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References to the “Company,” the “Registrant,” “iWeis,” or “our” or in this Annual Report on FornDiK refer to Manhattan
Pharmaceuticals, Inc., a Delaware corporation,camaconsolidated subsidiaries, together takenvalsae, unless the context indicates
otherwise.

Forward-Looking Statements

This annual report on Form 10-K contains forwardkiog statements within the meaning of Section 27#e Securities Act of
1933, as amended, or the Securities Act, and 3e2fi& of the Exchange Act. Any statements aboutspectations, beliefs, plans,
objectives, assumptions or future events or perdmar are not historical facts and may be forwaatiltg. These statements are often, but
not always, made through the use of words or pbraiseh as “anticipate,” “estimate,” “plan,” “projec‘expect,” “may,” “intend” and similat
words or phrases. Accordingly, these statementdvevestimates, assumptions and uncertaintiesthatl cause actual results to differ
materially from those expressed in them. Thesestants are therefore subject to risks and uncégajrknown and unknown, which could
cause actual results and developments to diffeeniadly from those expressed or implied in suclesteents. Such risks and uncertainties

relate to, among other factors:

« our ability to obtain adequate financing to conéiraur operations;

« the development of our pharmaceutical product catds;

« the regulatory approval of our pharmaceutical pobdandidates;

« our use of clinical research centers and otherraoturs;

« our ability to find collaborative partners for raseh, development and commercialization of potéptiaducts;
« acceptance of our products by doctors, patienpagers;

« our ability to market any of our products;

« our history of operating losses;

« our ability to compete against other companiesrasdarch institutions;
» our ability to secure adequate protection for otellectual property;

- our ability to attract and retain key personnel;

- availability of reimbursement for our products;

« the effect of potential strategic transactions onlwsiness; and

« the volatility of our stock price.

Further, any forward-looking statement speaks aslpf the date on which it is made, and we undemakobligation to update any
forward-looking statement or statements to reféa@nts or circumstances after the date on which statement is made or to reflect the
occurrence of unanticipated events. New factorsgenftom time to time, and it is not possible ferta predict which factors will arise. In
addition, we cannot assess the impact of eachrfaotour business or the extent to which any faciocombination of factors, may cause
actual results to differ materially from those @ned in any forward-looking statements.




PART I
ITEM 1. BUSINESS
Overview

We are a specialty healthcare product company &tos developing and commercializing innovativatimeents for underserved
patient populations. We aim to acquire rightshese technologies by licensing or otherwise aaggiain ownership interest, funding their
research and development and eventually eithegibigrthe technologies to market or out-licensihgthe short term we are focusing our
efforts on the commercialization of the two prodecanhdidates we currently have in development: Hé¥ra novel, norinsecticide treatme
for pediculosis (head lice), which we are develggimough a joint venture, and a topical productii@ treatment of psoriasis. Longer term,
we intend to acquire and commercialize low riskckiio market products, specifically products tbatild be marketed over-the-counter
(*OTC"), treat everyday maladies, are simple to ofanture, and/or could be classified as medicalogsvby the FDA.

During 2007, we discontinued development of Olesstrone and Propofol Lingual Spray. In March 2308 discontinued
development of Altoderm and Altolyn. We have rextaived regulatory approval for, or generated cornialerevenues from marketing or
selling any drugs.

Our executive offices are located at 48 Wall Stregf" floor, New York, NY 10005 USA. Our telephone numize(212) 582-3950
and our internet website address is www.manhattzmpd.com

Corporate History — Merger Transaction(s)

We were incorporated in Delaware in 1993 undemntmae “Atlantic Pharmaceuticals, Inc.” and, in Mag€0, we changed our
name to “Atlantic Technology Ventures, Inc.” In0&) we completed a “reverse acquisition” of prilateeld “Manhattan Research
Development, Inc.” In connection with this transac, we also changed our name to “Manhattan Phegoticals, Inc.” From an accounting
perspective, the accounting acquirer is considerd Manhattan Research Development, Inc. and-dicgty, the historical financial
statements are those of Manhattan Research Devetdpmc.

During 2005 we merged with Tarpan Therapeutics, (fiarpan”). Tarpan was a privately held New Yddsed biopharmaceutical
company developing dermatological therapeuticss THainsaction was accounted for as a purchaserp&iidy the Company.

Active Research and Development Programs

Hedrin

In June 2007, Manhattan Pharmaceuticals enterecgimexclusive license agreement with Thornton &Ratd. (“T&R”) and
Kerris, S.A. (“Kerris”) for a product candidate leal Hedrin (the “Hedrin License Agreement”). We aicgd an exclusive North American
license to certain patent rights and other intélizicproperty relating to Hedrin, a non-insecticpteduct candidate for the treatment of head
lice. In addition, and at the same time, we algerexl into a Supply Agreement with T&R pursuanivtich T&R will be the Company’s
exclusive supplier of Hedrin product (the “Hedrinpply Agreement”).




In February 2008, Manhattan Pharmaceuticals anmabltiat it had entered into a joint venture agregmth Nordic Biotech
Advisors ApS (“Nordic”) to develop and commercialidledrin. The 50/50 joint venture entity, H Phacmaicals (“H Pharmaceuticals” or
the “Hedrin JV”), now owns, is developing, and isrking to secure commercialization partners for titech North America. Manhattan
Pharmaceuticals manages the day-to-day operatfdahs #ledrin JV under a management contract wighHhdrin JV. H Pharmaceuticals is
independently funded and is responsible for altassociated with the Hedrin project, including aacessary United States (“U.Sclnical
trials, patent costs, and future milestones oweatidmriginal licensor, T&R.

Pediculosis (Head lice)

Head lice (Pediculus humanus capifjsare small parasitic insects that live mainly ls@ human scalp and neck hair. Head lice are
not known to transmit disease, but they are higbiytagious and are acquired by direct head-to-heathct with an infested person’s hair,
and may also be transferred with shared combs, datlsother hair accessories. They can also liMeealding or upholstered furniture for a
brief period. Head lice are seen across the sooiaemic spectrum and are unrelated to personatlaheas or hygiene. Children are more
frequently infested than are adults, and Caucasrane frequently than other ethnic groups. Lieraost commonly found on the scalp,
behind the ears, and near the neckline at the tfattie neck. Common symptoms include a ticklinglifeg of something moving in the hair,
itching, irritability caused by poor sleep, andesoon the head caused by scratching. Accordingrtinternal analysis, a majority of the
currently available prescription and over-the-cenrftOTC”) head lice treatments are chemical insatds.

Mechanism of Action

Hedrin is a novel, non-insecticide combinationii€snes (dimethicone and cyclomethicone) that asts pediculicidal (lice killing)
agent by disrupting the insect’s mechanism for rgamtafluid and breathing. In contrast with mostremtly available lice treatments, Hedrin
contains no chemical insecticides. Because Hédliglice by preventing the louse from excretingste fluid, rather than by acting on the
central nervous system, the insects cannot builesigtance to the treatment. Recent studiesihdi@ated that resistance to chemical
insecticides may be increasing and therefore dmitirig to insecticide treatment failure. Manhat®drarmaceuticals believes there is
significant market potential for convenient, nogednticide treatment alternatives. Both silicomethis proprietary formulation of Hedrin are
used extensively in cosmetics and toiletries.

Product Development

To date, Hedrin has been clinically studied in 86Bjects and is currently marketed as a medicatdéw Western Europe and as a
pharmaceutical in the United Kingdom (“U.K.”).

In a randomized, controlled, equivalence, clingtady (conducted in Europe), Hedrin was administéoe253 adult and child
subjects with head lice infestation. The studyitespublished in the British Medical Journal im@ 2005, demonstrated Hedrin’s
equivalence when compared to the insecticide treatnpphenothrin, the most widely used pediculiéidthe U.K. In addition, according to
the same study, the Hedrin treated subjects expexiksignificantly less irritation (2%) than thdssated with phenothrin (9%).

A clinical study published in the November 200s®f PLoS One, an international, peer-reviewednalypublished by the Public
Library of Science (PL0S), demonstrated Hedrinsesior efficacy compared to a U.K. formulation oélathion, a widely used insecticide
treatment in both Europe and North America. I8 thindomized, controlled, assessor blinded, paatbeip clinical trial, 73 adult and child
subjects with head lice infestations were treatéh tdedrin or malathion liquid. Using intent-teeit analysis, Hedrin achieved a statistically
significant cure rate of 70% compared to 33% witilathion liquid. Using the per-protocol analysisdfin achieved a highly statistically
significant cure rate of 77% compared to 35% witilathion. In Europe, it has been widely documetttatl head lice has become resistal
malathion, and we believe this resistance may h#flieenced the study results. To date, there lien no reports of malathion resistance in
the U.S. Additionally, Hedrin treated subjects ex@nced no irritant reactions, and Hedrin showgtocal equivalence to malathion in its
ability to inhibit egg hatching. Overall, investigrs and study subjects rated Hedrin as less adpeasier to apply, and easier to wash out,
and 97% of Hedrin treated subjects stated they sigréficantly more inclined to use the productiaggersus 31% of those using malathion.




Two new, unpublished Hedrin studies were complbie@&R in 2008. In the first, Hedrin achieved 0¥ kill rate in vitro,
including in malathion resistant head lice. In titleer, a clinical field study conducted in Mangsavince, a rural area of Western Turkey,
Hedrin was administered to 36 adult and child sttbjiith confirmed head lice infestations. Usimg protocol analysis, Hedrin achieved a
97% cure rate. Using intent-to-treat analysis, fitedchieved a 92% cure rate since 2 subjects wlargnated due to protocol violations. No
subjects reported any adverse events.

In the U.S., Manhattan Pharmaceuticals, throughHidrin JV, is pursuing the development of Hedsraanedical device. In
January 2009, the U.S. Food and Drug Administraie®A”) Center for Devices and Radiological Hea(tDRH") notified H
Pharmaceuticals that Hedrin had been classified@ass Il medical device. A Class lll designatineans that a Premarket Approval
(“PMA™) Application will need to be obtained befokéedrin can be marketed in the U.S. The Compapg&s to be required to complete at
least one clinical trial as part of that PMA Apglion.

Market and Competition

In Europe, Hedrin has been launched in 27 coundnels according to T&R, has achieved 2008 anndes shrough its licensees of
approximately $48 million (€35 million) at in-mairtkgublic prices, garnering approximately 23% masdtedre across Europe. It is the market
leader in the U.K. with $10 million in sales (25%urket share) and France with a 25% market share.

According to the American Academy of Pediatricseatimated 6-12 million Americans are infested vhi#fad lice each year, with
pre-school and elementary children and their fasiiffected most often. The total U.S. head liaeket is estimated to be over $200 million
with prescription and over-the-counter (OTC) théagomprising approximately 50% of that markehe Temaining 50% of the market is
comprised of alternative therapies such as teaoflfgemineral oils, and “nit picking”, or physicabmbing to remove lice. We believe there is
significant market potential for a convenient, nogecticide treatment for head lice.

The prescription and OTC segment of the markebmidated by 4 name brand products and numerous, low cost gsnanid stor
brand equivalents. The active ingredients in thgs@macological therapies are chemical insecticidehe most frequently prescribed
insecticide treatments are Kwell (lindane) and @\ichalathion), and the most frequently purchase@ ®fands are Rid (pyrethrin), Nix
(permethrin), and Pronto (pyrethrin). Lindane haen banned in 52 countries worldwide and has reem banned in the state of California
due to its toxicity. European formulations of Mhlan have experienced widespread resistance.sask to U.S. formulations of malathion
have not been widely reported, but experts belienay eventually develop with continued use. Hkeglresistance to pyrethrin and
permethrin has been reported in the U.S. and tex#tfailures are common.

See also “Management’s Discussion and Analysis Bihancial Condition and Results of Operations- Liqudity and Capital
Resources- Research and Development Projects- Helfi




Topical Psoriasis Product

Since 2005, Manhattan Pharmaceuticals has beetogéwg a topical formulation of parathyroid hormoie34) (“Topical PTH (1-
34)) for the prescription treatment of mild to newdte psoriasis. In July 2008, we announced PXeséudy results where PTH (1-34) failed
to demonstrate a statistically significant or aaily meaningful improvement in psoriasis verswghicle (placebo). In this study, the vehicle
(placebo) was a topical gel (“GEL”") that had beenaloped by the Company and was identical to thEchb PTH (1-34) product minus the
active ingredient, PTH (1-34). Both the active aeticle (placebo) arms of the study showed sinnifgrovements in study subjects’
psoriasis plaques. In summary, the study resuftisated that PTH (1-34) was not effective for titeatment of psoriasis since it did not
achieve superiority or a statistical separatioaffitacy over the GEL. The GEL placebo may bedai¥e enough to market as an OTC
product. Due to these study results, the Compasydecided to discontinue development of PTH (1a343 prescription topical
pharmaceutical candidate, and instead, we are gnglthe possibility of developing the GEL as an@jfroduct for mild psoriasis.

We currently hold an exclusive, worldwide licensalevelop and commercialize Topical PTH (1-34)ther treatment of
psoriasis. This license was obtained as a refoltitomerger with Tarpan Therapeutics in 2005, &apan had acquired the exclusive,
worldwide rights pursuant to a 2004 license agregméh IGI, Inc (“IGI”). We intend to return theghts to PTH (1-34) to IGI under the
terms of the license agreement.

Psoriasis

Psoriasis is a common, chronic, immune-mediateebdis that results in the over-production of skitsck healthy skin, immature
skin cells migrate from the lowest layer of thedepimis to the skin’s surface over a period of 281&8@s. In psoriasis, these cells reproduce at
an extremely accelerated rate and advance to tfeceun only 7 days. This results in a buildaf@xcess, poorly differentiated skin cells
that accumulate in dry, thick patches known asydagThese plagues can appear anywhere on thedmdting in skin irritation and
disability.

PTH (1-34) Product Development History

In April 2006, we encountered a stability issuehvitie original topical PTH (1-34) product whichlizgd IGI's Novosomé
formulation technology. In order to resolve thatdlity issue we created a new topical gel dejhvgystem to be used with peptides, including
PTH (1-34), and other types of molecules. In 2@@7filed new patent applications in the U.S. fds thew proprietary GEL formulation.

In September 2007, the U.S. FDA accepted our ligeggtnal New Drug (“IND”) application for this negel formulation of Topical
PTH (1-34), and in October 2007, we initiated arddn dosing subjects in a Phase 2a clinical stéidppical PTH (1-34) for the treatment
of psoriasis. This U.S., multi-center, randomizeaal,ble-blind, vehicle-controlled, parallel groupdy was designed to evaluate safety and
preliminary efficacy of Topical PTH (1-34) in patiis with mild to moderate psoriasis. Approximatedysubjects were enrolled and
randomized to receive one of two dose levels ofid@pg?TH (1-34), or the GEL vehicle (placebo), &or 8 week treatment period. In this
study the vehicle was the topical GEL without teévee ingredient, PTH (1-34). In July 2008, we annced the results of the Phase 2a study
where Topical PTH (1-34) failed to demonstrateagigtically significant or clinically meaningful ipnovement in psoriasis. We have
conducted no further clinical activities with Topid®®TH (1-34) and we intend to return the prodad@l under the terms of the license
agreement.




Topical GEL for Psoriasis

The GEL vehicle (placebo) used in the above-menticstudy is the Company’s proprietary topical GBbwed evidence of
psoriasis improving properties. In this Phaset@dys when it was utilized as the vehicle (placeli&po of study subjects achieved a clear or
almost clear state at the end of week 2. At tlleafrweek 4, 20% of subjects treated with the GBEH hchieved a clear or almost clear state,
and at the end of week 8, 25% of subjects treatttdtive GEL had achieved a clear or almost clestestThe Company owns worldwide
rights to this topical GEL and is exploring the gibdity of developing it as an OTC product for thipsoriasis.

Market and Competition

According to the National Psoriasis Foundation agjnately 125 million people worldwide, includingroximately 6 million
Americans, suffers from psoriasis. Of these, axiprately 65% (4.4 million) have mild psoriasis andybe likely to be treated with an OTC
product. According to Datamonitor, only an estieta55% of psoriasis sufferers have been formaligmiosed by a physician, so the OTC
market could potentially be much larger.

There are a number of treatments available todagdoriasis, including numerous OTC creams andr@nts that help to reduce
inflammation, stop itching, and soothe skin. Peidwsuch as Psoriasin, CortAid, Dermarest, andizoo 10 are the most common, but none
are viewed as particularly effective for psoriasiieroids are also prescribed as an adjunct moéiscrtherapy for pain and aritiflammation

See also “Management’s Discussion and Analysis off@ncial Condition and Results of Operations - Liqudity and Capital
Resources - Research and Development Projects — Tegd Psoriasis Product.”

Discontinued Research and Development Programs

Altoderm

In April 2007 we entered into a license agreematit W&R, pursuant to which we acquired exclusivghts to develop and
commercialize Altoderm in North America. Altoderns a novel, proprietary formulation of topical crolyn sodium and is designed to
enhance the absorption of cromolyn sodium intosttie in order to treat pruritus (itch) associatdathwiermatologic conditions including
atopic dermatitis (eczema).

