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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

WASHINGTON, DC 20549

FORM 10-Q

x QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934
FOR THE QUARTERLY PERIOD ENDED JUNE 30, 2009

or

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

ACT OF 1934
FOR THE TRANSITION PERIOD FROM TO

Commission File Number: 1-33428

Pharmasset, Inc.

(Exact name of registrant as specified in its charter)
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DELAWARE 98-0406340
(State or other jurisdiction (IRS Employer
of incorporation or organization) Identification No.)

303-A College Road East

Princeton, New Jersey 08540
(Address of registrant s principal executive offices) (Zip Code)
(609) 613-4100

(Telephone number, including area code)
N/A

(Former Name, Former Address and Former Fiscal Year, if Changed Since Last Report)

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

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

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

Large accelerated filer ~ Accelerated filer X
Non-accelerated filer Smaller reporting company
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act). ~ Yes No x

The number of shares of the registrant s common stock, $0.001 par value, outstanding as of July 31, 2009 was 28,150,807.
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FORWARD-LOOKING STATEMENTS

This Quarterly Report on Form 10-Q contains forward-looking statements. The forward-looking statements are principally contained in the

section entitled Management s Discussion and Analysis of Financial Condition and Results of Operations. These statements involve known and

unknown risks, uncertainties, and other factors that may cause our actual results, performance or achievements to be materially different from

any future results, performance, or achievements expressed or implied by the forward-looking statements. For this purpose, any statement that is

not a statement of historical fact should be considered a forward-looking statement. We may, in some cases, use words such as project,  believe,
anticipate, plan, expect, estimate, intend, potential, or other words that convey uncertainty of future events or outcomes to identify these

forward-looking statements. These forward-looking statements include statements about the following:

our product development efforts, primarily with respect to the preclinical and clinical trial results and regulatory
approval of RG7128 (formerly R7128), PSI-7851 and PSI-938 for the treatment of hepatitis C virus ( HCV ), and,
secondarily, the development of Racivir™ for the treatment of human immunodeficiency virus ( HIV ) for use in
combination with other approved HIV drugs;

the termination of the clevudine registration studies;

the initiation, termination, completion, or success of preclinical studies and clinical trials;

clinical trial initiation and completion dates, anticipated regulatory filing dates, and regulatory approval for our product candidates;

the commercialization of our product candidates;

our collaboration agreement with F. Hoffmann-La Roche Ltd and Hoffmann-La Roche Inc. (collectively, Roche ), including potential
milestone and royalty payments thereunder;

our intentions regarding the establishment of collaborations or the licensing of product candidates or intellectual property;

the scope and enforceability of the Company s intellectual property rights, including claims that the Company may
infringe third party intellectual property rights or be otherwise required to pay license fees under such third party rights;

our intentions to expand our capabilities and hire additional employees;

anticipated operating losses, future revenues, research and development expenses, and the need for additional financing; and

our financial performance.
Forward-looking statements reflect our current views with respect to future events and are subject to risks and uncertainties. We discuss many of
the risks and uncertainties associated with our business in greater detail in our Annual Report on Form 10-K for the fiscal year ended
September 30, 2008 under the heading Risk Factors. Given these risks and uncertainties, you should not place undue reliance on these
forward-looking statements. All forward-looking statements represent our estimates and assumptions only as of the date of this Quarterly Report
on Form 10-Q.
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You should read this Quarterly Report on Form 10-Q and the documents that we reference in it completely and with the understanding that our
actual future results may be materially different from what we expect. You should assume that the information appearing in this Quarterly
Report on Form 10-Q is accurate as of the date on the front cover of this Quarterly Report on Form 10-Q only. Our business, financial condition,
results of operations, and prospects may change. We may not update these forward-looking statements, even though our situation may change in
the future, unless we have obligations under the federal securities laws to update and disclose material developments related to previously
disclosed information. The forward-looking statements contained in this Quarterly Report on Form 10-Q are subject to the safe-harbor protection
provided by the Private Securities Litigation Reform Act of 1995 and Section 21E of the Securities Exchange Act of 1934, as amended

( Exchange Act ).
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PART 1. FINANCIAL INFORMATION

ITEM 1. FINANCIAL STATEMENTS
PHARMASSET, INC.

CONDENSED BALANCE SHEETS

ASSETS

CURRENT ASSETS:

Cash and cash equivalents

Short-term investments

Amounts due from collaboration partner
Prepaid expenses and other assets

Total current assets

EQUIPMENT AND LEASEHOLD IMPROVEMENTS:
Laboratory, office furniture and equipment
Leasehold improvements

Less accumulated depreciation and amortization

Total equipment and leasehold improvements, net
OTHER ASSETS

TOTAL

LIABILITIES AND STOCKHOLDERS EQUITY
CURRENT LIABILITIES:

Current portion of long-term debt

Current portion of capital lease obligation

Accounts payable

Accrued expenses

Deferred rent

Deferred revenue

Total current liabilities

DEFERRED RENT
DEFERRED REVENUE
LONG-TERM DEBT, net

Total liabilities

Table of Contents

As of

June 30,
2009
(unaudited)

