
Short-term investments Government-sponsored enterprises 14,53¢ — 14,53¢ —
Short-term investments Municipal bonds 9,441 — 9,441 —

Total assets $ 82,517 $ 526( % 77,257 $ —
Current portion of contingent
consideration in conjunction with
Current liabilities acquisition of BioVectra $ 4,23t $ — 3 — $ 4,23¢
Current portion of contingent
consideration in conjunction with
Current liabilities acquisition of Synacthen 25,00( — — 25,00(
Contingent consideration in
conjunction with acquisition of
Non-current liabilities BioVectra 33,22: — — 33,22:
Contingent consideration in
conjunction with acquisition of
Non-current liabilities Synacthen 115,06t — — 115,06t
Total liabilities $ 17752t $ — 8 — 3 177,52t
December 31,
2012 Level 1 Level 2 Level 3
Cash and cash equivalents Cash and cash equivalents $ 7,74C  $ 7.24; $ 49¢ $ =
Short-term investments Certificates of deposit 722 — 722 —
Short-term investments Corporate bonds 47,87¢ — 47,87¢ —
Short-term investments Government-sponsored aiges 24,71 — 24,71 —
Short-term investments Municipal bonds 1,39: — 1,39: —
Total assets $ 82,44 $ 724; % 75,20¢  $ —

The fair value of contingent consideration in camjtion with both the acquisition of BioVectra angh&cthen were determined to be
Level 3 under the fair value hierarchy. The follogiitable presents the fair value, valuation tealmignd related unobservable input for the

Level 3 measurements:

Valuation
Fair Value Technique Unobservable Input Rate
Probability
weighted
Contingent consideration in discounted
conjunction with the acquisition future cash
of Bio Vectra estimate $ 37,46: flows Discount rate 5%
Probability
weighted
Contingent consideration in discounted
conjunction with the acquisition future cash
of Synacthen estimate $ 140,06t flows Discount rate 5%

Investment securities are exposed to various astofs, such as interest rate, market and cradtitDiue to the level of risk associated
with certain investment securities and the levalmdertainty related to changes in the value oéstment securities, it is possible that changes
in these risk factors in the near term could havadverse material impact on our results of opanator shareholders’ equity.

The following table represents a roll forward of flair value of Level 3 instruments, comprised lsobé the contingent consideration,
including the current portion of the contingent sioleration:
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December 31, 2013

Balance at beginning of period $ —
Amounts acquired or issued 167,04t
Change due to compensation expense 1,89:
Change due to time value of money 4,52¢
Change due to foreign currency translation adjustme (2,36%)
Changes in fair value 6,42¢
Balance at end of period $ 177,52¢

If inputs in our fair value models were to changsulting in a change in our contingent considerative believe such change could re
in a material change in our financial position.

Certain assets and liabilities are measured av#ire on a nonrecurring basis. In other wordsjibguments are not measured at fair
value on an ongoing basis but are subject to fireradjustments only in certain circumstancesdkample, when there is evidence of
impairment). At March 31, 2013, we had determirteat the portion of the value of our purchased tetdgy associated with our prior
acquisition of Doral was impaired. This determioatvas based on a signed purchase agreement datie@® 2013 for the disposition of
Doral. Based on the agreement, we did not recaweitizerefore wrote off $0.7 million as of March 2013. During the year ended
December 31, 2013 , we sold the asset for $0.7ami)lthe residual net book value.

5. Goodwill, Intangibles and Purchased Technology
Goodwill and intangibles acquired in conjunctiortwthe acquisition of BioVectra, consists of thédaing (in thousands):

December 31,

2013

Acquired intangibles $ 33,18¢
Less accumulated amortization (3,05Y)
Acquired intangibles, net $ 30,13:
Goodwill $ 20,46¢

The following table summarizes the changes in #reying amount of goodwill (in thousands):
Balance at December 31, 2012 $ =
Gooduwill resulting from the acquisition of BioVeatr 21,91«
Currency translation (1,450
Balance at December 31, 2013 $ 20,46¢

The following table provides a rollforward of gooitley country (in thousands):

December 31, Additions from December 31,
2012 Purchase Accounting Currency Translation 2013

United States $ — 8 — $ — 3 —
Canada — 21,91« (1,450 20,46¢
Total $ — 3 2191 $ (1,450 $ 20,46¢

The following table provides a rollforward of th&angibles (in thousands):
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December 31,

2013
Gross Book Accumulated Currency

Value Amortization Translation Net Book Value
Trademark $ 8,151 $ — $ (577 $ 7,574
Patent 58 (15) 3) % 40
Contracted customer relationships 17,20¢ (1,57¢) (1,159 $ 14,47¢
Non-contracted customer relationships 10,16¢ (1,462) (661) $ 8,041
Total acquired intangibles $ 35,58, $ (3,055 $ (2,395 $ 30,13:

The following table summarizes the changes in #reying amount of intangibles (in thousands):

Balance at December 31, 2012 $ —
Intangibles resulting from the acquisition of BioM& 35,58
Amortization expense (3,05%)
Currency translation (2,399
Balance at December 31, 2013 $ 30,13

Amortization expense for BioVectra's intangiblesated $3.1 million for the year ended December281,3 . The estimated annual
amortization expense for intangible assets is afymrately $3.2 million in 2014, $3.2 million in 201%$3.1 million in 2016, $2.8 million in
2017, $2.6 million in 2018 and $7.5 million thereaf Amortizable intangible assets are amortizegt 8to 10 years ( 9 years average).
Customer relationships are amortized on an acdebktzasis over their useful lives.

Intangibles acquired in conjunction with the ac@iga of Synacthen, consists of the following (hotisands):

December 31, December 31,
2013 2012
In process R&D asset $ 196,66: $ —
Less accumulated amortization (5,212 —
In process R&D asset, net $ 191,45. $ =

Amortization expense for the intangible acquiredanjunction with the acquisition of Synacthen keda$5.2 million for the year ended
December 31, 2013 . The estimated annual amodizatipense for the intangible asset is approxim&@I8 million in 2014, $9.8 million in
2015, $9.8 million in 2016, $9.8 million in 2017.8 million in 2018 and $142.4 milliathereafter. The in process R&D asset will be ammec
over 20 years. We believe that this is the appat@meriod because of the anticipated 7 - 8 ydats\welopment and the anticipated 11 - 12
years of patent exclusivity available thereat

Purchased technology consisted of our acquisitimtscfor Doral. Amortization expense for purchasathnology totaled $0.8 million
(which included an impairment charge of $0.7 milljo $1.3 million (which included an impairment @ of $1.0 million ), and $0.3 million
for the years ended December 31, 2013, 2012 antl 2@bpectively. During the year ended DecembgeRB13 , we sold the asset for $0.7
million , the residual net book value.

6. Preferred Stock and Shareholders’ Equity
Preferred Stock

At December 31, 2013 and 2012 , we had 5,334,28festof Preferred Stock authorized, no par value @ shares of Preferred Stock
were issued and outstanding.