Atopic Dermatitis (Eczema)

Atopic dermatitis, also know as eczema, is a clerdisease of the skin that is believed to be cabgetilcombination of hereditary
and environmental factors. The main symptoms gfiatdermatitis include dry, itchy skin leading tshes on the face, hands, feet, along
inside the elbows and behind the knees. Scratakisgts in redness, swelling, cracking, “weepinigac fluid, and crusting or scaling.

Product Development

In a Phase 3, randomized, double-blind, placebdrolded, parallel-group, clinical study (conductedEurope by T&R.) the
compound was administered for 12 weeks to 114 steoyeith moderately severe atopic dermatitis. Tlaegbo (vehicle) used in this study
was the Altoderm product without the active ingesdi In the study results, published in the Britieurnal of Dermatology in February 20
Altoderm demonstrated a statistically significaeduction (36%) in atopic dermatitis symptoms. Dgtihe study, subjects were permitted to
continue with their existing treatment, in mostesathis consisted of emollients and topical steroidpositive secondary outcome of the
study was a 35% reduction in the use of topicabgls for the Altoderm treated subjects. Furthelgsis of the clinical data, performed by
Manhattan Pharmaceuticals, showed that Altoderatatesubjects also experienced a 57% reductioruiitys.




On March 6, 2008, Manhattan Pharmaceuticals anreabitdad successfully completed a pre-IND meetiith the FDA. Based on
a review of the submitted package for Altoderm|uding data from the two previously reported Phasénical studies, the FDA determined
that following completion of certain nonclinicalslies, and the acceptance of an IND, Phase 2 alisiadies may be initiated in the U.S.
FDA also concurred that the proposed indicatioprafitus associated with dermatologic conditionduding atopic dermatitis can be
pursued.

In a second, Phase 3, randomized, double-blind¢chesbontrolled clinical study (also conducted iargpe by T&R) Altoderm was
safe and well tolerated, and showed a trend towapdovement in pruritus, but the efficacy resulisrevinconclusive. Altoderm treated
subjects and vehicle only treated subjects expeg@a similar improvement (each greater than 3@%4j,therefore, the study did not achieve
statistical significance.

As a result of the inconclusive European study datha lack of sufficient funds to develop AltodeimMarch 2009 the Company
discontinued development and returned the proge€&R under the terms of the license agreement.

See also “Management’s Discussion and Analysis off@ncial Condition and Results of Operations- Liqudity and Capital
Resources- Research and Development Projects- Altan.”

Altolyn ™

In April 2007 we entered into a license agreematit W&R, pursuant to which we acquired exclusivghts to develop and
commercialize Altolyn in North America. Altolynis a novel, proprietary oral tablet formulationapdmolyn sodium designed to treat
mastocytosis and possibly other gastrointestiradrdiers such as food allergy and symptoms of lidethowel syndrome.

Mastocytosis

Mastocytosis is a rare disorder that occurs in bbildren and adults. It is caused by the presehteo many mast cells in the
body. Mast cells are found in skin, linings of gtemach and intestine, and connective tissue (@sidartilage and tendons). Mast cells play
an important role in helping the immune systemenéfthese tissues from disease. They release chieiaiarms” such as histamine and
cytokines to attract other key players of the immdefense system to sites in the body where thghtrbe needed. People with mastocyt
experience abdominal discomfort, nausea and vogjitilters, diarrhea, and skin lesions.

Product Development

On March 6, 2008, Manhattan Pharmaceuticals anreabitdad successfully completed a pre-IND meetiith the FDA. Based on
a review of the submitted package for Altolyn, FH2A concurred that the proposed indication of magimsis can be pursued and that the 505
(b)(2) NDA would be an acceptable approach provietinical bridge is established between Altolyrd &astrocrom®, the oral liquid
formulation of cromolyn sodium currently approvediie U.S. to treat mastocytosis. Section 505fm{2he Food, Drug and Cosmetic Act
allows the FDA to approve a follow-on drug on ttesils of data in the scientific literature or dasediby FDA in the approval of other
drugs.The FDA also affirmed that a single, Phasti8y demonstrating the efficacy of Altolyn oveagtbo, may be sufficient to support a
product approval in the U.S. In addition, the FBIAo concurs that no additional nonclinical studidsbe required to support an IND
application. The Company is working with T&R ate tcurrent U.K. manufacturer of Altolyn to devel®ood Manufacturing Process
(“cGMP”) compliant manufacturing process.




Due to small market opportunity and lack of suffiti funds to develop Altolyn, in March 2009 the Quamy discontinued
development and returned the project to T&R unldertérms of the license agreement.

See also “Management’s Discussion and Analysis ofnf@ncial Condition and Results of Operations- Liqudity and Capital
Resources- Research and Development Projects- Alyal”

Oleoyl-estrone

On July 9, 2007 the Company announced the resiits two Phase 2a clinical trials of oral Oleogt®ne (“OE”). The results of
both randomized, double-blind, placebo controlledii®s, one in common obesity and the other in mdavbesity, demonstrated no
statistically or clinically meaningful placebo agfed weight loss for any of the treatment armsuatetl. Based on these results, the Corr
discontinued its OE programs in both common obesity morbid obesity.

Propofol Lingual Spray

On July 9, 2007 the Company announced that it ditwoed development of Propofol Lingual Spray fog-procedural sedation.

Intellectual Property and License Agreements

Our goal is to obtain, maintain and enforce papeatection for our products, formulations, processeethods and other proprietary
technologies, preserve our trade secrets, and tepeithout infringing on the proprietary rights ather parties, both in the United States and
in other countries. Our policy is to actively sd¢elobtain, where appropriate, the broadest irdiled property protection possible for our
product candidates, proprietary information andopedary technology through a combination of coctimal arrangements and patents, both in
the U.S. and elsewhere in the world.

We also depend upon the skills, knowledge and épez of our scientific and technical personnelyal as that of our advisors,
consultants and other contractors. This knowledgkexperience we call “know-how”. To help proteat proprietary know-how which is
not patentable, and for inventions for which patanty be difficult to enforce, we rely on traderséprotection and confidentiality
agreements to protect our interests. To this emdequire all employees, consultants, advisorsadimelr contractors to enter into
confidentiality agreements which prohibit the distire of confidential information and, where apgdbie, require disclosure and assignment
to us of the ideas, developments, discoveries mrehtions important to our business.

Hedrin

On June 26, 2007, the Company entered into an sixellicense the Hedrin agreement with T&R and KseRursuant to the Hedrin
License Agreement, the Company has acquired ansxel North American license to certain patenttsgind other intellectual property

relating to Hedrin™, a non-insecticide product candidate for the tnegt of pediculosis (“head lice”):




1. U.S. Patent Application No. 2007/0142330, entitlddethod and composition for the control of arthodg.” Jayne Ansell,
Inventor. Application filed February 12, 2007hig application is a divisional of U.S. applicatiSer. No. 10/097,615, file
Mar. 15, 2002, which is a continuation of Interpatl Application No. PCT/GB00/03540, which desigbthe United
States and was filed on Sep. 14, 2000. Thisegifun has not yet issued as a patent. Any patenissues will expire on
September 14, 202

This patent application has numerous, detailedspedific claims related to the use of Hedrin (ndeeinulation of silicon
derivatives) in controlling and repelling arthrogaglich as insects and arachnids, and in particatarol and eradication of head lice and t
ova.

In addition, on June 26, 2007, the Company entietecthe Hedrin Supply Agreement with T&R pursusmtvhich T&R will be the
Company'’s exclusive supplier of the Hedrin product.

In consideration for the license, the Company id€0eT&R and Kerris (jointly, the “Licensor'd combined total of 150,000 share
its common stock valued at $120,000. In addittbe,Company also made a cash payment of $600,00@ focensor. Further, the Comp:
agreed to make future milestone payments to thensier comprised of various combinations of cashcanamon stock in respective
aggregate amounts of $2,500,000 upon the achievashearious clinical and regulatory milestonedatws: $250,000 upon acceptance
the FDA of an IND; $1,000,000 upon the achievenuért successful outcome of a Phase 3 clinical, $iaD0,000 upon the final approval ¢
New Drug Application “NDA”), or its equivalent, by the FDA; $300,000 upthe issuance of a U.S. patent on Hedrin: and $2B80upon
receipt of marketing authorization in Canada.

Through December 31, 2008, none of the milestbags been reached and sales have not commeneesfotie, we have not paid
any such milestones or royalties.

The Company also agreed to pay royalties to therisor of 8% (or, under certain circumstances, d¥4)et sales of licensed
products. The Company’s exclusivity under the Hedgreement is subject to an annual minimum royaétyment of $1,000,000 (or, under
certain circumstances, $500,000) in each of the through seventh years following the first comaiedrsale of Hedrin. The Company may
sublicense its rights under the Hedrin Agreemettt wie consent of Licensor and the proceeds raguitom such sublicenses will be shared
with the Licensor.

Pursuant to the Hedrin Supply Agreement, the Compais agreed that it and its sublicensees willlpase their respective
requirements of the Hedrin product from T&R at agreipon prices. Under certain circumstances wh&r i§ unable to supply Hedrin
products in accordance with the terms and conditafrthe Supply Agreement, the Company may obtesdyct from an alternative supplier
subject to certain conditions. The term of the Supgreement ends upon termination of the Hedrimefgnent.

On February 25, 2008 the Company assigned andéraad its rights in Hedrin to the Hedrin JV. THedrin JV is now responsible
for all of the Company’s obligations under the Hadiicense Agreement and the Hedrin Supply Agredmen
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Topical PTH (1-34) License Agreement

In connection with our April 2005 acquisition offpan Therapeutics, Inc., we acquired Tarpan’s sigimider an April 2004
Sublicense Agreement with IGI, Inc. (the “IGI Agment”). Pursuant to this agreement we now havedmode, exclusive license rights to
the U.S. and foreign patents and patent applicationall topical uses of Topical PTH(1-34) for tineatment of hyperproliferative skin
disorders including psoriasis:

1. U.S. Patent No. 5,527,772, entitled “Regulatiocalf proliferation and differentiation using pepgd” M.F. Holick, Inventor.
Application filed July, 28, 1994. Patent issuede)d8, 1996. This patent expires June 18, 2

2. U.S. Patent No. 5,840,690, entitled “Regulatioaf proliferation and differentation using pepsde M.F. Holick, Inventor.
Application filed June 6, 1995. Patent issued Nolver 24, 1998. This patent expires June 18, 2

3. U.S. Provisional application No. US60/940,509, ttadi “Topical Compositions comprising a macromoleand methods of
using sam¢ Application was filed on May 29, 200

These patents have numerous, detailed and spelaifins relating to the topical use of Topical PTIH34)

The IGI sublicense agreement requires us to makaicenilestone payments as follows: $300,000 plyapon the commenceme
of a Phase 2 clinical trial; $500,000 upon the canoement of a Phase 3 clinical trial; $1,500,008nue acceptance of an Investigational
New Drug Application “NDA") by the FDA; $2,400,000 upon the approvalasf NDA by the FDA; $500,000 upon the commenceméat o
Phase 3 clinical trial for an indication other thmoriasis; $1,500,000 upon the acceptance of & &pplication for an indication other th
psoriasis by the FDA; and $2,400,000 upon the aggbraf an NDA for an indication other than psor&ky the FDA.

During 2007 we achieved the milestone of the conuaerent of a Phase 2 clinical trial. As a resu@3800 became payable to
IGIl. This $300,000 is included in research andettgyment expense for the year ended December BY, ZBayment was made to IGI in
February 2008.

In addition, we are obligated to pay IGI, Inc. amaal royalty of 6% on annual net sales up to $XMMO00. In any calendar year in
which net sales exceed $200,000,000, we are obtigatpay IGI, Inc. an annual royalty of 9% anmet sales. Through December 31, 2008
sales have not commenced, therefore we have nibapgisuch royalties.

IGI, Inc. may terminate the agreement (i) upon &9sdnotice if we fail to make any required milestoor royalty payments, or (ii) if
we become bankrupt or if a petition in bankrup&filed, or if we are placed in the hands of a inggreor trustee for the benefit of
creditors. IGI, Inc. may terminate the agreemgru60 days’ written notice and an opportunity doecin the event we commit a material
breach or default. We may terminate the agreenmarhble or as to any portion of the PTH patenttsgipon 90 days’ notice to IGI, Inc.
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Altoderm

On April 3, 2007, the Company entered into a lieeagreement for Altoderm (the “Altoderm Agreememifthh T&R. Pursuant to
the Altoderm Agreement, the Company acquired atusike North American license to certain patenhtigand other intellectual property
relating to Altoderm, a topical skin lotion prodweindidate with the active ingredient cromolyn sodialso known as sodium cromoglicate)
for the treatment of pruritis (itch) associatedhadiermatologic conditions including atopic dermisitit

1. U.S. Patent No. 7,109,246, entitled “Pharmaceutioaipositions comprising an amphoteric surfactardalkoxylated cetyl
alcohol and a polar drug.” Brian Hawtin, Inventdpplication filed May 20, 1999. Patent issuegt@enber 19, 2006. This
patent expires on May 20, 20!

2. U.S. Application Publication No. 2007/0036860, #ed “Treatment of allergic conditions.” AlexandiEmes Wigmore,
Inventor. Any patent that issues will expire onvidmber 9, 2019. This patent covers both Altodemah Altolyn.

These patents have numerous, detailed and spelaifins related to the use of Altoderm (compositibtopically administered
cromolyn sodium) for treating atopic dermatitiszema).

In accordance with the terms of the Altoderm Agreamthe Company issued 125,000 shares of its canstoek, valued at
$112,500, and made a cash payment of $475,000 B dj#n the execution of the agreement. FurtherCthrapany agreed to make future
milestone payments to T&R comprised of various cimations of cash and common stock in respectiveeagge amounts of $5,675,000 and
875,000 shares of our common stock upon the aamientof various clinical and regulatory milestoresfollows: $450,000 upon
acceptance by FDA of an IND; 125,000 shares ofcourmon stock upon the first dosing of a patierthnfirst Phase 2 clinical trial; 250,000
shares of our common stock and $625,000 upon ttstedidsing of a patient in the first Phase 3 chhidal; $1,000,000 upon the achievement
of a successful outcome of a Phase 3 clinical k100,000 upon the acceptance for filing of a®\dpplication by the FDA; 500,000 shares
of our common stock and $2,000,000 upon the fipptaval of an NDA by the FDA; and $500,000 uporeiptof marketing authorization in
Canada.

In addition, we are obligated to pay T&R an anrmoghlty of 10% on annual net sales of up to $100,000; 15% of the amount of
annual net sales in excess of $100,000,000 andd2@@nual net sales in excess of $200,000,000r€eTlikea minimum royalty of $1,000,000
per year. There is a one-time success fee of 82@M00 upon the achievement of cumulative net s#18400,000,000. Through December
31, 2008, none of the milestones have been reamiddales have not commenced, therefore, we hdaymitbany such milestones or
royalties.

Altolyn

On April 3, 2007, the Company and T&R also enténtd a license agreement for Altolyn (the “Altohgreement”).Pursuant to tr
Altolyn Agreement, the Company acquired an exclidiorth American license to certain patent rigims ather intellectual property relating
to Altolyn, an oral tablet formulation product cagate using sodium cromolyn for the treatment oftoeytosis, food allergies, and
inflammatory bowel disorder.

1. U.S. Patent No. 7,258,872, entitled “Chromone éntetease formulation.” Alexander James Wigmoneehtor. Application filed

November 9, 1999, claiming the benefit of a GB aggpion filed November 11, 1998. Patent issued Au@d, 2007. The expect
date of expiration, which was November 9, 2019, lbeen extended by 793 days (expiration date JaRQHR).
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2. U.S. Application Publication No. 2007/0036860, #adi “Treatment of allergic conditions.” Alexandmes Wigmore,
Inventor. Application filed October 13, 2006, chang the benefit of a prior U.S. application, whidhimed the benefit of a PCT
application filed November 9, 1999. This applioathas not yet issued as a patent. Any patenisthags is expected to expire on
November 9, 2019. This patent covers both Altodand Altolyn.

These patents have numerous, detailed and speleiiins related to Altolyn (as an oral tablet dradjwkry composition), and the
pending application discloses and may be usedtmdahe use of Altolyn (composition of orally adnsiered sodium cromolyn) for the
treatment of allergic conditions, specifically foallergies.

In accordance with the terms of the Altolyn Agream¢éhe Company made a cash payment of $475,008Bupon the execution
of the agreement. Further, the Company agreed ke ffiediure milestone payments to T&R comprised aforss combinations of cash and
common stock in respective aggregate amounts 67$300 upon the achievement of various clinical magulatory milestones. as
follows: $450,000 upon acceptance filing by theAFJ an IND; $625,000 upon the first dosing of digat in the first Phase 3 clinical trial;
$1,000,000 upon the achievement of a successfabmé of a Phase 3 clinical trial; $1,100,000 ugenacceptance for filing of a NDA
application by the FDA; $2,000,000 upon the fingpaval of an NDA by the FDA; and $500,000 uporefptof marketing authorization in
Canada.

