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Item 1.01 Entry into a Material Definitive Agreement 
 
Item 2.01 Completion of Acquisition or Disposition of Assets 
 
On January 18, 2006, AP Pharma, Inc. (the "Company") entered into 
a Royalty Interest Agreement (the "Royalty Interest Agreement"), 
with an affiliate of Paul Royalty Fund II, L.P., a Delaware 
limited partnership ("PRF"). 
 
Pursuant to the Royalty Interest Agreement, the Company sold to 
PRF its rights to all future royalties and other payments to 
which the Company may be entitled with respect to Retin-A 
Micro(R) and Carac(R) (the "Products") under the Company's 
existing or future license or other agreements relating to the 
Products.  As consideration for the sale of the royalty interest, 
the Company received $25 million in connection with the execution 
of the agreement, and may receive up to an additional $5 million 
on or before January 1, 2010 subject to the satisfaction of 
certain milestones. 
 
The Company and PRF also entered into a Security Agreement, dated 
January 18, 2006 pursuant to which the Company granted PRF a 
security interest in certain assets of the Company as collateral 
under the Royalty Interest Agreement.  The collateral subject to 
the Security Agreement includes (i) the royalty interest sold to 



PRF, (ii) the Company's intellectual property related to the 
Products, (iii) the Company's interest in certain license 
agreements and other contracts related to the Products, and 
(iv)the Company's interest in any regulatory approvals related to 
the Products. 
 
We have not included the pro forma financial statements pursuant 
to Article 11 as there are a limited number of pro forma 
adjustments required and those adjustments are easily understood. 
More specifically, royalty revenues of $5 million and $3.8 
million recorded for the year ended December 31, 2004 and for the 
nine months ended September 30, 2005 would not have been recorded 
had the Company executed this transaction on January 1, 2004.  In 
addition, the related royalty related accounts receivable amounts 
of $1.3 million would not have been recorded as of September 30, 
2005. 
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