$ 72,656,823

594,403
2,395,142

75,646,368

3,563,147
1,836,553

5,399,700
(3,172,216)

2,227,484
186,463

$ 78,060,315

$ 7,011,558
2,188,714
7,978,083

111,164
1,857,136

19,146,655

2,476,091
14,277,488

35,900,234

As of
September 30,
2008

$ 63,073,103

497,310
1,169,690
1,008,083

65,748,186

3,362,846
1,836,553

5,199,399
(2,432,325)

2,767,074
466,809

$ 68,982,069

$ 2,651,592

41,641
2,466,052
6,182,417

124,463
1,857,136

13,323,301

79,793
3,868,965
16,522,665

33,794,724
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COMMITMENTS AND CONTINGENCIES

STOCKHOLDERS EQUITY
Common Stock, $0.001 par value, 100,000,000 shares authorized, 28,139,902 and 23,340,498

shares issued and outstanding at June 30, 2009 (unaudited) and September 30, 2008, respectively 28,140 23,340

Warrants to purchase 127,248 and 116,183 shares of common stock for $12.05 per share, as of

June 30, 2009, (unaudited) and September 30, 2008, respectively 1,229,767 1,140,114

Additional paid-in capital 193,390,835 145,818,439

Accumulated other comprehensive (loss) income (2,604)
Accumulated deficit (152,488,661) (111,791,944)
Total stockholders equity 42,160,081 35,187,345

TOTAL $ 78,060,315 $ 68,982,069

See notes to financial statements.
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PHARMASSET, INC.

CONDENSED STATEMENTS OF OPERATIONS AND COMPREHENSIVE NET LOSS

REVENUES

COSTS AND EXPENSES:
Research and development
General and administrative

Total costs and expenses

OPERATING LOSS

INVESTMENT INCOME
INTEREST EXPENSE

LOSS BEFORE INCOME TAXES
PROVISION FOR INCOME TAXES

NET LOSS

COMPREHENSIVE NET LOSS:

NET LOSS

UNREALIZED GAIN (LOSS) ON AVAILABLE-FOR-SALE
INVESTMENTS

COMPREHENSIVE NET LOSS

NET LOSS PER SHARE
BASIC
DILUTED

WEIGHTED AVERAGE SHARES OUTSTANDING:
BASIC

DILUTED

See notes to financial statements.
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(UNAUDITED)

Three Months Ended
June 30,
2009 2008
$ 10,501,191 $ 464,291
13,676,701 11,499,843
2,995,566 3,473,635
16,672,267 14,973,478
(6,171,076) (14,509,187)
37,729 216,287
(815,764) (735,543)
(6,949,111) (15,028,443)

$ (6,949,111)

$ (6,949,111)

$ (6,949,111)

$ (0.25)
$ (0.25)

28,121,400
28,121,400

$ (15,028.,443)

$ (15,028,443)

12,503

$ (15,015,940)

$ (0.69)
$ (0.69)

21,635,205
21,635,205

Nine Months Ended
June 30,
2009 2008
$ 12,868,162 $ 1,392,874
41,393,878 31,040,683
9,958,441 9,902,453
51,352,319 40,943,136

(38,484,157)

204,938
(2,417,498)

(40,696,717)

$ (40,696,717)

$ (40,696,717)

$ (40,696,717)

$ (1.57)
$ (1.57)

25,907,063
25,907,063

(39,550,262)

1,697,737
(1,484,880)

(39,337,405)

$(39,337,405)

$(39,337,405)

(17,069)

$(39,354,474)

$ (1.84)
$ (1.84)

21,425,577
21,425,577
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PHARMASSET, INC.

CONDENSED STATEMENTS OF CASH FLOWS

(UNAUDITED)
Nine Months Ended
June 30,
2009 2008
CASH FLOWS FROM OPERATING ACTIVITIES:
Net loss $ (40,696,717) $(39,337,405)
Adjustments to reconcile net loss to net cash used in operating activities:
Depreciation 739,891 748,418
Non-cash stock compensation 3,570,531 2,398,198
Non-cash interest expense 414,607 273,701
Changes in operating assets and liabilities:
Amounts due from collaboration partner, prepaid expenses and other assets (608,567) (1,081,949)
Accounts payable (277,338) (1,967,301)
Accrued expenses 1,795,666 1,192,474
Deferred rent (93,092) (93,092)
Deferred revenue (1,392,874) (1,392,874)
Net cash used in operating activities (36,547,893) (39,259,830)
CASH FLOWS FROM INVESTING ACTIVITIES:
Maturity of short-term investments 500,000 250,000
Purchase of equipment and leasehold improvements (200,301) (7717,376)
Net cash (used in) provided by investing activities 299,699 (527,376)
CASH FLOWS FROM FINANCING ACTIVITIES:
Borrowings of long-term debt 3,333,333 20,000,000
Proceeds from exercise of stock options 581,922 2,208,872
Principal payments on long-term debt (1,466,443)
Principal payments on capital lease obligations (41,641) (118,523)
Proceeds from issuance of common stock, net of issuance costs of $2,092,196 43,424,743
Net cash provided by financing activities 45,831,914 22,090,349
NET INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS 9,583,720 (17,696,857)
CASH AND CASH EQUIVALENTS Beginning of period 63,073,103 68,745,694
CASH AND CASH EQUIVALENTS End of period $ 72,656,823 $ 51,048,837
SUPPLEMENTAL DISCLOSURES:
Cash paid during the period for:
Interest $ 2,002,891 $ 1,211,179
Noncash transactions:
Unrealized (loss) gain on available-for-sale investments $ $ (17,069)
Warrants granted in connection with debt financing $ 89,653 $ 613,394
See notes to financial statements.
Table of Contents
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Pharmasset, Inc.
Notes to Financial Statements (Unaudited)
1. DESCRIPTION OF BUSINESS AND BASIS OF PRESENTATION