In addition, we are obligated to pay T&R an annmoghlty of 10% on annual net sales of up to $100,000; 15% of the amount of
annual net sales in excess of $100,000,000 andd2@¥tnual net sales in excess of $200,000,000reTlibea minimum royalty of $1,000,000
per year. There is a one-time success fee of 82M00 upon the achievement of cumulative net s#18400,000,000. Through December
31, 2008, none of the milestones have been reamiddales have not commenced, therefore, we hdaymitbany such milestones or
royalties.

Oleoyl-estrone

On July 9, 2007 the Company announced the resiilts twvo Phase 2a clinical trials of oral OE. Tresults of both randomized,
double-blind, placebo controlled studies, one impwn obesity and the other in morbid obesity, destrated no statistically or clinically
meaningful placebo adjusted weight loss for antheftreatment arms evaluated. Based on thesagehid Company discontinued its OE
programs in both common obesity and morbid obesity.
Propofol Lingual Spray

On July 9, 2007 the Company announced that it ditwoed development of Propofol Lingual Spray fog-procedural sedation.
Manufacturing

We do not have any manufacturing capabilities. aMéein contact with several contract cGMP manufactufor the supply of

Topical PTH(1-34), the topical GEL for psoriasiglanon behalf of the Hedrin JV, Hedrin that will becessary to conduct human clinical
trials, if needed.
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Government Regulation

The research, development, testing, manufactuvelifey, promotion, advertising, distribution, andnketing, among other things, of
our products are extensively regulated by govertat@uthorities in the United States and other twes In the United States, the FDA
regulates drugs under the Federal Food, Drug, asthétic Act, or the FDCA, and its implementing regions. Failure to comply with the
applicable U.S. requirements may subject us to aidinative or judicial sanctions, such as FDA rafue approve pending NDAs, warning
letters, product recalls, product seizures, tatadastial suspension of production or distributionjunctions, and/or criminal prosecution.

Drug Approval Process.None of our drugs may be marketed in the U.S. timtildrug has received FDA approval. The steps
required before a drug may be marketed in the idcBude:

« nonclinical laboratory tests, animal studies, avdnulation studies,

« submission to the FDA of an IND for human clinitasgting, which must become effective before huniiical trials may
begin,

« adequate and well-controlled human clinical trtalestablish the safety and efficacy of the drugefich indication,
o submission to the FDA of an NDA,

» satisfactory completion of an FDA inspection of thanufacturing facility or facilities at which tldeug is produced to assess
compliance with current good manufacturing prastiae cGMPs, an

« FDA review and approval of the NDA.

Nonclinical tests include laboratory evaluatiorpedduct chemistry, toxicity, and formulation, aslivées animal studies. The conduct
of the nonclinical tests and formulation of the @amuands for testing must comply with federal regaled and requirements. The results of the
nonclinical tests, together with manufacturing mnfiation and analytical data, are submitted to thé s part of an IND, which must beco
effective before human clinical trials may begim IND will automatically become effective 30 dayteareceipt by the FDA, unless before
that time the FDA raises concerns or questionstabsues such as the conduct of the trials asneatlin the IND. In such a case, the IND
sponsor and the FDA must resolve any outstandirdy E@hcerns or questions before clinical trials pamceed. We cannot be sure that
submission of an IND will result in the FDA allovgjrelinical trials to begin.

Clinical trials involve the administration of theviestigational drug to human subjects under thersigion of qualified investigator
Clinical trials are conducted under protocols dietgithe objectives of the study, the parametetsetaised in monitoring safety, and the
effectiveness criteria to be evaluated. Each podtowist be submitted to the FDA as part of the IND.

Clinical trials typically are conducted in threggential phases, but the phases may overlap. Thg ptotocol and informed conse
information for study subjects in clinical trialsust also be approved by an Institutional ReviewrBdar each institution where the trials will
be conducted. Study subjects must sign an infortnedent form before participating in a clinicadtriPhase 1 usually involves the initial
introduction of the investigational drug into peapb evaluate its short-term safety, dosage toterametabolism, pharmacokinetics and
pharmacologic actions, and, if possible, to gairarty indication of its effectiveness. Phase 2ailgunvolves trials in a limited patient
population to (i) evaluate dosage tolerance andogpiate dosage; (ii) identify possible adverseet§ and safety risks; and (iii) preliminarily
evaluate the efficacy of the drug for specific cations. Phase 3 trials usually further evaludteazl efficacy and test further for safety by
using the drug in its final form in an expandedgrdtpopulation. There can be no assurance thatePhaPhase 2, or Phase 3 testing will be
completed successfully within any specified pexadtime, if at all. Furthermore, we or the FDA mayspend clinical trials at any time on
various grounds, including a finding that the satgeor patients are being exposed to an unacceptablth risk.
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The FDCA permits FDA and the IND sponsor to agrewiiting on the design and size of clinical stgdietended to form the
primary basis of an effectiveness claim in an Npplecation. This process is known as Special Patéssessment, or SPA. These
agreements may not be changed after the cliniodlest begin, except in limited circumstances.

Assuming successful completion of the requiredicdintesting, the results of the nonclinical anidickl studies, together with other
detailed information, including information on thanufacture and composition of the drug, are subdhib the FDA in the form of a NDA
requesting approval to market the product for aneore indications. The testing and approval precegquires substantial time, effort, and
financial resources. The agencies review the agidic and may deem it to be inadequate to suppentegistration and we cannot be sure
any approval will be granted on a timely basisitiéll. The FDA may also refer the applicationtte appropriate advisory committee,
typically a panel of clinicians, for review, evalitm and a recommendation as to whether the apigicahould be approved. The FDA is not
bound by the recommendations of the advisory cotemit

The FDA has various programs, including fast trgeigrity review, and accelerated approval, thatiatended to expedite or
simplify the process for reviewing drugs, and/arvpde for approval on the basis surrogate endpo®¢merally, drugs that may be eligible
one or more of these programs are those for seoplife-threatening conditions, those with thegital to address unmet medical needs, and
those that provide meaningful benefit over existimgitments. We cannot be sure that any of oursdwily qualify for any of these programs,
or that, if a drug does qualify, that the reviemeiwill be reduced.

Section 505(b)(2) of the FDCA allows the FDA to epje a followen drug on the basis of data in the scientifiaditere or data ust
by FDA in the approval of other drugs. This prooedpotentially makes it easier for generic drug ufacturers to obtain rapid approval of
new forms of drugs based on proprietary data obtiginal drug manufacturer. We intend to rely®ection 505(b)(2) to obtain approval for
Altolyn.

Before approving an NDA, the FDA usually will ingpehe facility or the facilities at which the drigmanufactured, and will not
approve the product unless cGMP compliance isfaat@y. If the FDA evaluates the NDA and the matiiring facilities as acceptable, the
FDA may issue an approval letter, or in some camegpprovable letter followed by an approval teBoth letters usually contain a number
of conditions that must be met in order to secima fipproval of the NDA. When and if those coratig have been met to the FDA'’s
satisfaction, the FDA will issue an approval letfEine approval letter authorizes commercial manketif the drug for specific indications. As
a condition of NDA approval, the FDA may requirespmarketing testing and surveillance to moniterdiug’s safety or efficacy, or impose
other conditions.

After approval, certain changes to the approvedyxt such as adding new indications, making aertsnufacturing changes, or
making certain additional labeling claims, are sabjo further FDA review and approval. Before va@ enarket our product candidates for
additional indications, we must obtain additiongpeovals from FDA. Obtaining approval for a newigation generally requires that
additional clinical studies be conducted. We cafmgosure that any additional approval for new iatians for any product candidate will be
approved on a timely basis, or at all.
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Post-Approval Requirements Often times, even after a drug has been apprbyele FDA for sale, the FDA may require that
certain post-approval requirements be satisfiezlyding the conduct of additional clinical studiéfssuch post-approval conditions are not
satisfied, the FDA may withdraw its approval of tlreg. In addition, holders of an approved NDA i@aguired to: (i) report certain adverse
reactions to the FDA, (ii) comply with certain réguments concerning advertising and promotionatlialy for their products, and (iii)
continue to have quality control and manufactupngcedures conform to cGMP after approval. The Fig@Aodically inspects the sponsor’s
records related to safety reporting and/or manufagy facilities; this latter effort includes assesent of compliance with cGMP.
Accordingly, manufacturers must continue to exptéme, money, and effort in the area of productiad guality control to maintain cGMP
compliance. We intend to use third party manufagtito produce our products in clinical and comia¢éguantities, and future FDA
inspections may identify compliance issues at #udifies of our contract manufacturers that magrudt production or distribution, or require
substantial resources to correct. In addition,aliscy of problems with a product after approval mesult in restrictions on a product,
manufacturer, or holder of an approved NDA, inchgdivithdrawal of the product from the market.

Orphan Drug. The FDA may grant orphan drug designation to slingended to treat a “rare disease or conditiainith generally
is a disease or condition that affects fewer tHa® @00 individuals in the United States. Orpharmgdiesignation must be requested before
submitting an NDA. If the FDA grants orphan drugid@ation, which it may not, the identity of thetapeutic agent and its potential orphan
use are publicly disclosed by the FDA. Orphan dfegignation does not convey an advantage in, ateshthe duration of, the review and
approval process. If a product that has an orphag designation subsequently receives the first Epproval for the indication for which it
has such designation, the product is entitled plhan exclusivity, meaning that the FDA may not apprany other applications to market the
same drug for the same indication, except in aesary limited circumstances, for a period of seyears. Orphan drug designation does not
prevent competitors from developing or marketinffiedént drugs for that indication.

Non-United States Regulation Before our products can be marketed outside obttited States, they are subject to regulatory
approval similar to that required in the Unitedt&saalthough the requirements governing the canafuedinical trials, including additional
clinical trials that may be required, product lisig, pricing and reimbursement vary widely fronuitsy to country. No action can be taken
to market any product in a country until an appiatprapplication has been approved by the regylatethorities in that country. The current
approval process varies from country to countryl e time spent in gaining approval varies froat tiequired for FDA approval. In certain
countries, the sales price of a product must aésagdproved. The pricing review period often begifter market approval is granted. Even if a
product is approved by a regulatory authority,sfatitory prices may not be approved for such produc

In Europe, marketing authorizations may be subunhittea centralized, a decentralized or nationalléMe centralized procedure is
mandatory for the approval of biotechnology prodwid provides for the grant of a single markesinthorization that is valid in all
European Union (“EU”) members states. As of Jand&85, a mutual recognition procedure is availabline request of the applicant for all
medicinal products that are not subject to theredimeéd procedure. There can be no assurancetthahbsen regulatory strategy will secure
regulatory approvals on a timely basis or at all.

16




Employees
We currently have 1 part time and 3 full time enygles, including: our Chief Executive Officer, ouni€f Operating and Financial Officer

and 2 persons in business development, admin@tratid finance. None of our employees is coveyed tollective bargaining unit. We
believe our relations with our employees are satisiy.
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ITEM 1A. RISK FACTORS

An investment in our securities is speculativeature, involves a high degree of risk, and showtle made by an investor who
cannot bear the economic risk of its investmenafomdefinite period of time and who cannot afftird loss of its entire investment. You
should carefully consider the following risk facta@nd the other information contained elsewherthig Annual Report before making an
investment in our securities.

Risks Related to Our Business

We currently have no product revenues and will neetb raise additional funds in the future. If we ae unable to obtain the funds
necessary to continue our operations, we will be gaiired to delay, scale back or eliminate one or batof our remaining drug
development programs and may not continue as a gajrconcern.

We have generated no product revenues to date dmbtwintil, and if, we receive approval from tR®A and other regulatory
authorities for our two product candidates. Weehalveady spent substantial funds developing oterpial products and business, however,
and we expect to continue to have negative cashfflam our operations for at least the next sevgeaks. As of December 31, 2008, we had
$106,023 of cash and cash equivalenige received additional funding of approximatelyZillion from a joint venture agreement in
February 2009 and $0.4 million from the sale ofu8ed 12% Notes in February 2009. We will still bdg raise substantial additional funds
to complete the development of our product candi&land to bring them to market. Beyond the capglirements mentioned above, our
future capital requirements will depend on numerfag$ors, including:

« the results of any clinical trials;

« the scope and results of our research and develdgmagrams;

« the time required to obtain regulatory approvals;

- our ability to establish and maintain marketingaaites and collaborative agreements; and
« the cost of our internal marketing activities.

Swiss Pharma has received an arbitration awarehstgas, in the Swiss Chamber of Commerce, andriiizséd proceedings in New
York State courts to confirm the arbitration awardi enter a judgment on Swiss Pharma's behalfstggn We do not have sufficient cas
other current available assets to satisfy the ratbits award. If Swiss Pharma is successful iarerg a judgment against us, it could take
actions against us that would significantly impair ability to continue as a going concern. S¢enil3 - Legal Proceedings."”

It is difficult for companies like ours to raisenfds in the current economic conditions and additidinancing may not be available
on acceptable terms, if at all. If adequate furrédsnat available, we will be required to delay,lsdzack or eliminate one or more of our drug
development programs or obtain funds through asaremts with collaborative partners or others thay nequire us to relinquish rights to
certain of our technologies or products that we llowt otherwise relinquish. Our auditors havedatoded that our net losses, negative cash
flow, accumulated deficit and negative working talpas of December 31, 2008, raise substantial tdalodut our ability to continue as a
going concern.
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We are not currently profitable and may never becore profitable.

We have a history of losses and expect to incustamitial losses and negative operating cash flowhiforeseeable future, and we
may never achieve or maintain profitability. Wevéancurred losses in every period since our irioaptn August 6, 2001. For the year
ended December 31, 2008 and for the period fromuaug, 2001 (inception) through December 31, 20@8incurred net losses applicable to
common shares of $4,268,858, and $59,267,928ctsply. Even if we succeed in developing and cargializing one or more of our
product candidates, we expect to incur substalaaks for the foreseeable future and may nevembegrofitable. We also expect to
continue to incur significant operating and capitgbenditures and anticipate that our expensesneiltase substantially in the foreseeable
future as we:

« continue to undertake nonclinical development dimdcal trials for our product candidates;

« seek regulatory approvals for our product candijate

« implement additional internal systems and infragtrce;

« lease additional or alternative office facilitiesd

« hire additional personnel.

We also expect to experience negative cash flokhforeseeable future as we fund our operatisgel® and capital expenditures.
As a result, we will need to generate significavienues in order to achieve and maintain profitgbWWe may not be able to generate these
revenues or achieve profitability in the futuréDur auditors have concluded that our net lossagative cash flow, accumulated deficit and
negative working capital as of December 31, 2088¢rsubstantial doubt about our ability to corgias a going concern.

Ouir failure to achieve or maintain profitabilityudd negatively impact the value of our common stock
We have a limited operating history upon which to lhse an investment decision.

We are a development-stage company and have ndeyainstrated any ability to perform the functioesessary for the successful
commercialization of any product candidates. Siecessful commercialization of our product cangislavill require us to perform a variety
of functions, including:

« continuing to undertake nonclinical development aliical trials;

- participating in regulatory approval processes;

« formulating and manufacturing products; and

« conducting sales and marketing activities.

Since inception as Manhattan Research Developrivent,our operations have been limited to orgagjzind staffing, and acquirin
developing and securing our proprietary technolagg undertaking nonclinical and clinical trialspsincipal product candidates. These
operations provide a limited basis for you to asses ability to commercialize our product candédaand the advisability of investing in our
securities.
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We depend greatly on the intellectual capabilitieand experience of our key executives, and the logbany of them could affect our
ability to develop our remaining products.

We had only three full-time and one part-time ergpwas of March 30, 2009. The loss of Douglas Adoal President and Chief
Executive Officer, or Michael G. McGuinness, ouri&lOperating and Financial Officer, could harm O$e current terms of our
employment agreements with Messrs. Abel and McGsamexpire in April 2009 and July 2009, respedfivelWe cannot predict our success
in hiring or retaining the personnel we requiredontinued operations.

We may not obtain the necessary U.S. or worldwideegulatory approvals to commercialize our product cadidates.

We will need FDA approval to commercialize our protdcandidates in the U.S. and approvals from & Equivalent regulatory
authorities in foreign jurisdictions to commercialiour product candidates in those jurisdictionsrter to obtain FDA approval of any of
our product candidates, we must first submit toRB& an IND, which will set forth our plans for olcal testing of our product candidates. In
September 2007, the FDA accepted our IND for Tdg#dad(1-34). Our remaining two products, Hedridadhe Topical GEL for psoriasis
are currently considered pre-clinical. We are Umad estimate the size and timing of the clineadl non clinical trials required to bring our
two product candidates to market and, accordinglpnot estimate the time when development of thes#uct candidates will be completed.

When the clinical testing for our product candidatecomplete, we will submit to the FDA a NDA damstrating that the product
candidate is safe for humans and effective faniended use. This demonstration requires sigmificesearch and animal tests, which are
referred to as nonclinical studies, as well as huteats, which are referred to as clinical trigdatisfaction of the FDA'’s regulatory
requirements typically takes many years, depends tipe type, complexity and novelty of the produamdidate and requires substantial
resources for research, development and testing .cainot predict whether our research and clisipptoaches will result in drugs that the
FDA considers safe for humans and effective foiciadd uses. The FDA has substantial discretidhardrug approval process and may
require us to conduct additional nonclinical aridichl testing or to perform post-marketing studidhe approval process may also be
delayed by changes in government regulation, fuegislation or administrative action or change§DA policy that occur prior to or during
our regulatory review. Delays in obtaining regoitg approvals may:

« delay commercialization of, and our ability to derproduct revenues from, our product candidates;

« impose costly procedures on us; and

- diminish any competitive advantages that we magrmtise enjoy.