Common Stock

The holders of outstanding shares of our commarksice entitled to receive ratably such dividerifdsny, as may be declared from tii
to time by the Board of Directors out of assetallygavailable therefore, subject to the paymerreferential and participating dividends with
respect to any preferred stock that may be outstgnth the event of our liquidation, dissolutiomdawinding-up of our business, the holders o
our outstanding common stock are entitled to shetebly in all assets available for distributioteafpayment of all our liabilities, subject to 1
rights of any outstanding shares of preferred stdbk holders of our common stock are entitledrnte wote per share.
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On February 29, 2008, our Board of Directors appdoa stock repurchase plan that provides for therohase of up to 7 million shares
of our common stock. Stock repurchases under thispay be made through either open market or f@liyaegotiated transactions in
accordance with all applicable laws, rules and lagns. On May 29, 2009 and May 10, 2012, our Ba#rDirectors increased the stock
repurchase plan authorization by an additionah@lbon shares and 5 million shares, respectivelg.September 28, 2012, our Board of
Directors increased the remaining shares authotinéér the stock repurchase plan to 7 million share

During the year ended December 31, 2012 , we ugél.8 million of our cash to repurchase 6,759,8&lress of our common stock.
During the year ended December 31, 2013 , we us8d $nillion of our cash to repurchase 960,000eshaf our common stock. Under this
share repurchase plan, we have repurchased @tdfal0 million shares of our common stock for $868iillion through December 31, 2013,
at an average price of $21.40 per share. As of Mbee 31, 2013 , there are approximately 5.3 milsbares authorized remaining under our
stock repurchase plan. Additionally, we have repased 6.2 million shares outside of the approvadestepurchase plan, for $30.3 million at
an average purchase price of $4.93 per share. Jivdaés repurchased were 23.1 million for $393IBamiat an average price of $17.01 per
share.

Employee Stock Purchase Plan

Our 2003 Employee Stock Purchase Plan, or ESPRideoour employees the opportunity to purchasecommon stock through
accumulated payroll deductions. The ESPP was aligiadopted by the Board of Directors on January2D03 and approved by our
shareholders on May 12, 2003. The ESPP was amdaydihe Board of Directors on February 27, 2006 wad approved by our shareholders
on May 18, 2006.

Currently the ESPP has 3,500,000 shares availablesuance, including shares previously issueégril 2008, our Board further
amended the ESPP to reduce the maximum offeririgghander the ESPP from 27 months to 6 monthg@amd longer allow employees the
ability to increase their payroll contributionsttee ESPP during an offering period.

The purpose of the ESPP is to provide all of ouplegees with an opportunity to purchase our comstook through accumulated
payroll deductions. Any person who is employed byn the offering date, for at least 20 hoursvpeek and more than five months in any
calendar year, is eligible to participate in thePPSUnder the ESPP, eligible employees could hpuwe @5%of their earnings withheld, subj
to certain maximums, to be used to purchase slfi@ms common stock. Generally, the purchase gréreshare at which shares are sold unde
the ESPP is the lower of 85% of the fair marketigadf a share of our common stock on the firstafagach offering period or 85% of the fair
market value of a share of our common stock orasteday of each three month purchase period. Quha years ended December 31, 2013,
2012 and 2011, 137,472, 92,030 and 90,650 shassectively, had been issued to participants.

ESPP activity during 2013 was as follows:

Weighted-
Number of Average Fair
Shares Value
Available at December 31, 2012 682,08(
Purchases (137,47) $ 29.4¢
Shares added to the Plan —
Available at December 31, 2013 544 ,60¢

We use the Black-Scholes option—pricing model torege the fair value of the option element relateémployees’ purchases under the
ESPP included in the total share-based compensatipense recorded for the years ended Decemb2033,, 2012 and 2011 . The
determination of fair value using the Black-Schalpsion-pricing model is affected by our stock priacs well as similar assumptions used to
value our stock-based awards.

* Volatility is based on the historical volatility our common stoc
« Interest rate is based on the U.S. Treasury

* Expected term represents the life of the optiomelat; an

e Expected dividend yield is based on anticipatedriutlividends
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Years Ended December 31,

2013 2012 2011
Weighted average volatility 52% 11C% 53%
Risk-free interest rate 0.1% 0.1% 0.1%
Expected term (in years) 0.2t 0.2t 0.2t
Expected dividend yield 2.4% 1.4% —%

Stock Compensation Plans
Stock Options
We have options outstanding to purchase sharegrafammon stock under the following plans:

e 2006 Equity Incentive Award Plan that providestfue grant of equity incentives to employees, mesmbéour Board of Director.
and consultants;

* 1992 Employee Stock Option Plan that providedlie grant of stock options to employees, membtasir Board of Directors,
and consultants; and

e 2004 Non-Employee Directors’ Equity IncentivaPkhat provides for the grant of equity incentiteson-employee members of
our Board of Directors.

In May 2006, our shareholders approved the adoptidghe 2006 Equity Incentive Award Plan. Upon #usption of the 2006 Equity
Incentive Award Plan, we ceased grants under 082 Bdnployee Stock Option Plan. The 2006 Equity mtiwe Award Plan provides for the
grant of incentive stock options, nguralified stock options, restricted stock grantgestricted stock grants, stock appreciation rigtetstricte:
stock units and dividend equivalents. Equity inoerg under the 2006 Equity Incentive Award Plan #r@d1992 Employee Stock Option Plan
generally include four year vesting periods, arrege price that equals the fair market value afammmon stock on the date of grant, and
maximum terms of ten years. Restricted stock awantitle the recipient to full dividend and votirights. Non-vested shares are restricted as
to disposition and subject to forfeiture under @ertircumstances. In May 2011, the shareholdgpsoaed an amendment to the 2006 Equity
Incentive Award Plan to increase the number ofehaf common stock authorized for issuance by 30B@0shares. The aggregate number of
shares of common stock authorized for issuanceruhde€2006 Equity Incentive Award Plan is 9,750,06lares.

Our 2004 Non-Employee Directors’ Equity IncentiMarPprovides for the granting of 25,000 stock opsgido purchase common stock
upon appointment as a non-employee director ar@DD5tock options each January thereafter for oimg service upon reappointment. Suct
stock option grants vest over four years. In additiL0,000 stock options are granted to membeos®for more committees of the Board of
Directors and an additional 7,500 stock optionthéochairs of one or more committees. Such stotkmgrants are fully vested at the time of
grant. As originally approved by shareholders, sptfion grants had an option exercise price equéb®b of the fair market value on the date
of grant. However, in May 2004, our Board of Distapproved an amendment to the 2004 Non-EmplDjreetors’ Equity Incentive Plan t
provide that all option grants be made at an egergrice equal to 100% of the fair market valuewsfcommon stock on the date of grant. The
maximum term of the stock options granted is 10g@dnder the terms of the 2004 Non- Employee Bamst Equity Incentive Plari,,250,00(
shares of our common stock were authorized fortgharMay 2011, with the amendment of the 2006 Bglricentive Award Plan, we ceased
grants under our 2004 Non-Employee Directors' Bduitentive Plan. All future grants to n@mployee directors will be issued under the -
Equity Incentive Award Plan out of authorized slsare

During the years ended December 31, 2013, 2012@hd , we granted options, including performanceebaoptions, to employees and
non-employee directors to purchase approximate®y896 , 2,154,909 , and 1,734,100 shares of ounemmstock, respectively, under the
2006 Equity Incentive Award Plan.

