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Item 1.01 Entry into or Amendment of Material Definitive
Agreement

On May 31, 2006, upon the recommendation of the Compensation
Committee of the Board of Directors of A.P. Pharma, Inc. (the
"Company"), the Company's Board of Directors approved revised
compensation arrangements for non-employee directors of the
Company. Effective May 31, 2006, each non-employee director of
the Company will receive an annual cash retainer of $15,000. In
addition, each non-employee director will receive a cash payment
of $2,000 for attending each meeting of the Board of directors in
person and $1,000 for attending each meeting of the Board of
Director via teleconference.

In addition, the Audit Committee chairperson will receive an
annual cash retainer of $5,000, the chairpersons of the Finance
Committee and the Compensation Committee each will receive an
annual cash retainer of $2,000, and the Nominating Committee
chairperson will receive an annual cash retainer of $1,000. Each
member of the Audit Committee, Finance Committee, Nominating
Committee and Compensation Committee will receive $1,000 for
attending each meeting of the committee in person and $500 for
attending each meeting of the Committee via teleconference;
provided, however, that per meeting fees would not be paid for
meetings held on the same day as another Committee or Board



meeting for which a fee is paid.

The Board of Directors also approved an annual restricted stock
grant for each non-employee director, which grant for the year
2006 shall consist of 5,000 shares of Common Stock of the Company
at the exercise price of $0.01 per share to be fully vested on
the one year anniversary of the grant date; provided such
director continues to serve on the Board of Directors of the
Company at that time. Each non-employee director of the Company
will continue to receive an annual option grant to acquire 10,000
shares of Common Stock under the Company's 2002 Stock Option
Plan. In addition, each non-employee director elected to the
Company's Board will receive a one-time grant to acquire 25,000
shares when first elected as a director.
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