Even if we comply with all FDA requests, the FDAyndtimately reject any or all of our future NDA#/e cannot be sure that we
will ever obtain regulatory clearance for any of puoduct candidates. Failure to obtain FDA appro¥any of our product candidates will
severely undermine our business by reducing oueurf salable products and, therefore, corresmgnplioduct revenues.

In foreign jurisdictions, we must receive approfram the appropriate regulatory authorities befegecan commercialize our
drugs. Foreign regulatory approval processes gépénclude all of the risks associated with tHeArapproval procedures described

above. We have not yet made any determination aich foreign jurisdictions we may seek apprauadl have not undertaken any steps to
obtain approvals in any foreign jurisdiction.
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Clinical trials are very expensive, time consumingnd difficult to design and implement.

Human clinical trials are very expensive and diffico design and implement, in part because theysabject to rigorous regulatory
requirements. The clinical trial process is algeeticonsuming. We estimate that clinical trials wf product candidates will take at least
several years to complete. Furthermore, failureazir at any stage of the trials, and we coulebenter problems that cause us to abandon
or repeat clinical trials. The commencement andpletion of clinical trials may be delayed by saldactors, including:

« unforeseen safety issues;

« determination of dosing issues;

« lack of effectiveness during clinical trials;

« slower than expected rates of patient recruitment;

« inability to monitor patients adequately duringafter treatment; and

« inability or unwillingness of medical investigatdmsfollow our clinical protocols.

In addition, we or the FDA may suspend our clintcalls at any time if it appears that we are exppgarticipants to unacceptable
health risks or if the FDA finds deficiencies inrdMD submissions or the conduct of these trials.

The results of our clinical trials may not supportour product candidate claims.

Even if our clinical trials are completed as plathnge cannot be certain that their results willgan our product candidate
claims. Success in nonclinical testing and edityaal trials does not ensure that later clinigals will be successful, and we cannot be sure
that the results of later clinical trials will régdte the results of prior clinical trials and ninical testing. The clinical trial process maylfai
demonstrate that our product candidates are safaufoans or effective for indicated uses. Thikifaiwould cause us to abandon a product
candidate and may delay development of other prtochradidates. Any delay in, or termination of, olinical trials will delay the filing of ou
NDAs with the FDA and, ultimately, our ability t@mmercialize our product candidates and generatdupt revenues. In addition, \
anticipate that our clinical trials will involve gna small patient population. Accordingly, thesu#ts of such trials may not be indicative of
future results over a larger patient population.

Physicians and patients may not accept and use odrugs.

Even if the FDA approves our product candidategsijoiians and patients may not accept and use theaeptance and use of our
product will depend upon a number of factors inoigd

« perceptions by members of the health care communitjuding physicians, about the safety and eiffeciess of our drugs;

« cost-effectiveness of our product relative to cotimgeproducts;
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« availability of reimbursement for our products frgmvernment or other healthcare payers; and
. effectiveness of marketing and distribution effdiysus and our licensees and distributors, if any.

Because we expect sales of our current productidates, if approved, to generate substantiallpfadlur product revenues for the
foreseeable future, the failure of any of thesgdito find market acceptance would harm our busiaes could require us to seek additional
financing.

Our drug-development program depends upon third-paty researchers who are outside our control.

We currently are collaborating with several thimky researchers, for the development of our prodaedidates. Accordingly, the
successful development of our product candidatésiepend on the performance of these third parfieese collaborators will not be our
employees, however, and we cannot control the atrauiming of resources that they will devote tar programs. Our collaborators may
assign as great a priority to our programs or puteam as diligently as we would if we were undén@g such programs ourselves. If outside
collaborators fail to devote sufficient time andoerces to our drug-development programs, or if rerformance is substandard, the
approval of our FDA applications, if any, and aotréoduction of new drugs, if any, will be delay@dhese collaborators may also have
relationships with other commercial entities, savheghom may compete with us. If our collaboratasist our competitors at our expense,
our competitive position would be harmed.

We rely exclusively on third parties to formulate aand manufacture our product candidates.

We have no experience in drug formulation or mactuféng and do not intend to establish our own nfiacturing facilities. We lack
the resources and expertise to formulate or maturiaour own product candidates. We intend to emttwith one or more manufacturers to
manufacture, supply, store and distribute drug bepjfor our clinical trials. If any of our product candidates receive FDA apptpwe will
rely on one or more third-party contractors to nfaoture our drugs. Our anticipated future reliaooea limited number of third-party
manufacturers, exposes us to the following risks:

« We may be unable to identify manufacturers on aed®@ terms or at all because the number of patemtnufacturers is
limited and the FDA must approve any replacementreator. This approval would require new testémgl compliance
inspections. In addition, a new manufacturer wddde to be educated in, or develop substantiallyvatent processes for,
production of our products after receipt of FDA apg@l, if any.

o  Our third-party manufacturers might be unable tonfidate and manufacture our drugs in the volumedadride quality required
to meet our clinical needs and commercial needs)yf

« Our future contract manufacturers may not perfosragreed or may not remain in the contract manufiact business for the
time required to supply our clinical trials or tacsessfully produce, store and distribute our petsl

« Drug manufacturers are subject to ongoing periad@nnounced inspection by the FDA, the Drug Emforent Agency, and
corresponding state agencies to ensure strict ¢Ganga with good manufacturing practice and othetregament regulations and
corresponding foreign standards. We do not haver@oover third-party manufacturers’ compliancewihese regulations and
standards
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« If any third-party manufacturer makes improvementhe manufacturing process for our products, veg mot own, or may
have to share, the intellectual property rightthtvinnovation

We have no experience selling, marketing or distrilting products and no internal capability to do so.

We currently have no sales, marketing or distriuttapabilities. We do not anticipate having #ources in the foreseeable future
to allocate to the sales and marketing of our psedgroducts. Our future success depends, ingradyr ability to enter into and maintain
such collaborative relationships, the collaboraesttategic interest in the products under deveéapirand such collaborator’s ability to
successfully market and sell any such products.inféed to pursue collaborative arrangements reégguttie sales and marketing of our
products, however, there can be no assurance thaitillwbe able to establish or maintain such callalbive arrangements, or if able to do so,
that they will have effective sales forces. Toeheent that we decide not to, or are unable tterento collaborative arrangements with
respect to the sales and marketing of our proppeadiicts, significant capital expenditures, manag#mesources and time will be required
to establish and develop an in-house marketingsates force with technical expertise. There caa be no assurance that we will be able to
establish or maintain relationships with third gartllaborators or develop in-house sales andibligion capabilities. To the extent that we
depend on third parties for marketing and distidnutany revenues we receive will depend upon tfogte of such third parties, and there can
be no assurance that such efforts will be succesbfiaddition, there can also be no assurandenwbawill be able to market and sell our
product in the United States or overseas.

If we cannot compete successfully for market sharggainst other drug companies, we may not achievef§igient product revenues and
our business will suffer.

The market for our product candidates is charamdrby intense competition and rapid technologidaiances. If our product
candidates receive FDA approval, they will compeith a number of existing and future drugs andap&rs developed, manufactured and
marketed by others. Existing or future competingdpicts may provide greater therapeutic conveniencéinical or other benefits for a
specific indication than our products, or may offemparable performance at a lower cost. If oudpets fail to capture and maintain market
share, we may not achieve sufficient product reesrand our business will suffer.

We will compete against fully integrated pharmamlitcompanies and smaller companies that arelmoiding with larger
pharmaceutical companies, academic institutionseigonent agencies and other public and privatearekeorganizations. Many of these
competitors have product candidates that will capéth ours already approved or in developmenaddition, many of these competitors,
either alone or together with their collaboratiaatpers, operate larger research and developmegtagms and have substantially greater
financial resources than we do, as well as siganifiily greater experience in:

« developing drugs;

« undertaking nonclinical testing and human clinicalls;

« oObtaining FDA and other regulatory approvals ofgdru

« formulating and manufacturing drugs; and

« launching, marketing and selling drugs.
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Developments by competitors may render our productsr technologies obsolete or non-competitive.

Many of the organizations competing with us havessantially greater capital resources, larger mebeand development staffs and
facilities, longer drug development history in dbiag regulatory approvals and greater manufactuaind marketing capabilities than we do.
These organizations also compete with us to attpaalified personnel, parties for acquisitionsnjaientures or other collaborations.

If we fail to adequately protect or enforce our intllectual property rights or secure rights to patets of others, the value of our
intellectual property rights would diminish.

Our success, competitive position and future regemill depend in part on our ability and the aigit of our licensors to obtain and
maintain patent protection for our products, methguiocesses and other technologies, to presenteagie secrets, to prevent third parties
from infringing on our proprietary rights and toevpte without infringing the proprietary rightstbfrd parties.

We currently do not directly own the rights to asyued patents. See “Business — Intellectual Ptyppead License Agreements.”.

However, with regard to the patents covered bylioanse agreements and any future patents issugditt we will have rights, we
cannot predict:

- the degree and range of protection any patentsaffidtd us against competitors including whethéndtparties will find ways to
invalidate or otherwise circumvent our pate!

« if and when patents will issue;
« whether or not others will obtain patents claimaspects similar to those covered by our patentgpateht applications; or
- whether we will need to initiate litigation or admstrative proceedings which may be costly whetiemwin or lose.

Our success also depends upon the skills, knowladdexperience of our scientific and technicaspenel, our consultants and
advisors as well as our licensors and contractdoshelp protect our proprietary know-how and aweintions for which patents may be
unobtainable or difficult to obtain, we rely ondeasecret protection and confidentiality agreemenmtsthis end, we require all of our
employees, consultants, advisors and contractaattEr into agreements which prohibit the disclesfrconfidential information and, where
applicable, require disclosure and assignment tf tise ideas, developments, discoveries and invesimportant to our business. These
agreements may not provide adequate protectioouiotrade secrets, know-how or other proprietafgrination in the event of any
unauthorized use or disclosure or the lawful dgwelent by others of such information. If any of tnade secrets, know-how or other
proprietary information is disclosed, the valueoaf trade secrets, know-how and other proprietagtyts would be significantly impaired and
our business and competitive position would suffer.

If we infringe the rights of third parties we could be prevented from selling products, forced to pagamages, and defend against
litigation.

Our business is substantially dependent on théiénteal property on which our product candidatestzased. To date, we have not

received any threats or claims that we may berigfng on another’s patents or other intellectuapprty rights. If our products, methods,
processes and other technologies infringe the fatapy rights of other parties, we could incur dabsial costs and we may have to:
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« Obtain licenses, which may not be available on cencially reasonable terms, if at all;
« redesign our products or processes to avoid inérmant;

» stop using the subject matter claimed in the patkeld by others;

« pay damages; or

« defend litigation or administrative proceedings ethinay be costly whether we win or lose, and wisimtild result in a
substantial diversion of our valuable managemesuuees

Our ability to generate product revenues will be dininished if our drugs sell for inadequate prices opatients are unable to obtain
adequate levels of reimbursement.

Our ability to commercialize our drugs, alone othwdollaborators, will depend in part on the extenivhich reimbursement will be
available from:

« government and health administration authorities;
« private health maintenance organizations and hestirers; and
« other healthcare payers.

Significant uncertainty exists as to the reimbursetistatus of newly approved healthcare produatsltHcare payers, including
Medicare, are challenging the prices charged fatioa products and services. Government and oth&lthcare payers increasingly attempt
to contain healthcare costs by limiting both cogerand the level of reimbursement for drugs. Hfzear product candidates are approvec
the FDA, insurance coverage may not be availalié reimbursement levels may be inadequate, to amwedrugs. If government and other
healthcare payers do not provide adequate covaradjeeimbursement levels for any of our produatsgcapproved, market acceptance of
our products could be reduced.

We may not successfully manage our growth.

Our success will depend upon the expansion of parations and the effective management of our drowhich will place a
significant strain on our management and on ouriRidtrative, operational and financial resourc&s. manage this growth, we must expand
our facilities, augment our operational, finan@atl management systems and hire and train additjoadfied personnel. If we are unable
manage our growth effectively, our business mafesuf

If we are unable to hire additional qualified persanel, our ability to grow our business may be harme.
We will need to hire additional qualified personméth expertise in nonclinical testing, clinicabearch and testing, government
regulation, formulation and manufacturing and sales$ marketing. We compete for qualified individuaith numerous biopharmaceutical

companies, universities and other research inistitst Competition for such individuals is intenaad we cannot be certain that our search for
such personnel will be successful. Attracting agtdining qualified personnel will be critical toraguccess.
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We may incur substantial liabilities and may be regired to limit commercialization of our products in response to product liability
lawsuits.

The testing and marketing of medical products éatainherent risk of product liability. If we caoisuccessfully defend ourselves
against product liability claims, we may incur stagial liabilities or be required to limit commatzation of our products. We currently
carry clinical trial insurance in an amount up §@00,000, which may be inadequate to protect agpwiential product liability claims or
may inhibit the commercialization of pharmaceutigadducts we develop, alone or with corporate baltators. Although we intend to
maintain clinical trial insurance during any cliaidrials, this may be inadequate to protect usnagany potential claims. Even if our
agreements with any future corporate collaboratatile us to indemnification against losses, sademnification may not be available or
adequate should any claim arise.

We are controlled by current officers, directors ard principal stockholders.

Our directors, executive officers and principak&twlders beneficially own approximately 29 perceindur outstanding voting sto
and, including shares underlying outstanding ogtiamd warrants. In addition, Nordin Biotech VeatBund has the right to acquire up to
66,666,666 shares of our common stock (which weoedesent approximately 49% of our common stoabf &darch 17, 2009), resulting in
Nordic owning approximately 49% of our common stodkrough its stock ownership, its right to acquadditional shares, its substan
control over the management of the Hedrin JV (whncludes the ability to terminate our managementrct with the Hedrin JV), and
various covenants contained in our registratiohtaggreement with Nordic, Nordic has the abilityekert substantial influence over the
election of our Board of Directors, the outcomessfies submitted to our stockholders, the developofeHedrin and our ability, as a
company, to benefit from the successful developro&htedrin. Even without the exercise of its right acquire additional shares of our
common stock, our directors, officers and princigtakckholders, taken as a whole, have the abdigxert substantial influence over the
election of our Board of Directors and the outcarhessues submitted to our stockholders.

Risks Related to Our Securities

Our stock price is, and we expect it to remain, vetile, which could limit investors’ ability to sell stock at a profit.

During the last two fiscal years, our stock pries traded at a low of $0.007 in the fourth quasfe&2008 to a high of $1.10 in the
second quarter of 2007. The volatile price of stack makes it difficult for investors to predibetvalue of their investment, to sell shares
profit at any given time, or to plan purchases salds in advance. A variety of factors may afteetmarket price of our common
stock. These include, but are not limited to:

« The continuing global economic crisis, which hdgeted stock prices of many companies, and pasilyumany small
pharmaceutical companies like oL

« publicity regarding actual or potential clinicabtgts relating to products under development bycoumpetitors or us;

« delay or failure in initiating, completing or analgg nonclinical or clinical trials or the unsa#isfory design or results of these
trials;
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« achievement or rejection of regulatory approval®bycompetitors or us;

« announcements of technological innovations or nemroercial products by our competitors or us;
- developments concerning proprietary rights, inclgddatents;

« developments concerning our collaborations;

« regulatory developments in the United States angida countries;

« economic or other crises and other external factors

« period-to-period fluctuations in our revenues atiteoresults of operations;

- changes in financial estimates by securities ataglpsid

« sales of our common stock.

We will not be able to control many of these fast@nd we believe that period-to-period comparisdrer financial results will not
necessarily be indicative of our future performance

In addition, the stock market in general, and tlaekat for biotechnology companies in particulais baperienced extreme price and
volume fluctuations that may have been unrelatetisproportionate to the operating performancendiviidual companies. These broad
market and industry factors may seriously harmmtlagket price of our common stock, regardless ofoparating performance.

We have delisted from the American Stock Exchange.

As a result of our delisting , the liquidity of oemmmon stock has been and may continue to be edduot only in terms of the
number of shares that can be bought and sold iaka grice, but also through delays in the timifigransactions and reduction in security
analysts’ and the media’s coverage of us. This reaylt in lower prices for our common stock thagimiotherwise be obtained and could
also result in a larger spread between the bidaakdd prices for our common stock.

We have never paid dividends.
We have never paid dividends on our common stodkdamnot anticipate paying any dividends for thee$eeable future. You
should not rely on an investment in our stock ifiyequire dividend income. Further, you will omalize income on an investment in our

stock in the event you sell or otherwise disposgooir shares at a price higher than the price yod for your shares. Such a gain would
result only from an increase in the market pricewf common stock, which is uncertain and unprediet
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ITEM 2. PROPERTIES

Our executive offices are located at 48 Wall Strédé¢w York, New York 10005. We currently occupystspace pursuant to a
written lease that expires on September 30, 20@@muwhich we pay rent of approximately $7,000 penth.