Description of Business - Pharmasset, Inc. ( Pharmasset or the Company ) is a clinical-stage pharmaceutical company committed to discovering,
developing, and commercializing novel drugs to treat viral infections. The Company s primary focus is on the discovery and development of
nucleoside/tide analogs as oral therapeutics for the treatment of hepatitis C virus ( HCV ) and, secondarily, on the development of RaciWrfor

the treatment of human immunodeficiency virus ( HIV ). The Company currently has three clinical-stage product candidates: RG7128 (formerly
R7128), for the treatment of HCV, which is in a Phase 2b clinical trial through a collaboration with F. Hoffmann-La Roche Ltd and Hoffmann-

La Roche Inc. (collectively, Roche ); PSI-7851, the Company s next generation HCV product candidate, which is in a Phase 1 clinical trial; and
Racivir, which is being developed for the treatment of HIV in combination with other approved HIV drugs and has completed a Phase 2 clinical
trial. In addition, the Company recently nominated PSI-352938 (' PSI-938 ) as a development candidate for the treatment of HCV and has begun
studies required for the submission of an Investigational New Drug ( IND ) application with the FDA or equivalent regulatory application. The
Company is also continuing to research nucleoside/tide analogs (both pyrimidines and purines) with the intention of identifying product
candidates that can potentially be used in combination with the Company s current nucleosides/tides, RG7128 or PSI-7851, or in combination
with other classes of direct acting antivirals for the treatment of HCV. On April 20, 2009, the Company voluntarily terminated its Phase 3
registration studies of clevudine for the treatment of chronic hepatitis B infection after becoming aware of a number of spontaneous Serious
Adverse Event reports and Events of Special Interest in patients in South Korea, where clevudine is marketed by Bukwang Pharm. Co. Ltd.

( Bukwang ) under the trade name Levovir, and in Hong Kong, where clinical studies were being conducted under the sponsorship of Bukwang.

The Company s research and development focuses on nucleoside/tide analogs, a class of compounds which act as alternative substrates for the
viral polymerase, thus inhibiting viral replication. The Company is applying its expertise in nucleoside/tide chemistry to the discovery and
development of additional antiviral therapeutics for HCV. The Company is subject to risks common to companies in the pharmaceutical industry
including, but not limited to, risks and uncertainties relating to product development, protection of proprietary intellectual property, compliance
with government regulations, dependence on key personnel, the need to obtain additional financing, uncertainty of market acceptance of
products, healthcare reform and related regulatory or healthcare industry developments in the United States and elsewhere, and product liability.
(See Part 11, Item 1A.  Risk Factors for additional information.)

Basis of Presentation - The accompanying unaudited condensed financial statements have been prepared in accordance with accounting

principles generally accepted in the United States of America for interim financial information and with the instructions to Form 10-Q and

Rule 10-01 of Regulation S-X. Accordingly, they do not contain all of the information and footnotes required for complete financial statements.

In the opinion of management, the accompanying unaudited condensed financial statements reflect all adjustments, which include normal

recurring adjustments, necessary to present fairly the Company s interim financial information. The accompanying unaudited condensed financial
statements and notes to the condensed financial statements should be read in conjunction with the audited financial statements for the fiscal year
ended September 30, 2008 included in the Company s Annual Report on Form 10-K filed with the Securities and Exchange Commission ( SEC )
on December 11, 2008.

Management has evaluated subsequent events for disclosure or recognition in the accompanying unaudited condensed financial statements up to
the filing of this Form 10-Q with the SEC on August 10, 2009.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Use of Estimates - The preparation of the Company s financial statements in conformity with accounting principles generally accepted in the
United States of America requires management to make estimates and assumptions that affect the reported amounts of assets and liabilities, the
disclosure of contingent assets and liabilities at the date of the financial statements, and the reported amounts of revenues and expenses during
the reporting period. Actual results could differ from those estimates.