As of December 31, 2013, a total of 2,570,483 ehaf common stock were reserved for issuance wathrthe 2006 Equity Incentive
Award Plan and the 2004 Non-Employee Directors’iggimcentive Plan. A summary of our stock optiartiaty and related information
during 2012 follows:
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Weighted-
Weighted- Average
Average Remaining
Stock Exercise Contractual Aggregate
Options Price Term Intrinsic Value
(In years)
Outstanding at December 31, 2012 6,446,611 $ 16.52
Granted 426,89t 35.6¢
Exercised (1,692,92) 9.44
Forfeited or expired (118,489 30.1¢
Outstanding at December 31, 2013 5,062,100 ¢ 20.1¢ 6.98 $ 173,920,56
Options vested and expected to vest at December 31,
2013 4,993,85 $ 19.9¢ 6.96 $ 172,493,80
Exercisable at December 31, 2013 3,442 .54 $ 15.0% 6.38 $ 135.750.17

Aggregate intrinsic value is the sum of the amobgtsvhich the quoted market price of our stock exiasl the exercise price of the stock
options at December 31, 2013 for those stock optionwhich the quoted market price was in excéshaexercise price (“in-the-money
options”). The total intrinsic value of stock opi®exercised was $74.9 million , $29.9 million &3¥.5 million for the years ended
December 31, 2013, 2012 and 2011 , respectivelgh@eceived for the exercise of options was $d6llibn for the year ended December 31,
2013.

Restricted Stock Awart

During the years ended December 31, 2013, 2012@nd , we granted a total of 829,899 , 777,52¢,31,762 shares of restricted
common stock (including performance-based awardstgd in 2013), respectively, to employees unde806 Equity Incentive Award Plan.
Restrictions on these shares will expire and rdlaterges are being amortized as earned over gtiegegeriod of four years. During the first
and second quarter of 2013, we issued 207,250sbaperformance-based restricted stock awardssel performance-based restricted stock
awards include a one-time performance achievenmehtast according to the degree at which the pmidoce milestone is achieved. At
December 31, 2013 , we determined achievementeahilestone was reasonably probable and estimabléeael equal to one-third the value
and, therefore, recorded an appropriate amouriboksased compensation expense associated withgsants.

We base the amount of unearned compensation retordthe market value of the shares on the datsoénce. Expenses related to the
vesting of restricted stock were $14.6 million (efincludes $1.6 million related to the performabesed awards), $1.8 million and $163,00C
for the years ended December 31, 2013 , 2012 ahtl 2@spectively. Total fair value of awards vdsteere $12.7 million , $0.7 million and
$115,000 for the years ended December 31, 2012, @0d 2011 , respectively. At December 31, 20h&ret was approximately $25.2 million
of unamortized compensation cost related to résttistock awards, which we expect to recognizéhatver the vesting period of four years.

Restricted stock activity during 2013 was as fobow

Weighted-

Number Average Fair

of Shares Value
Non-vested shares at December 31, 2012 789,47¢ % 26.4:
Granted 829,89¢ $ 34.1¢
Released (205,18) $ 26.5(
Forfeited or expired (51,039) $ 28.3¢
Non-vested shares at December 31, 2013 1,363,16: g 30.9¢

Restricted Stock Uni

During the year ended December 31, 2013 , we gitamtetal of 10,515 shares of restricted sharesuaitertain employees under the
2006 Equity Incentive Award Plan. We did not grany restricted stock units during the years endeceinber 31, 2012 and 2011 .
Restrictions on these shares will expire and rdlatearrges are being amortized as earned over #timg¢eriod of four years.

Expense related to the vesting of restricted stotts was $9,000 for the year ended December 3113 20lo expense was recorded for
the years ended December 31, 2012 and 2011 . AdrBleer 31, 2013, there was approximately $0.5anilli
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of unamortized compensation cost related to rasttistock units, which we expect to recognize fgtaber the vesting period of four years.

Restricted stock unit activity during 2013 was @ltofvs:

Exercisable at December 31, 2013

Weighted-
Average
Remaining
Number Weighted- Contractual Aggregate
of Shares Average Fair Value Term Intrinsic Value
Outstanding at December 31, 2012 — $ =
Granted 10,51 $ 51.6¢
Released — —
Forfeited or expired — % —
Outstanding at December 31, 2013 10,51 $ — 217 $ 572,541.7
Vested and expected to vest at December 31, 2013 9,62 $ — 212 $ 523,915.4
$

Fair Value of Stoc-Based Awards

0 % =

The weighted average fair value of equity instrutagmanted during 2013 , 2012 and 2011 was asasllo

Stock options

ESPP Purchases
Restricted Stock Awards
Restricted Stock Units

Weighted Average Fair Value

2013 2012 2011
$ 35.66 $ 36.1€ $ 16.8¢
$ 29.4¢  $ 28.91 % 14.9¢
$ 3414 $ 26.8¢ $ 27.2¢
$ 51.6¢ $ — $ —

At December 31, 2013, there was $25.8 millionotélt unrecognized compensation cost related tostadeestricted stock awards and
restricted stock units and $20.4 million of totatecognized compensation cost related to unvesoed sptions, which is expected to be

recognized over a weighted-average period of 2ars;

We use the Black-Scholes option—pricing model torese the fair value of stock-based awards. Therdenation of fair value using the
Black-Scholes option-pricing model is affected ly stock price as well as assumptions regardingnaber of complex and subjective
variables, including expected stock price volatiliisk-free interest rate, expected dividends amjected employee stock option exercise

behaviors.

« Volatility is based on the historical volatiligf our common stock. During 2010, we reviewed methodology for calculating
volatility and, in doing so we shortened the loack period to represent the time period followihg implementation of our
Acthar-centric pricing strategy in late 2007. Ttesulted in a lower volatility that, we believe aibetter representation of our

current market condition.

* Interest rate is based on the U.S. Treasury

e Expected term was based on the historical eepeei of similar awards, giving consideration to¢hatractual terms of the share-
based awards, vesting schedules and the expectatiduture employee behavior.

* Expected dividend yield is based on future antigigalividend rate

The total number of stock option awards expectedest is adjusted by estimated forfeiture rateg Whighted average assumptions use
for the years ended December 31, 2013, 2012 ahtl 20d the resulting estimates of weighted avefa@g®alue per share of options granted

during those periods are as follows:
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Years Ended December 31,

2013 2012 2011
Volatility 71% 72% 61%
Interest rate 0.40.8 0.30.t 0.52.4
Forfeiture rate 4.05% 4.9%% 7.61%
Expected term (in years) 3.€ 3.€ 3.4
Expected dividend yield 2.6% 3.2% —%

Share-based compensation expense related to eraplapd non-employee members of the Board of Direttas been included in the
accompanying Consolidated Statements of Incomthéoyears ended December 31, 2013, 2012 and 20fbllaws (in thousands):

Years Ended December 31,

2013 2012 2011
Selling and marketing $ 10,897 $ 536( $ 4,23¢
General and administrative 12,30: 7,46 1,88¢
Research and development 5,55¢ 2,96¢ 1,20¢
Total share-based compensation expense $ 28,75. % 15,79: $ 7,32¢

7. Indemnifications, Commitments and Contingencies
Indemnifications

As permitted under California law and in accordawéé our Bylaws, we indemnify our officers andebtors and certain of our
employees for certain events or occurrences whéeofficer, director or employee is or was senangur request in such capacity. The
potential future indemnification limit is to thellest extent permissible under California law; heee we have a director and officer insurance
policy that limits our exposure and may enablecustover a portion of any future amounts paid.Bd#keve the fair value of these
indemnification agreements in excess of applicatdarance coverage is minimal. Accordingly, we hadiabilities recorded for these
agreements as of December 31, 2013 and 2012 .

Employment Agreements

We have entered into employment and severanceragras with our corporate officers that provide foimong other things, base
compensation and/or other benefits in certain arstances in the event of termination or a changetrol. In addition, certain of the
agreements provide for the accelerated vestingitstanding unvested stock options upon a changeritrol.