We believe that our existing facilities are adeguatmeet our current requirements. We do not amynreal property.
ITEM 3. LEGAL PROCEEDINGS

Swiss Pharma Contract LTD, or Swiss Pharma, acealirsite that we used in one of our obesity trigésje notice to us that Swiss
Pharma believed it was entitled to receive an audit payment of $322,776 for services in connectigth that clinical trial. The contract
between us and Swiss Pharma provided for arbitraticghe event of a dispute, such as this claimrafoadditional payment. On March 10,
2008, Swiss Pharma filed for arbitration with thei€& Chamber of Commerce. As we did not beliewa 8wiss Pharma was entitled to
additional payments, we defended our position Inteation. On April 2, 2008, we filed our statemeii defense and counterclaim for
recovery of costs incurred by us as a result o6SWiharma’s failure to meet agreed upon deadlimésrwour contract. On June 3, 2008, a
hearing was held before the arbitrator under ttspiges of the Swiss Chamber of Commerce. On Séyge’ 2008, the arbitrator rendered
an award in favor of Swiss Pharma, awarding to SWisarma a total of $646,000 which amount includ$323,000 contract penalty, a final
services invoice of $48,000, reimbursement of @& Swiss Pharma’s legal and other expensesiiedun the arbitration process of
$245,000, reimbursement of arbitration costs of, 13 and interest through September 5, 2008 of0®07, Further, the arbitrator ruled that
we must pay interest at the rate of 5% per annu$3di,000, the sum of the $323,000 contract pemaitlythe final services invoice of
$48,000, from October 12, 2007 until paid. We peeliously recognized a liability to Swiss Pharmahe amount of $104,000 for the final
services invoice. The remainder of the award wasesed in 2008. We have recognized research amdopevent expense of $267,000,
general and administrative expense of $257,000raackst expense of $23,000 during the year ended:bber 31, 2008. On January 22,
2009, we received notice that Swiss Pharma suliratigetition to the Supreme Court of the State@i/N ork, County of New York seeking
to confirm and to enter a judgment on the ArbitmatAward. On February 17, 2009, we filed an angee&wiss Pharma's petition. A hear
has not yet been scheduled. We will continue touecinterest at the rate of 5% per annum on ti7d& 880 until such amount has been
settled. We do not have sufficient cash or otluerant available assets to satisfy the arbitrataward.
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PART Il

ITEM 5. MARKET FOR REGISTRANT'S COMMON EQUITY, REL ATED STOCKHOLDER MATTERS AND ISSUER
PURCHASES OF EQUITY SECURITIES.

Market for Common Stock

Our common stock traded on the American Stock BExgedAMEX"under the symbol “MHA” during the year dad December 31,
2007 and for the period from January 1, 2008 todi@6, 2008. On March 26, 2008 our common stock weduntarily delisted from the
AMEX and began trading on the Over the Counter@inlBoard (“OCTBB”) under the symbol “MHAN". THellowing table lists the high
and low price for our common stock as quoted, i8.Uollars, on the American Stock Exchange or ther@he Counter Bulletin Board for t
periods indicated:

Price Range
2008 2007
Quarter Ended High Low High Low
March 31 $ 023 $ 011C $ 096 $ 0.70C
June 3( 0.18( 0.10c¢ 1.10C 0.69(
September 3 0.20( 0.10(¢ 0.78( 0.22(
December 3: 0.09( 0.007 0.23( 0.09(

Stock Chart

Comparison to NASDAQ Biotechnology Index.

a
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Record Holders

The number of holders of record of our common staxkf March 20, 2009 was 437.
Dividends

We have not paid or declared any dividends on ommaon stock and we do not anticipate paying dividesn our common stock in
the foreseeable future, but intend instead tometarnings, if any, for use in our business opemnati The payment of dividends in the future,
if any, will be at the sole discretion of our boaifddirectors and will depend upon our debt andtgairucture, earnings and financial
condition, need for capital in connection with gbksfuture acquisitions and other factors, inchgleconomic conditions, regulatory
restrictions and tax considerations. We cannotantee that we will pay dividends or, if we payidands, the amount or frequency of these
dividends.
Stock Repurchases

We did not make any repurchases of our common stodkg 2008.
Securities authorized for issuance under equity copensation plans
Equity Compensation Plan Information

Number of securities
remaing available for

Number of securities future issuance unde
to beissued upon Weighted average equity compenstaion
exercise of exercise price of plans (excluding
outstanding options, outstanding options securities reflected in
Plan Category warrants and rights warrants and rights column (a))
@) (b) ©
Equity compensation plans approved by
security holders 10,661,61 $ 0.934( 875,62¢
Equity compensation plans not approvec
security holders
Total 10,661,61 $ 0.93¢ 875,62!

Recent Sales of Unregistered Securities

In connection with the Registrant’s merger of itsolly-owned subsidiary Tarpan Acquisition Corp.ttwiarpan Therapeutics, Inc.
(“Tarpan”), effective as of April 1, 2005, it issian aggregate of 10,731,052 shares of its commeck 0 the former stockholders of Tarpan
in exchange for their shares of Tarpan common stdéle Registrant relied on the exemption from fatleegistration under Section 4(2) of
the Securities Act, based on its belief that tlseasice of such securities did not involve a pulfiering, as there were fewer than 35 “non-
accredited” investors, all of whom, either alonglsough a purchaser representative, had such lendgeland experience in financial and
business matters so that each was capable of ¢ngltiae risks of the investment.
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In August 2005, the Registrant sold in a privacpment offering to accredited investors unitgo$écurities consisting of shares
common stock and warrants to purchase additiorsakshof common stock. The private placement waptated in two separate closings
held on August 26, 2005 and August 30, 2005. InAthgust 26 closing, the Registrant sold a total@763,926 shares of common stock and
five-year warrants to purchase 2,152,758 share®fal gross proceeds of approximately $11.95 anilliThe warrants issued at the August 26
closing are exercisable at a price of $1.44 pereshehich represented approximately 110% of theageclosing price of the Registrant’s
common stock during the five trading days precedunch closing date. On August 30, 2005, the Regissold an additional 1,108,709 shi
of common stock and five-year warrants to purct2g741 shares of common stock, which resultedasgproceeds of approximately
$1.28 million. The warrants issued in connectiothwine August 30 closing are exercisable at a pickL.49 per share, which represented
approximately 110% of the average closing pricthefCompany's common stock during the five tradiags preceding such closing date.
The total gross proceeds resulting from this ofigrivas approximately $13.22 million, before dechgtielling commissions and expenses.
The Registrant paid total cash commissions of apprately $925,000 to selling agents engaged in ectian with the offering and issued 5-
year warrants to purchase an aggregate of 593/#@s of common stock, of which warrants to puret&88,196 shares are exercisable
price of $1.44 per share and the remaining arecesadle at a price of $1.49 per share. In conaedtiith this offering, the Registrant relied
on the exemption from federal registration undesti®a 4(2) of the Securities Act and/or Rule 506mulgated thereunder, based on its b
that the offer and sale of the shares and wardidtsot involve a public offering as each invest@s “accredited” and no general solicitation
was involved in the offering.

On March 30, 2007, the Registrant entered intai@sef subscription agreements with various iogthal and other accredited
investors for the issuance and sale in a privategohent of an aggregate of 10,185,502 shares &abistrant’s common stock for total gross
proceeds of approximately $8.56 million. Of theat@mount of shares issued, 10,129,947 were salgat share price of $0.84, and an
additional 55,555 shares were sold to an entitlia&d with Neil Herskowitz, a director of Manhaitt, at a per share price of $0.90, the
closing sale price of the Registrant's common stmtharch 29, 2007. Pursuant to the subscriptiorexgents, the Registrant also issued to
the investors 5-year warrants to purchase an agtged 3,564,897 shares of the Registrant’s comsback at an exercise price of $1.00 per
share. The warrants are exercisable during thegheommencing September 30, 2007 and ending MarcB(B.2. Pursuant to the
subscription agreements, the Registrant agredteta fegistration statement with the Securitied BRchange Commission on or before May
14, 2007 covering the resale of the shares issu#ittiprivate placement, including the shares Issuapon exercise of the investor
warrants. The Registrant engaged Paramount Bit&alic., as its placement agent in connectioi wie private placement. In
consideration for its services, the Registrant jpaigregate cash commissions of approximately $600a0d issued to Paramount a 5-year
warrant to purchase an aggregate of 509,275 shagsexercise price of $1.00 per share. Thedsdle shares and warrants was not
registered under the Securities Act of 1933. Ratheroffer and sale of such securities was madeli@nce on the exemption from
registration requirements provided by Section 4fZhe Securities Act and Regulation D promulgatesteunder. Each of the investors was
“accredited” (as defined under Regulation D) andjaneral solicitation was used in connection whth offer and sale of such securities.

In April 2007, in partial consideration for entagimto a license agreement, the Registrant issmethiornton & Ross Ltd., the
licensor, a total of 125,000 shares of the Regisgsaommon stock in accordance with the termsathie The issuance of such common
stock was considered to be exempt from registratiwder the Securities Act in reliance on Sectid®) 4 the Securities Act, or Regulation D
promulgated thereunder, as a transaction by aeriggt involving a public offering. The recipiesftsuch common stock represented their
intention to acquire the securities for investmamy and not with a view to or for sale in connentiwith any distribution thereof and
appropriate legends were affixed to the sharefwaties issued in this transaction. All recipiesither received adequate information about us
or had access to such information.
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In June 2007, in consideration for entering intiw@nse agreement, the Registrant issued to eatharhton & Ross, Ltd. and Kertr
S.A., each a licensor thereunder, 75,000 shar®dRegistrant’s common stock in accordance wightéinms thereof. The issuances of such
common stock were considered to be exempt fronstegion under the Securities Act in reliance ooti®a 4(2) of the Securities Act, or
Regulation D promulgated thereunder, as transactiyran issuer not involving a public offering. Teeipients of such common stock
represented their intention to acquire the seesriibr investment only and not with a view to ardale in connection with any distribution
thereof and appropriate legends were affixed testtage certificates issued in these transactidtigecipients either received adequate
information about the Registrant or had accessith saformation.

In January 2008, the Registrant and Nordic Biotehture Fund Il K/S ("Nordic"), entered into a jowenture agreement the
Registrant, as amended on February 18, 2008 aredQJu#008 (the "Joint Venture Agreement”), purstanthich in February 2008,
(i) Nordic contributed cash in the amount of $&1flion to H Pharmaceuticals K/S (formerly Hedrih@maceuticals K/S), a newly formed
Danish limited partnership(the "Hedrin JV") in erclge for 50% of the equity interests in the Hedkinand (ii) the Registrant contributed
certain assets to North American rights (undembeg to our Hedrin product to the Hedrin JV in eawle for $2.0 million in cash and 50% of
the equity interests in the Hedrin JV. On or abdane 30, 2008, in accordance with the termsenfittint Venture Agreement, Nordic
contributed an additional $1.25 million in castthe Hedrin JV, $1.0 million of which was distribdteo us and equity in the Hedrin JV was
distributed to each of us and Nordic sufficientrtaintain our respective ownership interests at 563rsuant to the Joint Venture Agreem
upon the classification by the U.S. Food and Drugnkistration, or the FDA, of Hedrin as a ClaseiIClass Il medical device, Nordic will
be required to contribute to the Hedrin JV an addél $1.25 million in cash, $0.5 million of whietill be distributed to us and equity in the
Hedrin JV will be distributed to each of us and torsufficient to maintain our respective ownersimggrests at 50%. Upon classification by
the FDA of Hedrin as a Class Il or Class Il metldavice, the Hedrin JV will have received a tatb$1.5 million cash to be applied toward
the development and commercialization of HedriNarth America. If classification of Hedrin by tR®A as a Class Il or Class Ill medical
device is not received by June 30, 2009, then Moxill not be obligated to make the final paymeh$.25 million and Nordic will receive
an additional 20% ownership of the joint venturd anhanced control over the joint venture's opanatand other important decision-
making. Pursuant to the terms of the Joint Venigeeement, Nordic has the right to nominate orsgefor election or appointment to our
board of directors.

Pursuant to the Joint Venture Agreement, Nordicthasight to put all or a portion of its interésthe Hedrin JV in exchange for
such number of shares of common stock equal tarnt@unt of Nordic’s investment in the Hedrin JV diil by $0.14, as adjusted from time
to time for stock splits and other specified evemtsltiplied by a conversion factor, which is (ip@ for so long as Nordic's distributions from
the Hedrin JV are less than the amount of its itmaeat, (ii) 1.25 for so long as Nordic's distrilmts from the Hedrin JV are less than two
times the amount of its investment but greater tragqual to the amount of its investment amouiit,1(50 for so long as Nordic's
distributions from the Hedrin JV are less than ¢hiimes the amount of its investment but greaten tr equal to two times the amount of its
investment amount, (iv) 2.00 for so long as Nogddistributions from the Hedrin JV are less thaur fiimes the amount of its investment but
greater than or equal to three times the amouit$ a@fvestment amount and (v) 3.00 for so long asdi¢’s distributions from Hedrin JV are
greater than or equal to four times the amountsahivestment. The put right expires upon theieat occur of (i) February 25, 2018 and
30 days after the date when Nordic's distributimom the Hedrin JV exceed five times the amountditohas invested in the Hedrin JV (or
days after such date if the Registrant has providi@diic notice thereof). Pursuant to the Joint em Agreement, the Registrant has the |
to call all or a portion of Nordic's equity intet@s the Hedrin JV in exchange for such numberhafres of common stock equal to the portion
of Nordic's investment in the Hedrin JV that thegR&ant calls by the dollar amount of Nordic'séstment as of such date in the Hedrin JV,
divided by $0.14, as adjusted from time to timedimrck splits and other specified events. Therggllt is only exercisable by the Registrai
the price of common stock has closed at or abov&0Hder share for 30 consecutive trading days.inguhe first 30 consecutive trading days
in which the common stock closes at or above $fetGhare, the Registrant may exercise up to 258teafall right. During the second 30
consecutive trading days in which the common stdokes at or above $1.40 per share, the Registraptexercise up to 50% of the call right
on a cumulative basis. During the third conse@u80 trading days in which the common stock cleges above $1.40 per share, the
Registrant may exercise up to 75% of the call rights cumulative basis. During the fourth consgel80 days in which the common stock
closes at or above $1.40 per share, the Registraptexercise up to 100% of the call right on a clative basis. Nordic may refuse the call,
either by paying $1.5 million multiplied by the pentage of Nordic's investment being called orefitirfg an equivalent portion of the put
right, calculated on a pro rata basis for the pgage of the Nordic equity interest called by ughe call right expires on February 25, 2013.
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In connection with the Joint Venture Agreementfaruary 25, 2008, Nordic paid the Registrant a-mefundable fee of $150,000
in exchange for the right to receive a warrantucchase up to 7,142,857 shares of common stdb®.a#l per share, as adjusted from time to
time for stock splits and other specified evertblardic did not exercise all or part of its pugit on or before April 30, 3008. As of April &
2008, Nordic had not exercised all or any portibitoput right and the Registrant issued the wrta Nordic.

The offering and sale of the securities under tiet)/enture Agreement were considered to be exdrapt registration under the
Securities Act, by virtue of Section 4(2) therentlahe provisions of Regulation D promulgated thader. Nordic has represented to the
Registrant that it is an "accredited investor,thad term is defined in Rule 501(a) of Regulationmdler the Securities Act.

On September 11, 2008, the Registrant enteredhistyies of 10% secured promissory notes withicesfdts directors and officers
and an employee of the Registrant (the “Note Haljdor aggregate of $70,000. Principal and inteogsthe notes shall be paid in cash on
March 10, 2009 unless paid earlier by the Registtarconnection with the issuance of the notes,Rlegistrant also issued to the Note
Holders 5-year warrants to purchase an aggregdté000 shares of the Registrant's common stoak akercise price of $0.20 per
share. The Registrant granted to the Note Hold@mntinuing security interest in certain speaiéfunds, deposits and repayments due to the
Registrant and expected to be repaid to the Ragisin the next several months. . The issuahseaah securities was considered to be
exempt from registration under the Securities Aateliance on Section 4(2) of the Securities AcfRegulation D promulgated thereunder, as
a transaction by an issuer not involving a pubffering. The recipient of such securities représérheir intention to acquire the securities
for investment only and not with a view to or falesin connection with any distribution thereof appropriate legends were affixed to the
warrant certificates issued in this transactioril. récipients either received adequate informatibout us or had access to such information.

On February 3, 2009, the Registrant completedvaf@iplacement (the "2009 Private Placement") &f B4its, with each unit
consisting of a 12% senior secured note promissoty in the principal amount of $5,000 and a wartampurchase up to 166,667 shares of
common stock at an exercise price of $.09 per shhieh expires on December 31, 2013, for aggregaiss proceeds of $1,780,500. The
private placement was completed in three closingishvoccurred on November 19, 2008 with respe0id units, December 23, 2008 with
respect to 56 units and February 3, 2009 with repeB2 units.
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On November 19, 2008, the Registrant completeddieof 207 units in the first closing of the 20@%ate placement. The
Registrant issued a warrant to purchase 5,175 J0di@s of common stock at an exercise price of fedShare to the placement agent as
partial compensation for its services. Te Regigtgranted the placement agent the right to norrinahember of its Board of Directors and
such director shall receive all compensation amefies provided to its other directors. Additiogaupon such director’s appointment to the
Board of Directors, he or she shall be issued aaméto purchase 1,000,000 shares of common stazlper share exercise price equal to the
greater of (i) the fair market value on the datésstiance or (ii) $.09.

