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Item 1.01 Entry into or Amendment of Material Definitive
Agreement

On September 15, 2004, A.P. Pharma, Inc. (the "Company") and
Paul Goddard finalized an agreement under which Dr. Goddard will
continue to serve as Chairman of the Company, with additional
responsibilities. The Company and Dr. Goddard have agreed that
he will perform the duties of an executive chairman, including
participating in strategic planning and representing the Company
to the financial community. Dr. Goddard will be recommended for
election as a director of the Company at its annual meetings for
three years beginning in 2005.

The agreement provides for an annual salary of $200,000 per
year and a non-statutory stock option award for 120,000 shares of
the Company's Common Stock. The stock option will vest and
become exercisable over a period of four years. 1In addition,
there will be a provision for accelerated vesting in the event of
a change of control or sale or merger of the Company or in the
event that Dr. Goddard's position on the Board is terminated by
mutual agreement or if he is not elected as a director of the
Company. Dr. Goddard will not receive additional options in 2005
and 2006 provided for in his previous agreement, nor will he be
eligible for automatic option grants made annually to outside



directors. The Company will continue in effect the extended
Indemnification Agreement covering Dr. Goddard.
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