Leases

We lease office facilities under various operalease agreements, with remaining terms that exte2018. We have also entered into
automobile and office equipment leases, with remgiterms that extend to 2017. As of December 8132 we have made approximately
$77,000 in cash deposits related to operating $ed&evisions of the facilities leases providedbatement of rent during certain periods and
escalating rent payments during the term. Rentresgés recognized on a straight-line basis oveteira of the lease. Accordingly, rent
expense recognized in excess of rent paid is tefllers deferred rent. Rent expense on the fasibtiel equipment during 2013 , 2012 20d 1
was $1.2 million , $1.0 million and $1.0 milliomespectively.

Future annual minimum payments under operatingekease as follows (in thousands):
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Years Ending December 31,

2014 $ 5,651
2015 4,17
2016 2,12¢
2017 1,08¢
2018 291
Thereafter 331

Total $ 13,65¢

As of December 31, 2013 we leased space in thriddings with lease terms expiring in 2014, 201d 2018. We leased land for our
BioVectra operations with a lease term expirin@@%1, subject to 10 year revaluation clause baped aomparable land values at the date of
revaluation. We have also entered into variouseféquipment leases and automobile leases, the térwhich are typically three years.
Annual rent expense for all of our facilities, gguient and automobile leases for the year endedrilemre31, 2013 was approximately $4.0
million .

For our U.S. operations, we lease space primarithése locations:

« We lease 30,000 square feet of laboratory dfickspace in Hayward, California under a mastasek that expires in May 2018.
This facility is occupied by our Commercial Devetognt, Sales and Marketing, Medical Affairs, Contfdanufacturing, Quality
Control and Quality Assurance departments.

*  We lease 15,600 square feet of office spacdlicoE City, Maryland under a lease agreement thatires in October 2017. This
facility is occupied by our Product Development &whulatory Affairs departments.

*  We lease 7,900 square feet of office space imh&im, California under a lease agreement thatexjm October 2014. This
facility is occupied by our Executive, Finance @dhinistration departments, and serves as our catpdeadquarters.

Legal Proceedings

We operate in a highly regulated industry. We aifgext to the regulatory authority of the Secusittend Exchange Commission, or SEC,
the FDA and numerous other federal and state gavemtal agencies including state attorney genefiglesf which have become more activ
investigating the business practices of pharmacautompanies.

Glenridge Litigation

In June 2011, Glenridge Pharmaceuticals LLC, onfidige, filed a lawsuit against us in the Supe@ourt of California, Santa Clara
County, alleging that we had underpaid royaltie€kenridge, in connection with the timing of thepatt of various offsets in the calculatior
net sales. In August 2012, we filed a separatedawagainst the three principals of Glenridge, & as Glenridge, challenging the
enforceability of our agreement with Glenridge. Gawsuit alleges that Kenneth Greathouse breactsefiinciary duties to the Company and
that his partners at Glenridge aided and abettetrgiach. In August 2013, the two lawsuits weresobidated into one case in the Superior
Court of California, Santa Clara County. We halexfia motion for summary adjudication which se@kkdve our agreement with Glenridge
declared unenforceable. The motion is based ontlatggovern self-dealing transactions. A hearinghis motion is currently scheduled on
March 6, 2014.

USAO Investigation

On September 21, 2012, we became aware of an igatsh by the United States Attorney's Officettoe USAO, for the Eastern Distri
of Pennsylvania regarding our promotional practi€edlowing our September 24, 2012 announcemetttisfinvestigation, we received a
subpoena from the USAO for information relatingto promotional practices. We have been informetheyUSAO for the Eastern District of
Pennsylvania that the USAO for the Southern DistidNew York and the SEC are also participatinghi@ investigation to review our
promotional practices and related matters. We nagstto cooperate with the USAO and the SEC witlnedp this investigation.

Putative Class Action Securities Litigation

On September 26, 2012, a putative class actionvidawss filed against us and certain of our officand directors in the United States
District Court for the Central District of Califaay captionedlohn K. Norton v. Questcor Pharmaceuticals, et
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al., No. SACv12-1623 DMG (FMOXx). The complaint purgott be brought on behalf of shareholders who @seth our common stock
between April 26, 2011 and September 21, 2012 .cbngplaint generally asserts that we and certawuob©fficers and directors violated
sections 10(b) and/or 20(a) of the Securities ErgbaAct of 1934, as amended, or the Exchange Aandking allegedly false and/or
misleading statements concerning the clinical evideto support the use of Acthar for indicatiorfseothan infantile spasms, the promotion of
the sale and use of Acthar in the treatment of M&reephrotic syndrome, reimbursement for Acthamftbird-party insurers, and our outlook
and potential market growth for Acthar. The compiaieeks damages in an unspecified amount andabtpuielief against the defendants. This
lawsuit has been consolidated with four subsequdittld actions asserting similar claims under ¢aption:In re Questcor Securities
Litigation, No. CV 1201623 DMG (FMOx). On October 1, 2013, the Distfigturt granted in part and denied in part our motodismiss the
consolidated amended complaint. On October 29, ,20&3iled an answer to the consolidated amendetbtaint.

Federal Shareholder Derivative Litigation

On October 4, 2012, another alleged shareholdst élderivative lawsuit in the United States Dist@ourt for the Central District of
California captioned@erald Easton v. Don M. Bailey, et aNo. SACV12-01716 DOC (JPRXx). The suit assertendaubstantially identical to
those asserted in thi® Vallederivative action described below against the sdefendants. This lawsuit has been consolidated fivith
subsequently-filed actions asserting similar claimder the captiorin re Questcor Shareholder Derivative Litigatiag®y 12-01716 DMG
(FMOX). Following the resolution of the motion t@ohiss in the consolidated putative securitiessciion, the court issued an order staying
the federal derivative action until the earlier @) sixty (60) days after the resolution of anytio for summary judgment filed in the putative
class action lawsuit, (b) sixty (60) days after deadline to file a motion for summary judgmenttia putative class action lawsuit, if none is
filed, or (c) the execution of any settlement agrest (including any partial settlement agreemenmtgsolve the putative class action lawsuit.

State Shareholder Derivative Litigation

On October 2, 2012, an alleged shareholder filddravative lawsuit purportedly on behalf of the Guany against certain of our officers
and directors in the Superior Court of the Stat€alifornia, Orange County, captionktbnika do Valle v. Virgil D. Thompson, et aNo. 30-
2012-00602258-CU-SL-CXC. The complaint assertsrddior breach of fiduciary duty, abuse of contmismanagement and waste of
corporate assets arising from substantially singillrgations as those contained in the putativarges class action described above, as we
from allegations relating to sales of our commamrlktby the defendants and repurchases of our constaok. The complaint seeks an
unspecified sum of damages and equitable reliefOCiober 24, 2012, another alleged shareholdet éilderivative lawsuit purportedly on
behalf of the Company against certain of our officend directors in the Superior Court of the Stdit€alifornia, Orange County, captioned
Jones v. Bailey, et ¢, Case No. 30-2012-00608001-CU-MC-CXC. The suiedsslaims substantially identical to those asskirt thedo
Valle derivative action. On February 19, 2013, the c@msted an order staying the state derivative astionil the putative federal securities
class action and federal derivative actions arelves.