On December 23, 2008, the Registrant completed@nseclosing of the 2009 Private Placement undete¢hms of the Securities
Purchase Agreement. At the second closing, thésRegt sold an additional 56 units to investols. connection with the second closing, the
Registrant issued to the placement agent a wawgnirchase 1,400,003 shares of common stock exexngise price of $.09 per share as
additional compensation for its services.

On February 3, 2009, the Registrant completedrd thosing of the 2009 Private Placement undetghmas of the Securities
Purchase Agreement. At the third closing, the Reat sold an additional 82 units to investota.connection with the third closing, the
Registrant issued to the placement agent a wawgnirchase 2,050,004 shares of common stock exengise price of $.09 per share as
additional compensation for its services.

All of the investors represented in the 2009 PeaRliacement represented that they were “accreititedgtors,” as that term is

defined in Rule 501(a) of Regulation D under theusiéies Act, and the sale of the units was madeliance on exemptions provided by
Regulation D and Section 4(2) of the Securities #&ct933, as amended.
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ITEM 7. MANAGEMENT’'S DISCUSSION AND ANALYSIS OF FI NANCIAL CONDITION AND RESULTS OF OPERATIONS.
Overview

We were incorporated in Delaware in 1993 undemntmae “Atlantic Pharmaceuticals, Inc.” and, in Mag&®0, we changed our
name to “Atlantic Technology Ventures, Inc.” In0&) we completed a “reverse acquisition” of prijateeld “Manhattan Research
Development, Inc”. In connection with this transae, we also changed our name to “Manhattan Pheguticals, Inc.” From an accounting
perspective, the accounting acquirer is considerd Manhattan Research Development, Inc. and-dicgty, the historical financial
statements are those of Manhattan Research Devetdpmc.

During 2005 we merged with Tarpan Therapeutics, (fiarpan”). Tarpan was a privately held New Yddsed biopharmaceutical
company developing dermatological therapeuticscoli¢ph the merger, we acquired Tarpan’s primary pcodandidate, Topical PTH (1-34)
for the treatment of psoriasis. In considerationtfieir shares of Tarpan’s capital stock, theldtotders of Tarpan received an aggregate of
approximately 10,731,000 shares of our common stegkesenting approximately 20% of our then outditey common shares. This
transaction was accounted for as a purchase ofiidrp the Company.

We are a specialty healthcare product company émtos developing and commercializing pharmaceluieatments for
underserved patient populations. We aim to acqigtes to these technologies by licensing or otlies acquiring an ownership interest,
funding their research and development and evdwteiher bringing the technologies to market ot-ieensing. In the short term we are

focusing our efforts on the commercialization af ttvo product candidates we currently have in dgyeknt: Hedrid™ through the Hedri
JV, a novel, non-insecticide treatment of pediau(lhead lice) and a topical product for the treattrof psoriasis. Longer term we intend to
acquire and commercialize low risk, quick to manketducts, specifically products that could be reteld over-the-counter (“OTC"), treat
everyday maladies, are simple to manufacture, amdiad be classified as medical devices by the FDA

You should read the following discussion of ouutessof operations and financial condition in cangtion with the financial
statements and notes thereto appearing elsewhtris iform 10-K. This discussion includes “forwdodking” statements that reflect our
current views with respect to future events andrfial performance. We use words such as we “¢Xpaaticipate,” “believe,” and
“intend” and similar expressions to identify forwladooking statements. Investors should be awatabttual results may differ materially
from our expressed expectations because of risksiacertainties inherent in future events, paréidylthose risks identified under the
heading “Risk Factors” following Item 1 in this Amal Report, and should not unduly rely on theswé#od looking statements. All share and
per share information in this discussion has befusted for the 1-for-5 combination of our commawck effected on September 25, 2003.

Results Of Operations
2008 versus 2007
During each of the years ended December 31, 2002@07, we had no revenues, and are consideredetogeent stage

company. We do not expect to have revenues rgl&iour products prior to December 31, 2009.
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Years ended December 3

Increase % Increase
2008 2007 (decrease) (decrease)
Costs and expenses:
Research and developme
Share-based compensatic $ 122,000 $ 539,00( $ (417,000 -77.31%
In-license, milestone and related f - 2,245,001 (2,245,000 -100.0(%
Other research and development expenses 1,681,001 5,752,00! (4,071,000 -70.7¢%
Total research and development expenses 1,803,001 8,536,00! (6,733,000 -78.8t%
General and administrativ
Shar+based compensati 342,00( 902,00t (560,001 -62.0¢%
Other general and administrative expenses 2,268,00i 2,706,00! (438,000 -16.15%
Total general and administrative expenses 2,610,00i 3,608,001 (998,000 -27.66%
Other income 144,00( 112,00( 32,00( 28.51%
Net loss $ 4,269,000 $ 12,032,000 $ (7,763,000 -64.52%

For the year ended December 31, 2008 researcheamdbgpment expense was $1,803,000 as compared386$800 for the year
ended December 31, 2007. This decrease of $6 330 78.9%, is primarily comprised of a decrease-license, milestone and related
fees of $2,245,000, a decrease in other reseattarelopment expenses of $4,071,000 and a dedressxk based compensation of
$417,000.

For the year ended December 31, 2008 general anohistiative expense was $2,610,000 as compar$d,&08,000 for the year
ended December 31, 2007. This decrease of $9980Q@7.7%, is primarily comprised of a decreasghare-based compensation of
$560,000 and a decrease in other general and adrainie expenses of $438,000.

For the year ended December 31, 2008 other incoasebd44,000 as compared to $112,000 for the yekdeDecember 31,
2007. This increase of $32,000, or 28.6%, is prilgndue to increases in management fee revenue fhe Hedrin JV of $447,000 and in
other income of $7,000 offset by equity in lossethe Hedrin JV of $250,000, a decrease in intaresime of $108,000 and an increase in
interest expense of $64,000.

Net loss for the year ended December 31, 2008 w269$,000 as compared to $12,032,000 for the yededcDecember 31,
2007. This decrease of $7,763,000, or 64.5%,imsguily due to a decrease in research and devedopexpenses of $6,733,000, a decrease
in general and administrative expense of $998,0@0aa increase in other income of $32,000.

Liquidity and Capital Resources

From inception to December 31, 2008, we incurreeéfecit during the development stage of $59,268 P@arily as a result of our
net losses, and we expect to continue to incurtiaddil losses through at least December 31, 2089a@rthe foreseeable future. These losses
have been incurred through a combination of rebeand development activities related to the varieabnologies under our control and
expenses supporting those activities.

We have financed our operations since inceptiomguily through equity and debt financings and atj@enture transaction. During
the year ended December 31, 2008, we had a netagecin cash and cash equivalents of $544,00G dEgrease resulted largely from net
cash used in operating activities of $4,444,00@iabyr offset by net cash provided by financingigities of $3,909,000. Total liquid
resources as of December 31, 2008 were $106,00parechto $650,000 at December 31, 2007.
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Our current liabilities as of December 31, 2008ev&t,486,000 compared to $1,872,000 at Decemb&0®T, a decrease of
$386,000. As of December 31, 2008, we had workapjtal deficit of $612,000 compared to working itapdeficit of $1,006,000 at
December 31, 2007.

The Company received approximately $1.8 milliofre@bruary 2008 and approximately $0.9 million ine€J2008 from a joint
venture agreement. The Company also received 83@0Secured 10% Notes in September 2008 andrae¢g@ds of $1.0 million from the
sale of Secured 12% Notes in November and Decefifs.

Our available working capital and capital requiretsewill depend upon numerous factors, includinggpess of our research and
development programs, our progress in and theatasigoing and planned nonclinical and clinicatiteg the timing and cost of obtaining
regulatory approvals, the cost of filing, prosecgtidefending, and enforcing patent claims andratitellectual property rights, in-licensing
activities, competing technological and market digmments, changes in our existing collaborative lazahsing relationships, the resources
that we devote to developing manufacturing and ceraializing capabilities, the status of our comfoesi, our ability to establish
collaborative arrangements with other organizatams our need to purchase additional capital eqeipm

Our continued operations will depend on whetheraveeable to raise additional funds through varjpatential sources, such as
equity and debt financing, other collaborative agnents, strategic alliances, and our ability tdizeahe full potential of our technology in
development. Such additional funds may not becavadlable on acceptable terms and there can beswance that any additional funding
that we do obtain will be sufficient to meet oueds in the long term. Through December 31, 20@8rificant portion of our financing has
been through private placements of common stocknardants. Unless our operations generate sigmificevenues and cash flows from
operating activities, we will continue to fund ogons from cash on hand and through the similarcas of capital previously described.
can give no assurances that any additional capiiale are able to obtain will be sufficient togheur needs. We believe that we will
continue to incur net losses and negative castsffoem operating activities for the foreseeablefet

Based on the resources of the Company availalideegmber 31, 2008, the net proceeds of $500,0@vextin February 2009 fro
a joint venture agreement and net proceeds of $860eceived from the sale of additional Securel Nbtes in February 2009, managen
believes that the Company has sufficient capitdiital its operations through 2009. Managementies that the Company will need
additional equity or debt financing or will needgenerate positive cash flow from the Hedrin jei@hture, or generate revenues through
licensing of its products or entering into strategjliances to be able to sustain its operatiotts2010. Furthermore, the Company will need
additional financing thereafter to complete develept and commercialization of its products. Theme be no assurances that we can
successfully complete development and commerctaizaf our products.

These matters raise substantial doubt about thep@oy's ability to continue as a going concern. @beompanying financial
statements do not include any adjustments thattméglult from the outcome of this uncertainty.

We have reported net losses of $4,269,000 and $2200 for the years ended December 31, 2008 abid, 28spectively. The net

loss attributable to common shares from date afption, including preferred stock dividends, Augdis001 to December 31, 2008, amot
to $59,268,000. Management believes that we wiitioue to incur net losses through at least Deegr@b, 2009.
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Joint Venture Agreement

We and Nordic Biotech Venture Fund Il K/S, or Nardntered into a joint venture agreement on Jgriér2008, which was
amended on February 18, 2008 and on June 9, ZB0G&uant to the joint venture agreement, in Felpr2@08, (i) Nordic contributed cash in
the amount of $2.5 million to H Pharmaceuticals Kit8merly Hedrin Pharmaceuticals K/S), a newlynfied Danish limited partnership, or
the Hedrin JV, in exchange for 50% of the equitgiiests in the Hedrin JV, and (ii) we contributedtain assets to North American rights
(under license) to our Hedrin product to the Hedkhin exchange for $2.0 million in cash and 50%haf equity interests in the Hedrin
JV. On or around June 30, 2008, in accordance thitierms of the joint venture agreement, Nordittbuted an additional $1.25 million
cash to the Hedrin JV, $1.0 million of which wastdbuted to us and equity in the Hedrin JV wagritisted to each of us and Nordic
sufficient to maintain our respective ownershigrasts at 50%.

Pursuant to the joint venture agreement, uponléssification by the U.S. Food and Drug Administmat or the FDA, of Hedrin as
Class Il or Class Il medical device, Nordic waguieed to contribute to the Hedrin JV an additiodal25 million in cash, $0.5 million of
which was to be distributed to us and equity inHeglrin JV was to be distributed to each of usldodlic sufficient to maintain our
respective ownership interests at 50%. The Fbifiad the Hedrin JV that Hedrin has been clasdifas a Class Il medical device and in
February 2009, Nordic made the $1.25 million inkestt in the Hedrin JV, the Hedrin JV made the $0ilion milestone payment to us and
equity in the Hedrin JV was distributed to us aratdic sufficient to maintain our respective owndpshterests at 50%. In accordance with
the terms of the joint venture agreement, as oebder 31, 2008 the Hedrin JV had received a téthla5 million cash to be applied
toward the development and commercialization ofriteid North America.

The Hedrin JV is responsible for the development @mmercialization of Hedrin for the North Amemcanarket and all associated
costs including clinical trials, if required, regtory costs, patent costs, and future milestonengays owed to Thornton & Ross Ltd., or T&
the licensor of Hedrin. The Hedrin JV has engagetb provide management services to the Hedrim B%change for an annualized
management fee, which for 2008, on an annualizsibia approximately $527,000. As of December28D8, we had recognized
approximately $447,000 of other income from manag@rfees earned from the Hedrin JV.

The profits of the Hedrin JV will be shared by msl&Nordic in accordance with our respective equitgrests in the Hedrin JV, of
which we each currently hold 50%, except that Noislientitled to receive a minimum return each yeam the Hedrin JV equal to 6% on
Hedrin sales, as adjusted for any change in Naa@iquity interest in the Hedrin JV, before anyrdstion is made to us. If the Hedrin JV
realizes a profit in excess of the Nordic minimweturn in any year, then such excess shall firgisteibuted to us until our distribution and
the Nordic minimum return are in the same ratio@srespective equity interests in the Hedrin J¥ #ren the remainder, if any, is distribu
to Nordic and us in the same ratio as our respeetiuity interests. However, in the event of aitlgtion of the Hedrin JV, Nordic's
distribution in liquidation must equal the amourdrblic invested in the Hedrin JV ($5 million) plu8% per year, less the cumulative
distributions received by Nordic from the Hedrin B¥fore any distribution is made to us. If the HedV’s assets in liquidation exceed the
Nordic liquidation preference amount, then any ezcghall first be distributed to us until our disfition and the Nordic liquidation preferet
amount are in the same ratio as our respectivayeimpierests in the Hedrin JV and then the remainflany, is distributed to Nordic and us
the same ratio as our respective equity interdatsther, in no event shall Nordic's distributionliquidation be greater than assets available
for distribution in liquidation.

Pursuant to the terms of the joint venture agreéniordic has the right to nominate one persorefection or appointment to our

board of directors. The Hedrin JV's board of dmex consists of four members, two members appioyeus and two members appointec
Nordic. Nordic has the right to appoint one of tliectors as chairman of the board. The chairh@ancertain tie breaking powe
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Pursuant to the joint venture agreement, Nordicthesight to put all or a portion of its interéstthe Hedrin JV in exchange for st
number of shares of our common stock equal to tieuat of Nordic’s investment in the Hedrin JV diedlby $0.09, as adjusted for the sale
of the Secured 12% Notes in the fourth quarte&t0if8, and as further adjusted from time to timestock splits and other specified events,
multiplied by a conversion factor, which is (i) Q.fbr so long as Nordic's distributions from thedHe JV are less than the amount of its
investment, (ii) 1.25 for so long as Nordic's dizitions from the Hedrin JV are less than two titfesamount of its investment but greater
than or equal to the amount of its investment amdiii) 1.50 for so long as Nordic's distributiofifem the Hedrin JV are less than three ti
the amount of its investment but greater than aaktp two times the amount of its investment anp(iv) 2.00 for so long as Nordic's
distributions from the Hedrin JV are less than ftinres the amount of its investment but greaten tiraequal to three times the amount of its
investment amount and (v) 3.00 for so long as Ndsdiistributions from Hedrin JV are greater tharequal to four times the amount of its
investment. The put right expires upon the eattievccur of (i) February 25, 2018 and (ii) 30 dafter the date when Nordic's distributions
from the Hedrin JV exceed five times the amountdimhas invested in the Hedrin JV (or 10 days afterh date if we have provided Nordic
notice thereof).

Pursuant to the joint venture agreement, we haeigit to call all or a portion of Nordic's equititerest in the Hedrin JV in
exchange for such number of shares of our comnuwk €tqual to the portion of Nordic's investmenthia Hedrin JV that we call by the
dollar amount of Nordic's investment as of suctediathe Hedrin JV, divided by $0.09, as adjustedlie sale of the Secured 12% Notes in
the fourth quarter of 2008, and as further adjufitah time to time for stock splits and other sfiiedi events. The call right is only
exercisable by us if the price of our common stioak closed at or above $1.40 per share for 30 caotige trading days. During the first 30
consecutive trading days in which our common stdokes at or above $1.40 per share, we may examgit® 25% of the call right. During
the second 30 consecutive trading days in whichcommon stock closes at or above $1.40 per sha&eyay exercise up to 50% of the call
right on a cumulative basis. During the third eangive 30 trading days in which our common stdokes at or above $1.40 per share, we
may exercise up to 75% of the call right on a cuativé basis. During the fourth consecutive 30 dayghich our common stock closes at or
above $1.40 per share, we may exercise up to 10@k& eall right on a cumulative basis. Nordic nmafuse the call, either by paying $1.5
million multiplied by the percentage of Nordic'v@stment being called or forfeiting an equivalenittion of the put right, calculated on a pro
rata basis for the percentage of the Nordic edotgrest called by us. The call right expires=@fruary 25, 2013. For purposes of Nordic’s
right to put, and our right to call, all or a poriiof Nordic’s equity interest in the Hedrin JVetamount of Nordic’s investment is currently
$5,000,000.