Cash and Cash Equivalents - Cash and cash equivalents represent cash and highly liquid investments purchased within three months of the
maturity date and consist primarily of mutual and money market funds.

Investments - The Company invests available cash primarily in mutual and money market funds, bank certificates of deposit and
investment-grade commercial paper, corporate notes, and government securities. All investments are classified as

Table of Contents 11



Table of Contents

Edgar Filing: Pharmasset Inc - Form 10-Q

7

12



Edgar Filing: Pharmasset Inc - Form 10-Q

Table of Conten

available-for-sale and are carried at fair market value with unrealized gains and losses recorded in accumulated other comprehensive (loss)
income. For purpose of determining realized gains and losses, the cost of securities sold is based on specific identification.

Deferred Offering Costs - Costs incurred in connection with an equity offering are deferred and, upon completion of the equity offering, are
applied against the proceeds from the offering.

Deferred Financing Costs - Costs incurred in connection with debt offerings are deferred (and included in prepaid expenses and other current
assets and other long-term assets on the balance sheet) and amortized as interest expense over the term of the related debt using the effective
interest method. The amortization expense is included in interest expense in the statements of operations and comprehensive net (loss) income.

Equipment and Leasehold Improvements - Equipment and leasehold improvements are recorded at cost and are depreciated using the

straight-line method over the following estimated useful lives of the assets: computer equipment three years; laboratory and office

equipment seven years; and leasehold improvements the lesser of the estimated life of the asset and the lease term. Expenditures for maintenance
and repairs are expensed as incurred. Capital expenditures which improve and extend the life of the related assets are capitalized.

Intangible Assets - Intangible assets are recorded at cost and are amortized on a straight-line basis over the estimated useful life. The estimated
useful life is determined based on the consideration of several factors including the nature of the asset, its expected use, length of related
agreements and the period over which benefits are expected to be received from the use of the asset.

Impairment of Long-Lived Assets - The Company continually evaluates whether events or circumstances have occurred that indicate that the
estimated remaining useful lives of long-lived assets may require revision or that the carrying value of these assets may be impaired. To
determine whether assets have been impaired, the estimated undiscounted future cash flows for the estimated remaining useful life of the
respective assets are compared to the carrying value. To the extent that the undiscounted future cash flows are less than the carrying value, a new
fair value of the asset is required to be determined. If such fair value is less than the current carrying value, the asset is written down to its
estimated fair value.

Fair Value of Financial Instruments - On October 1, 2008, the Company adopted Statement of Financial Accounting Standards ( SFAS )

No. 157, Fair Value Measurements ( SFAS 157 ). SFAS 157 defines and establishes a framework for measuring fair value and expands
disclosures about fair value instruments. In accordance with SFAS 157, the Company has categorized its financial assets, based on the priority of
the inputs to the valuation technique, into a three-level fair value hierarchy as set forth below. The Company does not have any financial
liabilities that are required to be measured at fair value on a recurring basis. If the inputs used to measure the financial instruments fall within
different levels of the hierarchy, the categorization is based on the lowest level input that is significant to the fair value measurement of the
instrument.

Financial assets recorded on the balance sheets are categorized based on the inputs to the valuation techniques as follows:

Level 1 Financial assets whose values are based on unadjusted quoted prices for identical assets or liabilities in an active market
which the company has the ability to access at the measurement date (examples include active exchange-traded equity securities and
most U.S. Government and agency securities).

Level 2 Financial assets whose value are based on quoted market prices in markets where trading occurs infrequently or whose
values are based on quoted prices of instruments with similar attributes in active markets.

Level 3 Financial assets whose values are based on prices or valuation techniques that require inputs that are both unobservable and
significant to the overall fair value measurement. These inputs reflect management s own assumptions about the assumptions a
market participant would use in pricing the asset.

As of June 30, 2009, the Company did not have any Level 2 or 3 financial assets and the Company s Level 1 financial assets were as follows:
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Money Market Funds
Mutual Funds (invested in short-term U.S. Treasury Obligations)

Total
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Level 1
(in thousands)
$ 30,986
41,671

$ 72,657
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Concentrations of Credit Risk, Suppliers and Revenues - The Company s financial instruments that potentially subject it to concentrations of
credit risk are cash and cash equivalents. The Company invests cash that is not currently being used in operations in accordance with its
investment policy. The policy allows for the purchase of low-risk, investment grade debt securities issued by the United States government and
highly-rated banks and corporations, subject to certain concentration limits. The policy allows for maturities that are not longer than two years
for individual securities and an average of one year for the portfolio as a whole.

The Company relies on certain materials used in its development process, some of which are procured from a single source. The failure of a
supplier, including a subcontractor, to deliver on schedule could delay or interrupt the development process and thereby adversely affect the
Company s operating results.

For the three and nine months ended June 30, 2009 and 2008, the Company derived all of its revenues from one customer (see Note 4).