Put Options Securities Action

In March 2013, individual traders of put optiongd a securities complaint in the United StategriaisCourt for the Central District of
California captionedavid Taban, et al. v. Questcor Pharmaceuticals, JiNo. SACV13-0425. The complaint generally asselgsns against
us and certain of our officers and directors falations of the Exchange Act and for state lawdrand fraudulent concealment based on
allegations similar to those asserted in the prgatecurities class action described above. Thelaint seeks compensatory damages in an
amount equal to $5 million and punitive damagearofinspecified amount. Following the resolutioithef motion to dismiss in the
consolidated putative securities class actioncthat issued an order staying this action untilébdier of: (a) sixty (60) days after the
resolution of any motion for summary judgment filedhe putative class action lawsuit, (b) sixt@Y@ays after the deadline to file a motion
for summary judgment in the putative class actawsluit, if none is filed, or (c) the execution ofyasettlement agreement (including any pe
settlement agreement) to resolve the putative eesssn lawsuit.

Retrophin Litigation

In January 2014, Retrophin Inc. filed a lawsuitingbus in the United States District Court for ©entral District of California, alleging
variety of federal and state antitrust violatioasdd on our acquisition from Novartis of certaghts to develop, market, manufacture,
distribute, sell and commercialize Synacthen. @sponse to the complaint is due on or before Méy@914.

Conclusion
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We believe that the probability of unfavorable aume or loss related to these matters and an estiohdhe amount or range of loss, if
any, from an unfavorable outcome are not deternténatbthis time. We believe we have meritoriousalggpsitions and will continue to
represent our interests vigorously in these mattéosvever, responding to government investigatioleéending any claims raised, and any
resulting fines, restitution, damages and penalsedglement payments or administrative actionsyelbas any related actions brought by
shareholders or other third parties, could haveterial impact on our reputation, business andhfir@ condition and divert the attention of
our management from operating our business.

Commitments

During the year ended December 31, 2011, we eniete@n agreement with a third party vendor tovte potency and toxicity testing
on Acthar prior to releasing the product for comoredrdistribution. Beginning on January 1, 2012 #greement provides for a maximum
number of tests to be performed each year. Testsrpeed in excess of the maximum are to be paid per test basis. We have been in
compliance with the terms of our agreement with third party vendor.

We have an agreement with BioVectra (our wholly-edisubsidiary, which eliminates upon consolidatiorproduce the API used in
Acthar. The agreement requires the productionraframum number of kilograms of the Acthar API dgithe term. The agreement terming
on December 31, 2007 and was extended in Janu@8/tR@ough December 2010. During the fiscal yeaedrDecember 31, 2010, we enterec
into a new agreement with BioVectra, which term@sat2 months after written notice by either pddiyder the terms of the new agreement,
we are obligated to purchase a minimum amount ¢fi@cAPI and will not purchase in excess of a éedaount of Acthar API per year. We
have been in compliance with the terms of our agesd with BioVectra.

On January 18, 2013, we completed our acquistfddioVectra Inc. We acquired 100% of the issued autstanding shares of
BioVectra for $50.3 milliorutilizing cash on hand. The former shareholderBio¥ectra could receive additional cash consideratf up to (
$50.0 million based on BioVectra's financial resuver the next three years. As of December 313 2@ie estimated value of the contingent
consideration of $37.5 million has been recorded kability in our condensed consolidated balasiveets ( $4.2 million has been recorded a
the current portion of the contingent considergtitm2013, BioVectra met its performance milestéorethe year and earned an additional C
$5.0 million in consideration.

On June 11, 2013, the Effective Date, we acqui@u Novartis a license to develop, market, manuifiag; distribute, sell and
commercialize Synacthen and Synacthen Depot farsas in humans in the United States. Under tiestef the transaction agreements, we
paid Novartis an upfront consideration of $60 roiili. We will also be making annual cash paymen®28&fmillion on each of the first, second
and third anniversaries of the Effective Date, #eptal additional annual cash payment on eachvansary subsequent to the third anniversar
until we obtain the first approval of the FDA reldtto the products, or the FDA Approval, and a stilee payment upon our receipt of the
FDA Approval. If we successfully obtain the FDA Appal, we will pay an annual royalty to Novartisskd on a percentage of the net sales ¢
the product in the U.S. market until the maximungrpant is met. The first three annual payments agdieg to $75 million are secured by a
letter of credit and classified as restricted aaisthe Condensed Consolidated Balance Sheets.émard will the total payments related to this
transaction exceed $300 million . As of December2®1l3 , we recorded an asset (because it waswatat that the intangible asset has
alternative future use) related to the acquisitbSynacthen of $191.5 million and a correspondiagility of $140.1 million . The asset and
liability (which was determined to be a derivativegre originally valued using a weighted discourgeabability model. The asset is conside
to be definite-lived and is amortized over its usdife to research and development expense. Hinlitly is reviewed each reporting period for
any changes in the probability assumptions andhanges due to the passage of time.

We pay an annual royalty to the prior owner of Actbqual to 1% of net sales in excess of $ 10anilliWe also incur quarterly
payments to Glenridge Pharmaceuticals, LLC ungwrrrported Royalty Agreement and Release equakée thercent 3% of net sales. See
above under "Litigation." Royalty expense for tleags ended December 31, 2013, 2012 and 2011 waé $80on , $20.2 million and $8.5
million , respectively, which is included in Codt®ales in the accompanying Consolidated Statenoéritecome and Comprehensive Income.

8. Income Taxes

Income before income taxes is attributed to thi¥ahg geographic locations for the years endeddbder 31, 2013, 2012 and 2011 (in
thousands):
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Years Ended December 31,

2013 2012 2011
Federal $ 449,28" $ 297,23( $ 113,74
Foreign (9,745 — —
Income before income taxes $ 439,54( $ 297,23( % 113,74!

The Company'’s foreign earnings attributable tdatgeign operating entities will be permanently kaisted in such foreign jurisdictions
and, therefore, no deferred tax liabilities for Uirome taxes on undistributed earnings are recbréihe determination of the unrecognized
deferred tax liability for the temporary differesceslated to these undistributed earnings is rettimable. At December 31, 2013, the
undistributed earnings amount to $1.0 million atidition, the Company has a provincial tax holidaZanada that expires on April 1, 2017.

The components of the income tax expense are lasvi(in thousands):

Years Ended December 31,

2013 2012 2011
Current:
Federal $ 158,91 $ 97,267 $ 38,57¢
State 1,61t 2,041 47¢
Foreign 1,251 — —
161,78 99,31« 39,05(
Deferred:
Federal (13,02¢) 344 (4,782
State (64) (109 (114
Foreign (1,759 — —
(14,849 241 (4,896
Total income tax expense $ 146,93. $ 99,65 $ 34,15:

A reconciliation between the U.S. statutory taxerand our effective tax rate is as follows:

Years Ended December 31,

2013 2012 2011
Tax at U.S. statutory rate 35.C% 35.C% 35.C%
State income taxes, net 0.4% 0.7% 0.2%
Change in valuation allowance — % — % — %
Orphan drug tax credit — % — % (2.)%
Foreign rate differential 0.7% — % — %
Other 2. 7% (2.29% (3.)%
Effective tax rate 33.4% 33.t% 30.C%

Deferred income taxes reflect the net tax effettemporary differences between the carrying amoohassets and liabilities for
financial reporting and the amount used for incdaxepurposes, as well as net operating loss andréat
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carryforwards. Significant components of our defdrtax assets and liabilities are as follows (ouands):

Years Ended December 31,

2013 2012
Deferred tax assets:

Net operating loss carryforwards $ 1,87¢ % 2,115
Research and development credits 68 92
Sales-related reserves 4,65¢ 5,80z
Stock-based compensation 12,57¢ 8,00¢
Intangible asset 1,121 —
Other, net 12,24( 2,21¢
Total deferred tax assets 32,53¢ 18,23°
Valuation allowance (920) (981)
31,61¢ 17,25¢

Deferred tax liabilities:
Capital assets (10,569 $ —
Net deferred taxes $ 21,05( $ 17,25¢

We recognize valuation allowances on deferred $aets reported if, based on the weight of the exieewe believe that it is “more
likely than not” that some or all of our deferrec assets will not be realized. We evaluate dedetar assets quarterly to assess the likelihooc
of realization, which is ultimately dependent ugm generating future taxable income. Our valuasibowance decreased $61,000 in 26h8
increased $36,000 in 2012 . This allowance wascéstsal with our California net operating losses eegkarch and development tax credits
which we do not anticipate to fully utilize and tefore have established a valuation allowance osetlileferred tax assets.