In connection with our joint venture agreementfabruary 25, 2008, Nordic paid us a non-refundédsdeof $150,000 in exchange
for the right to receive a warrant to purchaseapl,111,111 shares of our common stock at $0.08h@ae, as adjusted for the sale of the
Secured 12% Notes in the fourth quarter of 2008,anfurther adjusted from time to time for stopkts and other specified events, if Nordic
did not exercise all or part of its put right onbafore April 30, 3008. As of April 30, 2008, Nardhad not exercised all or any portion of its
put right and we issued the warrant to Nordic.

In connection with the joint venture agreement,amnd Nordic entered into a registration rights agreat, on February 25, 2008, as
modified pursuant to a letter agreement, datedebeiper 17, 2008, pursuant to which we agreed tanille the Securities and Exchange
Commission, or the SEC, by no later than 10 caleddgs following the date on which our Annual Regor Form 10-K for the year ended
December 31, 2007 is required to be filed with®C, which was subsequently waived by Nordic uMél 1, 2008, an initial registration
statement registering the resale by Nordic of drares of our common stock issuable to Nordic thinaihg exercise of the warrant or the put
right. We filed an initial registration statememt May 1, 2008, which was declared effective onoDet 15, 2008.
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We also have agreed to file with the SEC any aaltkili registration statements which may be requithter than 45 days after the
date we first know such additional registrationesteent is required; provided, however, that (jhea case of the classification by the FDA of
Hedrin as a Class Il or Class Il medical devicedlibed above and the payment in full by Nordithef related final milestone payment of
$1.25 million, the registration statement with resto the additional shares of our common stolzking to such additional investment must
be filed within 45 days after achievement of suletssification; and (ii) in the event we provide Nigrwith notice of exercise of our right to
call all or a portion of Nordic's equity interestthe Hedrin JV, a registration statement with eespo the shares of our common stock pay
to Nordic in connection with such call right (afgwing effect to any reduction in the number oflsishares resulting from Nordic's refusal of
all or a portion of such call in accordance with tarms of our joint venture agreement) must leelfitithin 16 days after delivery of such
notice to Nordic. If we fail to file a registratistatement on time or if a registration statenenbt declared effective by the SEC within 105
days of the required filing date, or otherwise faidiligently pursue registration with the SECaiccordance with the terms of the registration
rights agreement, we will be required to pay asigldiquidated damages and not as a penalty, t@iN®r its assigns, an amount equal to
0.5% of the amount invested in the Hedrin JV bydiopursuant to the joint venture agreement pertmantil the registration rights
agreement is declared effective by the SEC; prakilewever, that in no event shall the aggregateuatnpayable by us exceed 9% of the
amount invested in the Hedrin JV by Nordic underjtiint venture agreement.

Secured 10% Notes Payable

On September 11, 2008, we issued secured 10% woryisotes to certain of our directors and officard an employee for
aggregate principal amount of $70,000. Principal iterest on the notes are payable in cash oehMER, 2009 unless paid earlier by the
Company. In connection with the issuance of thesidhe Company issued to the noteholders 5-yamants to purchase an aggregate of
140,000 shares of our common stock at an exercise @f $0.20 per share. We granted to the notiiela continuing security interest in
certain specific refunds, deposits and repaymamstal us and expected to be repaid to us in theseseral months. The secured 10% notes
were repaid in February 2009 along with interestebn.

Secured 12% Notes Payable

On February 3, 2009, we completed a private plac¢wie345 units, with each unit consisting of Seclit2% Notes in the principal
amount of $5,000 and a warrant to purchase up&®68 shares of our common stock at an exercise pfi$.09 per share which expires on
December 31, 2013, for aggregate gross proceedis, 625,000. The private placement was completelrée closings which occurred on
November 19, 2008 with respect to 207 units, DeeardB, 2008 with respect to 56 units and FebruaB089 with respect to 82 uni

To secure our obligations under the notes, we edt&ito a security agreement and a default agreewitnthe investors. The
security agreement provides that the notes wildmired by a pledge of our assets other thanr(interest in the Hedrin joint venture,
including, without limitation, our interest in H Bimaceuticals K/S and H Pharmaceuticals Gener&hdétakpsS, (ii) our rent deposit for our
former office space, (iii) our refund of a prepayrand (iv) our tax refund for the 2007 fiscal yéam the State of New York and City of
New York. In addition, to provide additional seityifor our obligations under the notes, we entantd a default agreement, which provit
that upon an event of default under the notes,ha#, sat the request of the holders of the notes,aur reasonable commercial efforts to e
(i) sell a part or all of our interests in the Hedoint venture or (ii) transfer all or part of pimterest in the Hedrin JV to the holders of the
notes, as necessary, in order to fulfill our oltliggs under the notes, to the extent required arideg extent permitted by the applicable He
joint venture agreement
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On November 19, 2008, we completed the sale ofu2@8 in our first closing of our private placemeir connection with the first
closing, we issued a warrant to purchase 5,1750a6es of common stock at an exercise price of fe@%hare to the placement agent as
partial compensation for its services. Furthergnanted the placement agent the right to nomiaatember of our Board of Directors and
such director shall receive all compensation amefies provided to our other directors. Additidgalipon such director’s appointment to the
Board of Directors, he or she shall be issued aaméto purchase 1,000,000 shares of our commak sttoa per share exercise price equal to
the greater of (i) the fair market value on thesdzftissuance or (ii) $.09.

On December 23, 2008, we completed a second clo$iagr private placement. At the second closimg,sold an additional 56
units to certain investors. In connection with seeond closing, we issued to the placement ageatmant to purchase 1,400,003 shares of
our common stock at an exercise price of $.09 paresas additional compensation for its services.

On February 3, 2009, we completed a third closinguo private placement. At the third closing, sa@d an additional 82 units to
certain investors. In connection with the thildlsing, we issued to the placement agent a watogmirchase 2,050,004 shares of our
common stock at an exercise price of $.09 per ssmealditional compensation for its services.

In connection with the private placement, we, ttee@ment agent and the investors entered intoistraigon rights
agreement. Pursuant to the registration rightseagent, we agreed to file a registration staternterggister the resale of the shares of our
common stock issuable upon exercise of the wariasied to the investors in the private placemeitiin 20 days of the final closing date
and to cause the registration statement to be mekéffective within 90 days (or 120 days upon felliew by the SEC). We filed the
registration statement on February 23, 2009. Orchal, 2009 we received a comment letter from3BE. We are addressing those
comments and plan to refile the registration stat@monce those comments have been addressed.

American Stock Exchange

In September 2007, we received notice from thd sfahMEX, indicating that we were not in complianvith certain continued
listing standards set forth in the American Stogklange Company guide. Specifically, the AmeriStock Exchange notice cited our fail
to comply, as of June 30, 2007, with section 10gBYaf the AMEX Company Guide as we had less tBdr000,000 of stockholders’ equity
and had losses from continuing operations anddblasses in three or four of our most recent figears and with section 1003(a)(iii) which
requires us to maintain $6,000,000 of stockholdegsiity if we have experienced losses from contiguiperations and /or net losses in its
five most recent fiscal years.

In order to maintain our AMEX listing, we were réepd to submit a plan to AMEX advising the exchaoféhe actions we have
taken, or will take, that would bring us into comapice with all the continued listing standards hyridl6, 2008. We submitted such a plan in
October 2007. If we were not in compliance with tontinued listing standards at the end of the pkxiod, or if we did not make progress
consistent with the plan during the period, AMEAfstould initiate delisting proceedings.

Under the terms of the Joint Venture Agreementniimaber of potentially issuable shares represdndtie put and call features of
the Hedrin agreement, and the warrant issuableotdib would exceed 19.9% of our total outstandihgres and would be issued at a price
below the greater of book or market value. Assallteunder AMEX regulations, we would not haverbable to complete the transaction
without first receiving either stockholder approf@i the transaction, or a formal “financial viatyi exception from AMEX'’s stockholder
approval requirement. We estimated that obtaistngkholder approval to comply with AMEX regulatiowould take a minimum of 45 days
to complete. We discussed the financial viab#ixgeption with AMEX for several weeks and had raitteceived the exception nor been
denied the exception. We determined that our firrcondition required us to complete the transadmmediately, and that the Company’s
financial viability depended on its completion béttransaction without further delay.
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Accordingly, to maintain the Comparsyfinancial viability, on February 28, 2008 we annced that we had formally notified AME
that we intended to voluntarily delist our commawck from AMEX. The delisting became effective Miarch 26, 2008.

Our common stock now trades on the Over the CoBu#etin Board (“OCTBB”) under the symbol “MHAN"We intend to
maintain corporate governance, disclosure and tieggrrocedures consistent with applicable law.

Commitments
General

We often contract with third parties to facilitat®ordinate and perform agreed upon research arelagenent of our product
candidates. To ensure that research and develemosts are expensed as incurred, we record moadleiywals for clinical trials and
nonclinical testing costs based on the work peréatmnder the contracts.

These contracts typically call for the paymenteads for services at the initiation of the contaad/or upon the achievement of
certain milestones. This method of payment oftesschot match the related expense recognitiontieguh either a prepayment, when the
amounts paid are greater than the related reseactdevelopment costs recognized, or an accrueititiawhen the amounts paid are less
than the related research and development cosignzed.

Expenses associated with the clinical trials cotetiduring 2007 and 2008 were recognized on thigigcbased basis. At
December 31, 2007 we recognized accrued expen$ @00 related to these clinical trials. At Deber 31, 2008 all clinical trials had
been concluded and there was no remaining finanoraimitments.

Swiss Pharma Contract LTD, or Swiss Pharma, acealirsite that we used in one of our obesity trigésje notice to us that Swiss
Pharma believed it was entitled to receive an aufdit payment of $322,776 for services in connectigth that clinical trial. The contract
between us and Swiss Pharma provided for arbitratidghe event of a dispute, such as this claimafoadditional payment. On March 10,
2008, Swiss Pharma filed for arbitration with thei& Chamber of Commerce. As we did not beliea 8wiss Pharma was entitled to
additional payments, we defended our position lit@ation. On April 2, 2008, we filed our statemenf defense and counterclaim for
recovery of costs incurred by us as a result osSWiharma'’s failure to meet agreed upon deadlinésrwour contract. On June 3, 2008, a
hearing was held before the arbitrator. On Sepéerih2008, the arbitrator rendered an award inrfaf Swiss Pharma, awarding to Swiss
Pharma a total of approximately $646,000 which ami@ncludes a contract penalty of approximately&8R0, a final services invoice of
approximately $48,000, reimbursement of certaiBwfss Pharma’s legal and other expenses incurrdtkiarbitration process of
approximately $245,000, reimbursement of arbitratiosts of approximately $13,000 and interest thinoBeptember 5, 2008 of
approximately $17,000. Further, the arbitratoeduthat we must pay interest at the rate of 5%apeum on approximately $371,000, the ¢
of the contract penalty of approximately $323,08@ the final services invoice of approximately 08, from October 12, 2007 until
paid. We had previously recognized a liabilitySwiss Pharma in the amount of $104,000 for thd &eevices invoice. The remainder of the
award was expensed in 2008. We have recognizedrotsand development expense of approximately $267 general and administrative
expense of approximately $257,000 and interestresgef approximately $23,000 during the year erdecember 31, 2008. On January 22,
2009, we received notice that Swiss Pharma suliratigetition to the Supreme Court of the State@f/Nork, County of New York seeking
to confirm and to enter a judgment on the ArbitatAward. On February 17, 2009, we filed an anse@&wiss Pharma's petition. A hear
has not yet been scheduled. We will continue toucinterest at the rate of 5% per annum on tpecagmate $371,000 amount until such
amount has been settled. We do not have sufficestt or other current available assets to sdtisfarbitrator's award.
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In February 2007, a former employee of the Comleged an ownership interest in two of the Commpyovisional patent
applications covering our discontinued product ttgwment program for Oleoyl-estrone. Also, withadiculating precise legal claims, the
former employee contends that the Company wrongfilaracterized the former employee’s separatiom femployment as a resignation
instead of a dismissal in an effort to harm thenfer employee’s immigration sponsorship efforts,,dadher, to wrongfully deprive the
former employee of the former employee’s alleggtits in two of the Company’s provisional patentlaggpions. The former employee is
seeking an unspecified amount in damages. The Quynmpéutes the former employee’s contentions atehits to vigorously defend itself
should the former employee file claims againstGoenpany. There have been no further developmeititsr@spect to these contentions.

Development Commitmen
At present the Company has no development commtanen
Hedrin

During 2008, the Company entered into the Hedrirmdkéement. The Hedrin JV is responsible for #heetbpment and
commercialization of Hedrin for the North Americamarket and all associated costs including clinidals, if required, regulatory costs,
patent costs, and future milestone payments owa&tidonton & Ross Ltd., or T&R, the licensor of Hedr

Topical PTH (1-34)

In July 2008 the Company announced the resultspbiaae 2a trial conducted with PTH 1-34 to evaltlaesafety and preliminary
efficacy of PTH 1-34 in the treatment of mild to devate chronic plaque psoriasis. In the clinidal,tPTH 134 failed to show statistically
clinically meaningful improvements in the disea3déie Company has conducted no further clinicavéis with the product and is
considering the next steps in the program, inclgdeturning the project to IGI under the terms of icense agreement.

Through our April 2005 acquisition of Tarpan Therafics, Inc., we acquired a Sublicense Agreemetht Mal, Inc. dated April 14,
2004. Under the IGI sublicense agreement we h@dekclusive, world-wide, royalty bearing sublioens develop and commercialize the
licensed technology. Under the terms of the IGilisense agreement, we are responsible for theodde nonclinical and clinical
development of the project, including research denelopment, manufacturing, laboratory and clinteating and trials and marketing of
licensed products.
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The IGI sublicense agreement requires us to makaicenilestone payments as follows: $300,000 pkyapon the commenceme
of a Phase 2 clinical trial; $500,000 upon the canoement of a Phase 3 clinical trial; $1,500,008nue acceptance of an NDA applical
by the FDA; $2,400,000 upon the approval of an NyAhe FDA; $500,000 upon the commencement of aé&Balinical trial for an
indication other than psoriasis; $1,500,000 up@natceptance of and NDA application for an indaratither than psoriasis by the FDA; and
$2,400,000 upon the approval of an NDA for an iatlan other than psoriasis by the FDA.

During 2007, we achieved the milestone of the commement of Phase 2 clinical trial. As a result@§800 became payable to
IGI. This $300,000 is included in research andettgwment expense for the year ended December 8%, ZBayment was made to IGI in
February 2008. In addition, we are obligated to iialy Inc. an annual royalty of 6% on annual né¢saip to $200,000,000. In any calendar
year in which net sales exceed $200,000,000, weldigated to pay IGl, Inc. an annual royalty of @such excess. Through Decembel
2008, sales have not commenced, therefore, weratygaid any such royalties.

IGI, Inc. may terminate the agreement (i) upon &9sdnotice if we fail to make any required milestoor royalty payments, or (ii) if
we become bankrupt or if a petition in bankrup&filed, or if we are placed in the hands of a ingaeor trustee for the benefit of
creditors. IGI, Inc. may terminate the agreemgru60 days’ written notice and an opportunity doecin the event we commit a material
breach or default. Eighteen months from the dathelGl sublicense agreement, we may terminageatireement in whole or as to any
portion of the PTH patent rights upon 90 days’ emto IGl, Inc.

Altoderm

On April 3, 2007, the Company entered into a lieeagreement for “Altoderm” (the “Altoderm Agreem§nwith T&R. Pursuant to tt
Altoderm Agreement, the Company acquired an exeduliorth American license to certain patent rigirtd other intellectual property
relating to Altoderm, a topical skin lotion prodweaindidate using sodium cromoglicate for the trestnof atopic dermatitis. In accordance
with the terms of the Altoderm Agreement, the Compiasued 125,000 shares of its common stock, dadti®112,500, and made a cash
payment of $475,000 to T&R upon the execution efdgreement. These amounts have been includesearch and development expense.
Further, the Company agreed to make future milespatyments to T&R comprised of various combinatiofisash and common stock in
respective aggregate amounts of $5,675,000 an@®@JFShares of common stock upon the achievemergrafus clinical and regulatory
milestones. The Company also agreed to pay rogadtienet sales of products using the licensed patgis at rates ranging from 10% to
20%, depending on the level of annual net salabsahbject to an annual minimum royalty paymentbf$llion in each year following the
first commercial sale of Altoderm. The Company rsablicense the patent rights. The Company agepdyt T&R 30% of the royalties
received by the Company under such sublicense mg@s.

Subsequent to December 31, 2008 the Company teteditize Altoderm Agreement for convenience. Them@any has no further
financial liability or commitment to T&R under thidtoderm Agreement.
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Altolyn

On April 3, 2007, the Company and T&R also entengd a license agreement for “Altolyn” (the “AltatyAgreement”) Pursuant to th
Altolyn Agreement, the Company acquired an excleidiorth American license to certain patent rigimd ather intellectual property relating
to Altolyn, an oral formulation product candidatgng sodium cromoglicate for the treatment of magtusis, food allergies, and
inflammatory bowel disorder. In accordance with tiwens of the Altolyn Agreement, the Company madash payment of $475,000 to T¢
upon the execution of the agreement. This amountiaded in research and development expensahéfithe Company agreed to make
future cash milestone payments to T&R in an agdeegmount of $5,675,000 upon the achievement ébwarclinical and regulatory
milestones. The Company also agreed to pay rogadtienet sales of products using the licensed patgis at rates ranging from 10% to
20%, depending on the level of annual net salabsahbject to an annual minimum royalty paymentbfllion in each year following the
first commercial sale of Altolyn. The Company maypkcense the patent rights. The Company agreeayol &R 30% of the royalties
received by the Company under such sublicense mgrs.