Revenue Recognition - The Company recognizes revenues in accordance with Staff Accounting Bulletin ( SAB ) No. 104, Revenue Recognition

( SAB 104 ). SAB No. 104 requires that four basic criteria be met before revenue can be recognized: persuasive evidence of an arrangement
exists; delivery has occurred or services have been rendered; the fee is fixed or determinable; and collectability is reasonably assured. For
agreements containing multiple elements, the Company follows the guidance in the Financial Accounting Standards Board s ( FASB ) Emerging
Issue Task Force ( EITF ) Issue No. 00-21, Accounting for Revenue Arrangements with Multiple Deliverables ( EITF No. 00-21 ). In accordance
with SAB No. 104 and EITF No. 00-21, the elements are divided into separate units of accounting if certain criteria are met, including whether

the delivered element has stand-alone value to the collaborator and whether there is objective and reliable evidence of the fair value of the
undelivered obligation(s). The consideration received is allocated among the separate units either on the basis of each unit's fair value or using

the residual method and the applicable revenue recognition criteria is applied to each of the separate units.

The Company s revenues are primarily related to its collaboration agreement with Roche. This agreement provides for various types of payments
to the Company, including non-refundable upfront license fees, research and/or development payments, and milestone payments.

Where the Company has continuing performance obligations under the terms of a collaborative arrangement, non-refundable upfront license
payments received upon contract signing are recorded as deferred revenue and recognized as revenues as the related activities are performed.
The period over which these activities are to be performed is based upon management s estimate of the development period. Changes in
management s estimate could change the period over which revenues are recognized. Research and/or development payments are recognized as
revenues as the related research and/or development activities are performed and when the Company has no continuing performance obligations
related to the research and development payment received.

The Company recognizes revenues from milestone payments when earned, provided that (i) the milestone event is substantive and its
achievability was not reasonably assured at the inception of the agreement and (ii) the Company does not have ongoing performance obligations
related to the achievement of the milestone earned. Milestone payments are considered substantive if all of the following conditions are met: the
milestone payment is non-refundable; achievement of the milestone was not reasonably assured at the inception of the arrangement; substantive
effort is involved to achieve the milestone; and the amount of the milestone appears reasonable in relation to the effort expended, the other
milestones in the arrangement, and the related risk associated with the achievement of the milestone. Any amounts received under the
agreements in advance of performance, if deemed substantive, are recorded as deferred revenue and recognized as revenues as the Company
completes its performance obligations.

Where the Company has no continuing involvement under a collaborative arrangement, the Company records nonrefundable license fee
revenues when the Company has the contractual right to receive the payment, in accordance with the terms of the license agreement, and records
milestones upon appropriate notification to the Company of achievement of the milestones by the collaborative partner.
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Deferred revenue associated with a non-refundable payment received under a collaborative agreement that is terminated prior to its completion
results in an immediate recognition of the deferred revenue.

Research and Development Expenses - Research and development expenses consist primarily of salaries and related personnel expenses, fees
paid to external service providers, costs of preclinical studies and clinical trials, drug and laboratory supplies, costs for facilities and equipment
and the cost of intangibles that are purchased from others for use in research and development activities, such as in-licensed product candidates,
that have no alternative future uses. Research and development expenses are included in operating expenses when incurred. Reimbursements
received from the Company s collaborators for third-party research and development expenses incurred by the Company on their behalf are
recorded as a contra-expense. Amounts due from collaborators for reimbursement of research and development expenses are recorded on the
balance sheets as  Amounts due from collaboration partner.

In accordance with EITF No. 07-3, Accounting for Nonrefundable Advance Payments for Goods or Services Received for Use in Future
Research and Development Activities ( EITF 07-3 ), nonrefundable advance payments for goods or services that will be used or rendered for
future research and development activities are deferred and capitalized. Such amounts are then recognized as an expense as the related goods are
delivered or the services are performed, or when the goods or services are no longer expected to be provided.

Stock-Based Compensation - The Company accounts for share-based payment(s) in accordance with SFAS No. 123R, Share-Based Payment

( SFAS 123R ). SFAS 123R requires companies to recognize stock compensation expense for awards of equity instruments to employees based
on grant-date fair value of those awards (with limited exceptions). The Company adopted SFAS 123R on October 1, 2006, using the modified
prospective method, which results in recognition of compensation expense for all share-based awards granted or modified after October 1, 2006
as well as all unvested awards outstanding at the date of adoption. Stock options granted to consultants are periodically valued as they vest in
accordance with EITF 96-18, Accounting for Equity Instruments That Are Issued to Other Than Employees for Acquiring, or in Conjunction with
Selling, Goods or Services, using a Black-Scholes option pricing model.

Stock-based compensation expense is included in both research and development expenses and in general and administrative expenses in the
statements of operations and comprehensive net (loss) income. Since the Company s stock was not publicly traded prior to April 27, 2007, the
expected volatility was calculated for each date of grant prior to having a publicly traded stock based on the peer method. The Company
identified companies that trade publicly within the pharmaceutical industry that have similar SIC codes, employee count and revenues. The
Company had chosen the weekly high price volatility for these companies for a period of five years. Effective October 1, 2006 the Company has
used the weekly high price for these companies for a period of six years to coordinate with the expected term calculated pursuant to SAB

No. 107 ( SAB 107 ), relating to share-based payment, issued by the SEC.