At December 31, 2013, we had federal and stateperating loss carryforwards of $2.9 million arid$ million , respectively, and
California research and development tax credi®0of million , respectively. All federal net openaf loss carryforwards are subject to annual
limitations as a result of federal ownership chaligéations, and will be available from 2013 thghu2018, under those limitations. In
addition, as of December 31, 2013, the 1994 - 28% years remain subject to examination in the Hrl various state tax jurisdictions due tc
net operating losses that are being carried forwEnd Company is currently undergoing a FederatreXewever the Company does not
believe that such exam will have a material adveffezt on the consolidated financial statements.

A reconciliation of the beginning and ending amoafntinrecognized tax benefits is as follows (inubands):

Years Ended
December 31,

2013 2012
Balance at beginning of year $ 1,22: $ 1,274
Increase / (decrease) of unrecognized tax berakien in prior years 371 (437)
Increase of unrecognized tax benefits related teeatiyear (319) 38¢
Balance at end of year $ 1,281 % 1,22:%

The unrecognized tax benefits, if recognized ih fubuld reduce our income tax expense by $1.3onill Our policy is to recognize
interest and penalties accrued on any unrecogtézelenefits as a component of tax expense. AsscEber 31, 2013 and 2012 , our accrua
for interest and penalties on any unrecognizedémefits was $78,000 and $106,000 , respectively eWpect unrecognized tax benefits to
decrease by approximately $0.5 million over theti@wmonths as a result of the settlement of andiSnination.

9. Defined Contribution Plan

We have a defined-contribution savings plan unaetign 401(k) of the Internal Revenue Code of 1286amended, covering
substantially all full-time U.S. employees. Pagating employees may contribute up to 60% of thkgsible compensation up to the annual
Internal Revenue Service contribution limit. Thiarmpallows for discretionary contributions by usnjloyer matching contributions for the
years endeDecember 31, 2013, 2012 and 2011 were $1.5 mijli&h0 million and $0.3 million , respectively.

10. Quarterly Results of Operations (unaudited)

86




Table of Contents

The following table sets forth a summary of ourudited quarterly operating results for each ofl#st eight quarters in the period endec
December 31, 2013 . We have derived this data Gormunaudited consolidated interim financial staats that, in our opinion, have been
prepared on substantially the same basis as thieddihancial statements contained elsewhereigrdéport and include all normal recurring
adjustments necessary for a fair presentationeofittancial information for the periods presenfBdese unaudited quarterly results should be
read in conjunction with our financial statemermid aotes thereto included elsewhere in this refjdw. operating results in any quarter are no
necessarily indicative of the results that may Xyeeeted for any future period (in thousands, exeephings per share).

QUARTERLY FINANCIAL INFORMATION (UNAUDITED)

Quarter Ended

12/31/2013 9/30/2013 6/30/2013 3/31/2013

Net sales $ 242,88. $ 236,34t $ 184,57 $ 135,12¢
Cost of sales 20,92: 20,03« 17,221 16,18¢
Income tax expense 48,83¢ 45,66¢ 33,96¢ 18,45¢
Net income 89,98 94,44 69,12 39,06«
Comprehensive income 88,43( 95,37: 67,644 37,87(
Net income per share applicable to common
shareholders (1):

Basic $ 151 $ 16C $ 117 ¢ 0.6¢

Diluted $ 144 % 152 $ 112 ¢ 0.6t
Dividend declared per common share $ 0.6C $ — $ 0.2 $ 0.2t

Quarter Ended
12/31/2012 9/30/2012 6/30/2012 3/31/2012

Net sales $ 160,53 $ 140,33¢ $ 112,45; $ 95,96¢
Cost of sales 9,157 7,49¢ 6,37¢ 5,562(
Income tax expense 32,98 27,83¢ 19,72¢ 19,00¢
Net income 61,94( 55,681 41,50¢ 38,54:
Comprehensive income 61,92¢ 55,70( 41,49! 38,63¢
Net income per share applicable to common
shareholders (1):

Basic $ 1.07 $ 09t $ 0.6¢ $ 0.61

Diluted $ 1.0 $ 091 § 0.6 $ 0.5¢
Dividend declared per common share $ 02C $ 02C $ — $ =

(1) Due to the use of the weighted average sharesaodisg for each quarter for computing earningsspere, the sum of the quarterly
per share amounts may not equal the per share aruouhe year.

87




Table of Contents

FINANCIAL STATEMENT SCHEDULES (ITEM 15(a)(2))
SCHEDULE Il VALUATION AND QUALIFYING ACCOUNTS
Years Ended December 31, 2013, 2012 and 2011

Additions/
Balance at (Deductions) Deductions Balance at
Beginning Charged to and End of
of Period Income Write-Offs Period

(In thousands)
Reserves for uncollectible accounts

December 31, 2013 $ — 3 475 $ — % 47E
December 31, 2012 $ — 3 — 3 — 3 —
December 31, 2011 $ 25 $ — 3 25 $ —

Reserves for obsolete and excess inventories

December 31, 2013 $ 52 $ 1,32¢ $ 52 $ 1,32¢
December 31, 2012 $ — % 52 % — % 52
December 31, 2011 $ 15¢ $ — 3 15¢ $ —

Sales-related reserves

December 31, 2013 $ 37,37¢ % 52,12¢ $ 54,13t $ 35,37(
December 31, 2012 $ 34,11¢ $ 64,707 $ 61,45( % 37,37¢
December 31, 2011 $ 21,51 % 50,65¢ $ 38,05( $ 34,11¢

All other financial statement schedules are omittedause the information described therein is pplieable, not required or is furnished
in the financial statements or notes thereto.
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2.1(1)

2.2(18)

2.3(18)

3.1(2)

3.5(14)

10.1(3)

10.2(4)

10.27(5)

10.30(6)

10.31(6)

10.45(7)

10.46(8)

10.47(8)

10.48(8)

10.58(9)

10.63(9)

10.65(10)

10.66(11)

10.68(12)

10.69(12)

EXHIBIT INDEX

Description

Merger agreement entered into August 4, 1999, byaemong Cyprus Pharmaceutical Corporation, a Galdacorporation
(“Parent”), Cyprus Acquisition Corporation, a Dekaw corporation and a wholly owned subsidiary aERa and RiboGene,
Inc., a Delaware corporation.

License Agreement, dated June 11, 2013, by andeleetMovartis Pharma AG, Novartis AG, Questcor Phasuticals, Inc.,
and Akasia Limited.

Asset Purchase Agreement, dated June 11, 2013cdoetween Novartis Pharma AG, Novartis AG, Questco
Pharmaceuticals, Inc., and Akasia Limited.

Amended and Restated Articles of Incorporatiorhef Company.

Amended and Restated Bylaws of Questcor Pharmaedsitinc, dated as of October 20, 2009.