Comprehensive Net Income (Loss) - Components of comprehensive income (loss) include net income (loss) and unrealized gain (loss) on
available-for-sale securities, net of tax. Comprehensive income (loss) is presented in the statements of operations and comprehensive net income
(loss).

Net Income (Loss) Per Common Share - Basic net income (loss) per common share is calculated by dividing net income (loss) by the weighted
average number of common shares outstanding during the period. Diluted net income (loss) per common share is calculated by dividing net
income (loss) by the weighted average number of common shares and other dilutive securities outstanding during the period. Dilutive potential
common shares resulting from the assumed exercise of outstanding stock options and warrants are determined based on the treasury stock
method.

The following table provides each of the inputs to the calculations of basic and diluted net loss per share for the three and nine months ended
June 30, 2009 and 2008.

10
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Three Months Ended Nine Months Ended
June 30, June 30,
2009 2008 2009 2008
(In thousands, except per share amounts)

Numerator:
Net loss $ (6,949) $(15,028) $(40,697) $(39,337)
Denominator:
Weighted average common shares outstanding used in calculation of basic net loss per
share 28,121 21,635 25,907 21,426

Effect of dilutive securities:
Common stock options
Common stock warrants

Weighted average common shares outstanding used in calculation of diluted net loss per
share 28,121 21,635 25,907 21,426

Net loss per share:
Basic $ (025 $ (069 $ 157 $ (1.84)

Diluted $ (025 $ (069 $ (1.57) $ (1.84)

The following table summarizes the securities outstanding as of the dates shown with the potential to become common stock that have been
excluded from the computation of diluted net loss per share, as their effect would have been anti-dilutive.

Three and Nine Months Ended

June 30,
2009 2008
(In thousands)
Common stock warrants 127 116
Options to purchase common stock 2,689 2,366
Total 2,816 2,482

Segment Reporting - Operating segments are identified as components of an enterprise about which separate discrete financial information is
available for evaluation by the chief operating decision-maker, or decision-making group, in making decisions regarding resource allocation and
assessing performance. The Company, which uses financial information in determining how to allocate resources and assess performance, has
determined that it operates in one segment that focuses on developing nucleoside/tide analog drugs for the treatment of viral infections.

Income Taxes - The Company accounts for income taxes under the asset and liability method. The Company provides deferred tax assets and
liabilities for the expected future tax consequences of temporary differences between the Company s financial statement carrying amounts and
the tax bases of assets and liabilities using enacted tax rates expected to be in effect in the years in which the differences are expected to reverse.
A valuation allowance is provided to reduce the deferred tax assets to the amount that is expected to be realized.

On October 1, 2007, the Company adopted FASB Interpretation No. 48 ( FIN 48 ). FIN 48 prescribes a comprehensive model for how a company
should recognize, measure, present, and disclose in its financial statements uncertain tax positions that the company has taken or expects to take

on a tax return (including a decision whether to file or not to file a return in a particular jurisdiction). Under FIN 48, the financial statements

reflect expected future tax consequences of such positions presuming the taxing authorities full knowledge of the position and all relevant facts.
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Recently Adopted Accounting Pronouncements

In May 2009, the FASB issued Statement of Financial Accounting Standards No. 165, Subsequent Events ( Statement 165 ). Statement 165
incorporates the accounting and disclosure requirements for subsequent events into U.S. generally accepted accounting principles. Statement 165
also introduces new terminology, defines a date through which management must evaluate subsequent events, and lists the circumstances under
which an entity must recognize and disclose events or transactions occurring after the balance-sheet date. The Company adopted Statement 165
as of June 30, 2009, which was the required effective date, and its adoption did not affect the Company s financial statements, other than the
disclosures required by it, which can be found in Note 1 ~ Description of Business and Basis of Presentation.

Recently Issued Accounting Pronouncements

In December 2007, the EITF reached a consensus on Issue No. 07-1, Accounting for Collaborative Arrangements ( EITF 07-1 ). The EITF
concluded on the definition of a collaborative arrangement and that revenues and costs incurred with third parties in connection with
collaborative arrangements would be presented gross or net based on the criteria in EITF 99-19 and other accounting literature. Based on the
nature of the arrangement, payments to or from collaborators would be evaluated and the terms, the nature of the entity s business, and whether
those payments are within the scope of other accounting literature would be presented. Companies are also required to disclose the nature and
purpose of collaborative arrangements along with the accounting policies and the classification and amounts of significant financial statement
amounts related to the arrangements. Activities in the arrangement conducted in a separate legal entity should be accounted for under other
accounting literature, however required disclosure under EITF 07-1 applies to the entire collaborative agreement. EITF 07-1 is effective for
financial statements issued for fiscal years beginning after December 15, 2008 and interim periods within those fiscal years, and is to be applied
retrospectively to all periods presented for all collaborative arrangements existing as of the effective date. The adoption of EITF 07-1 is not
expected to have a material impact on the Company.

In December 2007, the FASB issued SFAS No. 141R, Business Combinations, ( SFAS 141R ), which changes the accounting for business
acquisitions. SFAS 141R requires the acquiring entity in a business combination to recognize all (and only) the assets acquired and liabilities
assumed in the transaction and establishes the acquisition-date fair value as the measurement objective for all assets acquired and liabilities
assumed in a business combination. Certain provisions of this standard will, among other things, impact the determination of acquisition-date
fair value of consideration paid in a business combination (including contingent consideration); exclude transaction costs from acquisition
accounting; and change accounting practices for acquired contingencies, acquisition-related restructuring costs, in-process research and
development, indemnification assets, and tax benefits. SFAS 141R is effective for financial statements issued for fiscal years beginning after
December 15, 2008. The adoption of SFAS 141R is not expected to have a material impact on the Company.

In December 2007, the FASB issued SFAS No. 160, Noncontrolling Interests in Consolidated Financial Statements, an amendment of ARB

No. 51 ( SFAS 160 ), which establishes new standards governing the accounting for and reporting of noncontrolling interests ( NCIs ) in partially
owned consolidated subsidiaries and the loss of control of subsidiaries. Certain provisions of this standard indicate, among other things, that

NCls (previously referred to as minority interests) be treated as a separate component of equity, not as a liability; that increases and decrease in

the parent s ownership interest that leave control intact be treated as equity transactions, rather than as step acquisitions or dilution gains or

losses; and that losses of a partially owned consolidated subsidiary be allocated to the NCI even when such allocation might result in a deficit
balance. This standard also requires changes to certain presentation and disclosure requirements. SFAS 160 is effective for financial statements
issued for fiscal years beginning after December 15, 2008. The provisions of the standard are to be applied to all NCIs prospectively, except for

the presentation and disclosure requirements, which are to be applied retrospectively to all periods presented. The adoption of SFAS 160 is not
expected to have a material impact on the Company.
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3. ACCRUED EXPENSES

Accrued expenses consisted of the following:

As of As of
June 30, 2009 September 30, 2008
(In thousands)

Accrued compensation $1,225 $ 1,161
Accrued accounting fees 45
Accrued legal fees 768 984
Accrued license fees 54
Accrued clinical trial expenses 5,335 3,367
Other accrued expenses 551 670

$7,978 $ 6,182

4. CONTRACT REVENUE AGREEMENTS

The following is a reconciliation between cash payments received and receivable under contract revenue agreements and contract revenue
reported:

Three Months Ended Nine Months Ended

June 30, June 30,
2009 2008 2009 2008
(In thousands) (In thousands)
Cash received/receivable $ 10,037 $ $11,475 $
Deferred
Amortization 464 464 1,393 1,393
Revenues $ 10,501 $ 464 $12,868 $1,393

The Company recorded revenues from the collaboration agreement with Roche comprising 100.0% of total revenues during the three and nine
months ended June 30, 2009 and 2008. The $10.5 million of revenues during the three months ended June 30, 2009 include a $10.0 million
milestone payment received from Roche for initiating a Phase 2b study of RG7128 and $0.5 million of amortization of up-front and subsequent
collaborative and license payments received from Roche previously recorded as deferred revenue. The Company s performance obligations
relating to the $10.0 million milestone payment consisted of successfully completing a Phase 1 study of RG7128, which led to the initiation of
the Phase 2b study for RG7128 that triggered the milestone payment.

Roche - In October 2004, the Company entered into a collaboration and license agreement with Roche to develop PSI-6130 and PSI-6130
pro-drugs (including RG7128) for treating chronic hepatitis C infection, and to discover chemically related nucleoside polymerase inhibitors
pursuant to a research collaboration which ended in December 2006. The Company granted Roche worldwide rights, excluding Latin America
and Korea, to PSI-6130 and its pro-drugs. Roche paid the Company an up-front payment of $8.0 million and has agreed to pay future research
and development costs. The up-front payment has been recorded as deferred revenue and is being amortized over the estimated development
period. During the nine months ended June 30, 2009, Roche paid the Company a $10.0 million milestone payment for initiation of a Phase 2b
study for RG7128, as well as a $1.5 million payment for research and development activities related to holding the IND application for RG7128,
all of which was recorded as revenue since there were no continuing performance obligations related to these payments. Roche is also required
to make certain future payments to the Company for RG7128 upon the achievement of predefined development and marketing milestones in
Roche s territories. The portion of the above payments recorded as deferred revenue on the Company s balance sheets as of June 30, 2009 and
September 30, 2008 was $4.3 million and $5.7 million, respectively.