Forms of Incentive Stock Option and Non-statutoigc Option.

1992 Employee Stock Option Plan, as amended.**

2004 Non-Employee Directors' Equity Incentive Ptan.

Letter Agreement between the Company and Steve @€sted March 7, 2005.**

Letter Agreement between the Company and Steve @aed March 8, 2005.**

Amended and Restated 2006 Equity Incentive Awaath Pt

Form of Incentive Stock Option Agreement under2f@6 Equity Incentive Award Plan.

Form of Non-Qualified Stock Option Agreement untler 2006 Equity Incentive Award Plan.

Form of Restricted Stock Award Agreement under2D@6 Equity Incentive Award Plan.

Amended Change of Control Letter Agreement betwkerCompany and Stephen L. Cartt dated FebruarQQs;.**

Change of Control Letter Agreement between the Gom@and David J. Medeiros dated February 13, 2607.*

Form of Performance-Based Vesting Stock Option Agrent under the 2006 Equity Incentive Award Plan.

Severance Agreement between the Company and DaMiddkiros dated July 16, 2007.**

Form of Option Agreement under the 2004 Non-EmpgoRaectors’ Equity Incentive Plan for Director @Gpts.

Form of Option Agreement under the 2004 Non-EmpgoRaectors’ Equity Incentive Plan for CommitteetOps.
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10.70(6)

10.77(13)

10.78(13)

10.81(14)

10.82(14)

10.83(15)

10.86(16)

10.87(16)

10.89(17)

10.90(19)

21.1*

23.1*

31.1*

31.2*

32.1*

32.2*

101.INS***

101.SCH***

101.CAL***

101.DEF***

Amended and Restated 2003 Employee Stock Purchase*P

Amended and Restated Employment Agreement betviree@ampany and Don Bailey dated December 19, 26008.*

Form of 409A Letter Amendment to Officers’ SevemanC€hange in Control and Employment Agreements.**

Offer Letter, by and between Questcor Pharmacdstitrec. and Dr. David Young, Pharm.D., Ph.D., daBzxtober 15,
2009.**

Severance Agreement, by and between Questcor Pbauniieals, Inc. and Dr. David Young, Pharm.D., Rhdated
October 19, 2009.**

Supply Agreement, dated January 21, 2010, by atvéelem Questcor Pharmaceuticals, Inc. and Cangehaima, Inc.t

Offer Letter, dated January 3, 2011, by and betvi@esstcor Pharmaceuticals, Inc. and Michael Mutfoy.

Severance Agreement, dated January 3, 2011, bpetneen Questcor Pharmaceuticals, Inc. and Mida&by.**

Share Purchase Agreement, dated January 2, 20EBdogmong the Vendors, BioVectra Inc., Questcarihceuticals,
Inc., 101610 P.E.I. Inc., and Vendors' Represergati

Offer Letter, dated January 13, 2014, by and batvi@eestcor Pharmaceuticals, Inc. and Rajesh Asafpot

Subsidiaries of Registrant.

Consent of BDO USA, LLC, Independent RegisteredliP#iccounting Firm.

Certification of Chief Executive Officer PursuantRule 13a-14(a)/15d-14(a) of the Securities Exgkaict of 1934.

Certification of Chief Financial Officer PursuantRule 13a-14(a)/15d-14(a) of the Securities Exgkafct of 1934.

Certification of Chief Executive Officer PursuantRule 13a-14(b)/15d-14(b) of the Securities Exgjgafct of 1934 and 18
U.S.C. Section 1350. (3)

Certification of Chief Financial Officer PursuantRule 13a-14(b)/15d-14(b) of the Securities Exgeafct of 1934 and 18
U.S.C. Section 1350. (3)

XBRL Instance Document

XBRL Taxonomy Extension Schema Document

XBRL Taxonomy Extension Calculation Linkbase Docutne

XBRL Taxonomy Extension Definition Linkbase Docurhen
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101.LAB*** XBRL Taxonomy Extension Label Linkbase Document

101.PRE**  XBRL Taxonomy Extension Presentation Linkbase Doenim

*  Filed herewith.

**  This exhibit is identified as a management c¢ant or compensatory plan or arrangement pursodtém 15(a)(3) of Form 10-K.

XBRL information is furnished and not filed or arpaf a registration statement or prospectus fappses of section 11 or 12 of the
Securities and Exchange Act of 1933, as amendelemed not filed for purposes of section 18 of3beurities and Exchange Act of
*** 1934, as amended, and otherwise is not subjeitiity under these section.

Filed as an exhibit to the Company’s Annual Reparform 10-K for the fiscal year ended Decemberl399, filed on
(1) March 30, 2000, and incorporated herein by refexenc

Filed as an exhibit to the Company’s Current ReparEorm 8-K, filed on March 27, 2008, and incogted herein by
(2 reference.

Filed as an exhibit to the Company’s Registratitate&Snent on Form S-1, Registration No. 33-51684d,iacorporated herein
3) by reference.

Filed as an exhibit to the Company’s Proxy StatdrmerSchedule 14A, filed on March 28, 2002, anaiporated herein by
4) reference.

Filed as an exhibit to the Company's Proxy Stateérmerschedule 14A, filed on March 29, 2004, anaiporated herein by
(5) reference.

Filed as an exhibit to the Company’s Annual Reparform 10-K for the fiscal year ended Decembe2BD4, filed on
(6) March 31, 2005, and incorporated herein by refexenc

Filed as an exhibit to the Company's Quarterly Remo Form 10-Q, filed on July 29, 2011, and inaogied herein by
(7 reference.

(8) Filed as an exhibit to the Company’s Curreep&t on Form 8-K, filed on May 24, 2006, and inmmated herein by reference.

Filed as an exhibit to the Company’s Current ReparEorm 8-K, filed on February 15, 2007, and ipcoated herein by
9) reference.

(20) Filed as an exhibit to the Company’s CuriReport on Form 8-K, filed on July 3, 2007, and ipayated herein by reference.

(12) Filed as an exhibit to the Company’s CuriReport on Form 8-K, filed on July 20, 2007, ancomporated herein by reference.

Filed as an exhibit to the Company’s Current ReparForm 8-K, filed on January 4, 2008, and incoaped herein by
(12) reference.
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Filed as an exhibit to the Company’s Annual Reparform 10-K for the fiscal year ended December2BDg, filed on

(13) March 16, 2009, and incorporated herein by refexenc

Filed as an exhibit to the Company’s Current ReparEorm 8-K, filed on October 23, 2009, and incogted herein by
(14) reference.

Filed as an exhibit to the Company’s Annual Repororm 10-K for the year ended December 31, 2fi@d, on March 16,
(15) 2010, and incorporated herein by reference.

Filed as an exhibit to the Company’s Current ReparEorm 8-K, filed on January 10, 2011, and incoaed herein by
(16) reference.

Filed as an exhibit to the Company's Annual ReporForm 10-K for the year ended December 31, 2fi&#, on February
a7 27m 2013, and incorporated herein by reference.

Filed as an exhibit to the Company's Quarterly Remo Form 10-Q, filed on July 31, 2013, and inaogied herein by
(18) reference.

Filed as an exhibit to the Company's Current Repoftorm 8-K, filed on February 11, 2014, and ipavated herein by
(29) reference.
t The Company has requested confidential treatmihtrespect to portions of this exhibit.
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EXHIBIT 21.1

Questcor Pharmaceuticals, Inc.
List of Subsidiaries

1. BioVectra, Inc., a corporation governed by the l@fvBrince Edward Island, Cana
2. Questcor International Limited, an Irish privatailed compan:
3. Questcor Operations Limited, an Irish private leditompan



EXHIBIT 23.1
CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

Questcor Pharmaceuticals, Inc.
Anaheim, California

We consent to the incorporation by reference inRbgistration Statements on Form S-3 (Nos. 333-134833-114166, 333-102988, 333-
85160, 333-61866, 333-25661, 333-32159, 333-23883,;17501, 333-03507, and 333-107755) and the Ratiis1 Statements on Form S-8
(Nos. 333-116624, 333-30558, 333-46990, 333-81233,105694, 333-105693, 333-134878, 333-151395388e175972), pertaining to the
1992 Stock Option Plan, the 1993 NBmployee Directors' Equity Incentive Plan, the 2@dployee Stock Purchase Plan, the 2003 Empl
Stock Purchase Plan, the 2004 Non-Employee Dirgdimuity Incentive Plan and the 2006 Equity Incenfward Plan of Questcor
Pharmaceuticals, Inc. of our reports dated FebrRéyp014, related to the consolidated financeteshents and schedule of Questcor
Pharmaceuticals, Inc. and the effectiveness ofriatecontrol over financial reporting of QuestcdraPmaceuticals, Inc. included in this Annual
Report on this Form 10-K for the year ended Decearhe2013.

/s/ BDO USA, LLP
Costa Mesa, California
February 26, 2014



EXHIBIT 31.1

CERTIFICATION
[, Don M. Bailey, certify that:
1. | have reviewed this Annual Report on Form 16fkQuestcor Pharmaceuticals, Inc.;

2. Based on my knowledge, this report does notador@ny untrue statement of a material fact or dn#ttate a material fact necessary to mak
the statements made, in light of the circumstanoger which such statements were made, not misigadih respect to the period covered by
this report;

3. Based on my knowledge, the financial statememis,other financial information included in théport, fairly present in all material respects
the financial condition, results of operations aadh flows of the registrant as of, and for, theégos presented in this report;

4. The registrans other certifying officer and | are responsibledstablishing and maintaining disclosure contanld procedures (as define:
Exchange Act Rules 13a-15(e) and 15d-15(e)) ardriat control over financial reporting (as definedExchange Act Rules 13a-15(f) and
15d-15(f)) for the registrant and have:

(a) Designed such disclosure controls and procedorecaused such disclosure controls and procsdorge designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgubsidiaries, is made known to us by others
within those entities, particularly during the metiin which this report is being prepared;

(b) Designed such internal control over financégdarting, or caused such internal control overrfaial reporting to be designed under
our supervision, to provide reasonable assuramgading the reliability of financial reporting atite preparation of financial statements for
external purposes in accordance with generally@edeaccounting principles;

(c) Evaluated the effectiveness of the registragisslosure controls and procedures and presenteusi report our conclusions about the
effectiveness of the disclosure controls and proees] as of the end of the period covered by #psit based on such evaluation; and

(d) Disclosed in this report any change in thegegnt's internal control over financial reportitiat occurred during the registramthos
recent fiscal quarter (the registrant’s fourthdisguarter in the case of an annual report) thathaterially affected, or is reasonably likely to
materially affect, the registrant’s internal comweer financial reporting; and

5. The registrant’s other certifying officer(s) anltlve disclosed, based on our most recent evatuat internal 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 weakses in the design or operation of internal céoirer financial reporting which are
reasonably likely to adversely affect the regisfeaability to record, process, summarize and refioancial information; and

(b) Any fraud, whether or not material, that invedvmanagement or other employees who have a sigmiifiole in the registrant’s
internal control over financial reporting.

Date: February 26, 2014

/s/ DON M. BAILEY

Don M. Bailey,
President and Chief Executive Officer




EXHIBIT 31.2

CERTIFICATION
I, Rajesh Asarpota, certify that:
1. | have reviewed this Annual Report on Form 16fkQuestcor Pharmaceuticals, Inc.;

2. Based on my knowledge, this report does notador@ny untrue statement of a material fact or dn#ttate a material fact necessary to mak
the statements made, in light of the circumstanoger which such statements were made, not misigadih respect to the period covered by
this report;

3. Based on my knowledge, the financial statememis,other financial information included in théport, fairly present in all material respects
the financial condition, results of operations aadh flows of the registrant as of, and for, theégos presented in this report;

4. The registrans other certifying officer and | are responsibledstablishing and maintaining disclosure contanld procedures (as define:
Exchange Act Rules 13a-15(e) and 15d-15(e)) ardriat control over financial reporting (as definedExchange Act Rules 13a-15(f) and
15d-15(f)) for the registrant and have:

(a) Designed such disclosure controls and procedorecaused such disclosure controls and procsdorge designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgubsidiaries, is made known to us by others
within those entities, particularly during the metiin which this report is being prepared;

(b) Designed such internal control over financégdarting, or caused such internal control overrfaial reporting to be designed under
our supervision, to provide reasonable assuramgading the reliability of financial reporting atite preparation of financial statements for
external purposes in accordance with generally@edeaccounting principles;

(c) Evaluated the effectiveness of the registragisslosure controls and procedures and presenteusi report our conclusions about the
effectiveness of the disclosure controls and proees] as of the end of the period covered by #psit based on such evaluation; and

(d) Disclosed in this report any change in thegegnt's internal control over financial reportitiat occurred during the registramthos
recent fiscal quarter (the registrant’s fourthdisguarter in the case of an annual report) thathaterially affected, or is reasonably likely to
materially affect, the registrant’s internal comweer financial reporting; and

5. The registrant’s other certifying officer(s) anltlve disclosed, based on our most recent evatuat internal 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 weakses in the design or operation of internal céoirer financial reporting which are
reasonably likely to adversely affect the regisfeaability to record, process, summarize and refioancial information; and

(b) Any fraud, whether or not material, that invedvmanagement or other employees who have a sigmiifiole in the registrant’s
internal control over financial reporting.

Date: February 26, 2014

/sl RAJESH ASARPOTA

Rajesh Asarpota,
Senior Vice President, Chief Financial Officer (Ripal Financial and Accounting Officer)




EXHIBIT 32.1
CERTIFICATION 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 Annual Report on Form 10{fiQuestcor Pharmaceuticals, Inc. (the “Companyf)tiie period ended
December 31, 2013 (the “Report”), I, Don M. Bail&yesident and Chief Executive Officer of the Compaertify, pursuant to 18 U.S.C. §
1350, as adopted pursuant to Section 906 of theaBas-Oxley Act of 2002, that:

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

(2) The information contained in the Report faplgsents, in all material respects, the finanaaldition and results of operations of the
Company.

Dated: February 26, 2014

/sl DON M. BAILEY

Don M. Bailey,
President and Chief Executive Offic




EXHIBIT 32.2
CERTIFICATION 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 Annual Report on Form 10{fiQuestcor Pharmaceuticals, Inc. (the “Companyf)tiie period ended
December 31, 2013 (the “Report”), | Rajesh AsarpStmior Vice President, Chief Financial Officegrtify, pursuant to 18 U.S.C. § 1350, as
adopted pursuant to Section 906 of the Sarbanesy@dt of 2002, that:

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

(2) The information contained in the Report faplgsents, in all material respects, the finanaaldition and results of operations of the
Company.

Dated: February 26, 2014

/sl RAJESH ASARPOT/

Rajesh Asarpoti
Senior Vice President, Chief Financial Officer (Ripal Financial and Accounting Office