In addition, the Company will receive royalties paid as a percentage of total annual net product sales, if any, in Roche s licensed territories, and
the Company will be entitled to receive one time performance payments should net sales from the product exceed specified thresholds.
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The Company retained certain co-promotion rights in the United States. The Company will be required to pay Roche royalties on net product
sales, if any, in Korea and Latin America, the territories the Company has retained. Prior to the transfer of the IND for RG7128 to Roche, which
occurred during December 2008, Roche funded and the Company was responsible for preclinical work, the IND filing, and the initial clinical
trial, while Roche managed other preclinical studies and clinical development. Roche reimbursed the Company $0.3 million and $1.6 million
during the three months ended June 30, 2009 and 2008, and $1.4 million and $4.5 million during the nine months ended June 30, 2009 and 2008,
respectively. Roche will continue to fund all of the expenses of, and be responsible for, other preclinical studies and future clinical development
of RG7128 in the territories licensed to Roche. Roche and Pharmasset will continue to jointly oversee all development and marketing activities
of RG7128 in the territories licensed to Roche.
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The agreement will terminate once there are no longer any royalty or payment obligations. Additionally, Roche may terminate the agreement in
whole or in part by providing six months written notice to the Company. Otherwise, either party may terminate the agreement in whole or in part
in connection with a material breach of the agreement by the other party that is not timely cured. In the event of termination, Roche must assign
or transfer to the Company all regulatory filings, trademarks, patents, and preclinical and clinical data related to this collaboration.

5. STOCK COMPENSATION

The Company s 1998 Stock Plan (the 1998 Plan ), as amended, was originally adopted by its board of directors during 1998 and subsequently
amended in 2000, 2004, and 2006. A maximum of 3,517,015 shares of the Company s common stock were authorized for issuance under the
1998 Plan. The purpose of the 1998 Plan is to provide an incentive to officers, directors, employees, independent contractors and to other
persons who provide significant services to the Company. Upon the closing of its IPO, which occurred on May 2, 2007, the Company adopted
the 2007 Equity Incentive Plan (the 2007 Plan ). Upon the adoption of the 2007 Plan, no additional awards were granted under the 1998 Plan and
the shares remaining for future grant under the 1998 Plan were transferred to the 2007 Plan. As of June 30, 2009, there were 212,294 shares of
the Company s common stock reserved for future grants of stock options, stock appreciation rights, restricted stock, deferred stock, restricted
stock units, performance shares, phantom stock, and similar types of stock awards (as well as cash awards) under the 2007 Plan. Options granted
under the 2007 Plan may be incentive stock options, as defined under Section 422 of the Internal Revenue Code of 1986 or nonstatutory stock
options. Options granted under the 2007 Plan have been at per share exercise prices equal to the fair market value of the Company s common
stock based on the publicly traded price as reported by The NASDAQ Stock Market LLC ( NASDAQ ) on the date of grant. The 2007 Plan will
terminate in fiscal 2017 unless it is extended or terminated earlier pursuant to its terms.

Stock Options - The assumptions used and weighted-average information for employee and director grants for the three and nine months ended
June 30, 2009 and 2008 are as follows:

Three Months Ended Nine Months Ended
June 30, June 30,

2009(1) 2008 2009 2008
Risk free interest rate 3.27% 3.19% 4.09%
Expected dividend yield 0.0% 0.0% 0.0%
Expected lives (years) 6.11 5.98 6.05
Expected volatility 54.26% 54.39% 57.25%
Weighted-average fair value of options granted $ 7.81 $ 997 $ 8.03

(1) No stock options were granted during the three months ended June 30, 2009.
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Generally, stock options granted under these plans have a contractual life of 10 years and vest pro rata over a four year term. A summary of the
Company s stock option activity during the nine months ended June 30, 2009 is as follows:

Outstanding - September 30, 2008
Granted (unaudited)
Exercised (unaudited)
Forfeited (unaudited)

Outstanding - December 31, 2008 (unaudited)
Granted (unaudited)
Exercised (unaudited)
Forfeited (unaudited)

Outstanding - March 31, 2009 (unaudited)
Granted (unaudited)
Exercised (unaudited)
Forfeited (unaudited)

Outstanding - June 30, 2009 (unaudited)
Exercisable - September 30, 2008
Exercisable - December 31, 2008 (unaudited)
Exercisable - March 31, 2009 (unaudited)

Exercisable - June 30, 2009 (unaudited)

Number of
Shares
2,371,861
483,981
(50,364)
(1,625)
2,803,853

(29,125)
(46,667)

2,728,061

(27,916)
(11,187)

2,688,958

1,117,609

1,342,481

1,394,875

1,481,550

Weighted Average
Exercise Price
$ 7.97
$ 18.43
$ 7.56
$ 17.01
$ 9.77

$

$ 2.09
$ 1.50
$ 10.00
$

$ 5.02
$ 13.82
$ 10.03
$ 4.31
$ 5.70
$ 6.18
$ 6.44

The range of exercise prices of stock options outstanding at June 30, 2009 was $3.00 to $32.00. The weighted average remaining contractual life
of stock options outstanding at June 30, 2009 was 7.49 years. The total intrinsic value of options exercised during the nine months ended

June 30, 