Subsequent to December 31, 2008 the Company teteditize Altolyn Agreement for convenience. The @any has no further
financial liability or commitment to T&R under thidtolyn Agreement.

Oleoyl-estrone

On July 9, 2007, the Company announced the restits two Phase 2a clinical trials of oral OE. eTfesults of both randomized,
double-blind, placebo controlled studies, one impwn obesity and the other in morbid obesity, destrated no statistically or clinically
meaningful placebo adjusted weight loss for antheftreatment arms evaluated. Based on thesagethid Company discontinued its Oleoyl-
estrone programs in both common obesity and matbésity during 2007.

Propofol Lingual Spray

On July 9, 2007, the Company announced that iisisotitinued development of Propofol Lingual Spraydre-procedural sedation.
Research and Development Projects
Hedrin

In collaboration with Nordic and through the HediM we are developing Hedrin for the treatmentexdipulosis (head lice). To
date, Hedrin has been clinically studied in 32Gettls and is currently marketed as a device in @/rdEurope and as a pharmaceutical in the
United Kingdom (U.K.).

In a randomized, controlled, equivalence clini¢atly conducted in Europe by T&R, Hedrin was adntérisd to 253 adult and child
subjects with head louse infestation. The stugdults, published in the British Medical Journallime 2005, demonstrated Hedrin's
equivalence when compared to the insecticide treatnphenothrin, the most widely used pediculiégidthe U.K. In addition, according to
the same study, the Hedrin-treated subjects expmkesignificantly less irritation (2%) than thdseated with phenothrin (9%).

An additional clinical study published in the Noveen 2007 issue of PLoS One, an international, pedewed journal published by
the Public Library of Science (PL0S), demonstradedrin’s superior efficacy compared to a U.K. fotation of malathion, a widely used
insecticide treatment in both Europe and North Acger In this randomized, controlled, assessordelih parallel group clinical trial, 73 adult
and child subjects with head lice infestations wegated with Hedrin or malathion liquid. Usindant-to-treat analysis, Hedrin achieved a
statistically significant cure rate of 70% compate®3% with malathion liquid. Using the per-prodbanalysis Hedrin achieved a highly
statistically significant cure rate of 77% compare®5% with malathion. In Europe it has been Widltocumented that head lice had bec:
resistant to European formulations of malathiom ae believe this resistance had influenced thesly/sesults. To date, there have been no
reports of resistance to U.S. formulations of nfatat. Additionally, Hedrin treated subjects expaded no irritant reactions, and Hedrin
showed clinical equivalence to malathion in itdigbto inhibit egg hatching. Overall, investigascand study subjects rated Hedrin as less
odorous, easier to apply, and easier to wash ndt9@% of Hedrin treated subjects stated they wigmaficantly more inclined to use the
product again versus 31% of those using malathion.
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Two new, unpublished Hedrin studies were complbie@&R in 2008. In the first, Hedrin achieved 0¥ kill rate in vitro,
including in malathion resistant head lice. In titleer, a clinical field study conducted in Mangsavince, a rural area of Western Turkey,
Hedrin was administered to 36 adult and child sttbjiith confirmed head lice infestations. Usimg protocol analysis, Hedrin achieved a
97% cure rate. Using intent-to-treat analysis, fitedchieved a 92% cure rate since 2 subjects wlargnated due to protocol violations. No
subjects reported any adverse events.

In the U.S., Manhattan Pharmaceuticals, throughHidrin JV, is pursuing the development of Hedsraanedical device. In
January 2009, the U.S. Food and Drug Administraie®A”) Center for Devices and Radiological Hea(tDRH") notified H
Pharmaceuticals that Hedrin had been classified@ass Il medical device. A Class lll designatineans that a Premarket Approval
(“PMA™) Application will need to be obtained befokéedrin can be marketed in the U.S. The Compapg&s to be required to complete at
least one clinical trial as part of that PMA Apglion.

To date, we have incurred $1,084,000 of projectscims the development of Hedrin. During 2008, $00 of these costs were
incurred. We do not expect to incur any futuret€as the Hedrin JV is now responsible for all s@stsociated with Hedrin.

Topical PTH (1-34).

As a result of our merger with Tarpan Therapelticd05, we hold an exclusive, worldwide licenseléwelop and commercialize
Topical PTH (1-34) for the treatment of psoriast@rpan acquired the exclusive, worldwide rightsspant to a 2004 license agreement with
IGI, Inc (“IGI").

In April 2006, we encountered a stability issuehvitie original topical PTH (1-34) product whichlized IGI's Novosomé
formulation technology. In order to resolve thatdity issue we created a new topical gel vergibRTH (1-34) and filed new patent
applications in the U.S. for this new proprietaoyriulation.

In September 2007, the U.S. FDA accepted our ligeggtnal New Drug (“IND”) application for this negel formulation of Topical
PTH (1-34), and in October 2007, we initiated apddn dosing subjects in a Phase 2a clinical sttidppical PTH (1-34) for the treatment
of psoriasis. This U.S., multi-center, randomizeal,ble-blind, vehicle-controlled, parallel groupdy was designed to evaluate safety and
preliminary efficacy of Topical PTH (1-34) in patiis with mild to moderate psoriasis. Approximatedysubjects were enrolled and
randomized to receive one of two dose levels ofida@TH (1-34), or the gel vehicle (placebo), éor 8 week treatment period. In this study
the vehicle was the topical gel (“GEL") without thetive ingredient, PTH (1-34). In July 2008, wmaunced the results of the Phase 2a
study where Topical PTH (1-34) failed to demonstiastatistically significant or clinically meanfagimprovement in psoriasis.

In July 2008 we announced the results of a Phaséirleal study where PTH (1-34) failed to showtistiically or clinically
meaningful improvements in psoriasis as comparédkdawehicle (placebo). The Company has condunbefdirther clinical activities with
PTH (1-34) and intends to return the project to U@tler the terms of the license agreement.

The gel vehicle (placebo) used in the above-meatmiudy is the Company’s proprietary topical GBEH & unexpectedly showed
evidence of psoriasis improving properties. Ateéhe of week 2, 15% of study subjects treated thi#hGEL achieved a clear or almost clear
state. At the end of week 4, 20% of subjects éetatith the GEL had achieved a clear or almostrdtse, and at the end of week 8, 25% of
subjects had achieved a clear or almost clear. sTdte Company owns worldwide rights to this topiB&L and is exploring the possibility of
developing it as an OTC product for mild psoriasis.
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To date, we have incurred $6,504,000 of projectscadated to our development of Topical PTH (1-3hese project costs have
been incurred since April 1, 2005, the date offtagpan Therapeutics acquisition. During 2008, 2,800 of these costs were incurred.

Altoderm

In April 2007 we entered into a license agreematit W&R, pursuant to which we acquired exclusivghts to develop and
commercialize Altoderm in North America. Altoderns a novel, proprietary formulation of topical crolyn sodium and is designed to
enhance the absorption of cromolyn sodium intosttie in order to treat pruritus (itch) associatdathwlermatologic conditions including
atopic dermatitis (eczema).

Atopic Dermatitis (Eczema)

Atopic dermatitis, also know as eczema, is a chirdisease of the skin that is believed to be cabgedcombination of hereditary
and environmental factors. The main symptoms gfiatdermatitis include dry, itchy skin leading tshes on the face, hands, feet, along
inside the elbows and behind the knees. Scratakisgts in redness, swelling, cracking, “weepinigtac fluid, and crusting or scaling.

Product Development

In a Phase 3, randomized, double-blind, placebdrolded, parallel-group, clinical study (conductedeurope by T&R.) the
compound was administered for 12 weeks to 114 steyeith moderately severe atopic dermatitis. Tlaegbo (vehicle) used in this study
was the Altoderm product without the active ingesdi In the study results, published in the Britieurnal of Dermatology in February 20
Altoderm demonstrated a statistically significagduction (36%) in atopic dermatitis symptoms. Dgtihe study, subjects were permitted to
continue with their existing treatment, in mostesathis consisted of emollients and topical stexofdpositive secondary outcome of the
study was a 35% reduction in the use of topicaibgle for the Altoderm treated subjects. Furthelgsis of the clinical data, performed by
Manhattan Pharmaceuticals, showed that Altoderatdtesubjects also experienced a 57% reductioruiitys.

On March 6, 2008, Manhattan Pharmaceuticals anmalindiad successfully completed a pre-IND meetiith the FDA. Based on
a review of the submitted package for Altoderm|uding data from the two previously reported Phasénical studies, the FDA determined
that following completion of certain nonclinicalslies, and the acceptance of an IND, Phase 2 alisfadies may be initiated in the U.S.
FDA also concurred that the proposed indicatioprafitus associated with dermatologic conditiorduding atopic dermatitis can be
pursued.

In a second, Phase 3, randomized, double-blind¢cheebontrolled clinical study (also conducted iar&pe by T&R) Altoderm was
safe and well tolerated, and showed a trend towapdovement in pruritus, but the efficacy resulisrevinconclusive. Altoderm treated

subjects and vehicle only treated subjects expeg@a similar improvement (each greater than 3@%4j,therefore, the study did not achieve
statistical significance.

Subsequent to December 31, 2008 the Company teteditize Altoderm Agreement for convenience. Then@any has no further
financial liability or commitment to T&R under thidtoderm Agreement.

To date we have incurred $1,110,000 for the devety of Altoderm. During 2008, $98,000 of thesstsavere incurred.
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Altolyn

In April 2007 we entered into a license agreematit W&R, pursuant to which we acquired exclusivghts to develop and
commercialize Altolyn in North America. Altolyris a novel, proprietary oral tablet formulationaobmolyn sodium designed to treat
mastocytosis and possibly other gastrointestiradrdiers such as food allergy and symptoms of lidéthowel syndrome.

On March 6, 2008, Manhattan Pharmaceuticals anreabindad successfully completed a pre-IND meetiith the FDA. Based on
a review of the submitted package for Altolyn, FH2A concurred that the proposed indication of magimsis can be pursued and that the 505
(b)(2) NDA would be an acceptable approach provietinical bridge is established between Altolyrd &astrocrom®, the oral liquid
formulation of cromolyn sodium currently approvediie U.S. to treat mastocytosis. Section 505§m{2he Food, Drug and Cosmetic Act
allows the FDA to approve a follow-on drug on ttesils of data in the scientific literature or dasediby FDA in the approval of other
drugs.The FDA also affirmed that a single, Phasti8y demonstrating the efficacy of Altolyn oveagtbo, may be sufficient to support a
product approval in the U.S. In addition, the FBI&o concurs that no additional nonclinical studidsbe required to support an IND
application. The Company is working with T&R ate tcurrent U.K. manufacturer of Altolyn to devel®ood Manufacturing Process
(“cGMP”) compliant manufacturing process.

Subsequent to December 31, 2008 the Company teteditize Altolyn Agreement for convenience. The @any has no further
financial liability or commitment to T&R under thdtolyn Agreement.

To date we have incurred $831,000 for the developroAltolyn. During 2008, $98,000 of these costse incurred.
Oleoyl-estrone

On July 9, 2007, the Company announced the reslits two Phase 2a clinical trials of oral OE. eltesults of both randomized,
double-blind, placebo controlled studies, one impwn obesity and the other in morbid obesity, destrated no statistically or clinically
meaningful placebo adjusted weight loss for antheftreatment arms evaluated. Based on thesagethd Company discontinued its Oleoyl-
estrone programs in both common obesity and matbésity.

To date, we have incurred $15,510,000 for the agwveent of OE, none of which was incurred during®00
Propofol Lingual Spray

On July 9, 2007, the Company announced that ibdisicued development of Propofol Lingual Spraygdce-procedural sedation.

To date, we have incurred $2,984,000 for the deretnt of Propofol Lingual Spray, none of which vireurred during 2008.
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Summary of Contractual Commitments
Employment Agreement

The Company has employment agreements with twoarapk for the payment of aggregate annual basey sd1$675,000 as well as
performance based bonuses. These agreements rawaiaing term of three months for one employeksix months for the second
employee and have a remaining obligation of $22&#&¥of December 31, 2008. As per the terms ofdwired 12% Notes sold in the fot
quarter of 2008 and the first quarter of 2009 managnt, comprised of the two employees under cantnas agreed to reduce their salaries
effective as of October 1, 2008. If the Compariisdess than $1.5 million of Secured 12% Notesittieeir salaries shall be reduced by one-
third. If the Company sells at least $1.5 milllout less than $2 million of Secured 12% Notes their salaries shall be reduced by
20%. The Company sold $1.725 million of Secure® I¥otes, management therefore was paid 80% of shddries during the fourth quar
of 2008. Also as per the terms of the Secured 12 d\the reduction in management’s salaries shdllfther reduced to 10% if the
Company realizes gross proceeds of $500,000 or frmreother sources and shall be reduced to 0%eifiompany realizes gross proceeds
of $1,000,000 or more from other sources. In Faty@009 the Company received a $500,000 milegpagenent from the Hedrin JV;
therefore management’s salaries are currently extibg 10%.

Leases

Rent expense for the years ended December 31,8G0D8007 was $139,636 and $141,012, respectieljure minimum rental
payments subsequent to December 31, 2008 undqrezatimg lease for the Company’s office facilitg as follows:

Years Ending December 2 Commitment
2009 $ 63,90(
2010 and subseque $ 0

Off-Balance Sheet Arrangements

We have not entered into any off-balance sheehgements.
Critical Accounting Policies

In December 2001, the SEC requested that all ragist discuss their most “critical accounting pgelt in management’s discussion
and analysis of financial condition and resultepérations. The SEC indicated that a “criticalcactting policy” is one which is both
important to the portrayal of the company’s finahciondition and results and requires managemera® difficult, subjective or complex
judgments, often as a result of the need to matk@a&t®s about the effect of matters that are inftgreincertain
Use of Estimates

The preparation of financial statements in confeymiith accounting principles generally acceptethi@ United States of America
requires management to make estimates and assasfiit affect certain reported amounts of assetdiabilities and disclosure of

contingent assets and liabilities at the date effittencial statements and the reported amourggpdnses during the reporting period. Ac
results could differ from those estimates.
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Research and Development Expent

All research and development costs are expensegt@sed and include costs of consultants who condksearch and development
on behalf of the Company and its subsidiaries. tadated to the acquisition of technology rigimsl patents for which development work is
still in process are expensed as incurred and deresi a component of research and development costs

The Company often contracts with third partiesatilitate, coordinate and perform agreed upon reseand development of a new
drug. To ensure that research and developmerg aostexpensed as incurred, the Company recordhip@ccruals for clinical trials and
preclinical testing costs based on the work peréamtmnder the contracts.

These contracts typically call for the paymentesdd for services at the initiation of the conteaud/or upon the achievement of
certain milestones. This method of payment ofteeschot match the related expense recognitiontieguh either a prepayment, when the
amounts paid are greater than the related resaartdevelopment costs expensed, or an accruelityiatvhen the amounts paid are less t
the related research and development costs expensed

Share-Based Compensation

We have stockholder-approved stock incentive planemployees, directors, officers and consultafsor to January 1, 2006, we
accounted for the employee, director and officanplusing the intrinsic value method under thegeition and measurement provisions of
Accounting Principles Board (“APB”) Opinion No. 2% ccounting for Stock Issued to Employees” anditetl interpretations, as permitted
by Statement of Financial Accounting Standards ASFor “Statement”) No. 123, “Accounting for Sto&ased Compensation.”

Effective January 1, 2006, the Company adopted SHASL23(R), “Share-Based Payment,” (“Statemen{RY23 for employee
options using the modified prospective transitiogtimod. Statement 123(R) revised Statement 123rtinelte the option to use the intrinsic
value method and required the Company to experstaihvalue of all employee options over the vegtperiod. Under the modified
prospective transition method, the Company recaghcompensation cost for the years ended Decenib@088 and 2007 which includes a)
period compensation cost related to share-basader#tg granted prior to, but not yet vested, asob@idry 1, 2006, based on the grant date
fair value estimated in accordance with the origpravisions of Statement 123; and b) period conspéion cost related to share-based
payments granted on or after January 1, 2006, baséoe grant date fair value estimated in accardavith Statement 123(R). In accordance
with the modified prospective method, the Compaay ot restated prior period results.

New Accounting Pronouncemen

In February 2008, the FASB issued two Staff Pos#tion SFAS 157: (1) FASB Staff Position No. FAS-I57FAS 157-1"),
“Application of FASB Statement No. 157 to FASB ®tatnt No. 13 and Other Accounting Pronouncemenrds Atidress Fair Value
Measurements for Purposes of Lease Classificatidheasurement Under Statement 13,” and (2) FASH Btsition No. FAS 157-2
(“FAS 157-2"), “Effective Date of FASB Statement N67.” FAS 157-1 excludes FASB Statement No. 13;0lnting for Leases, as well as
other accounting pronouncements that addressdhievmeasurements on lease classification or memsunt under Statement 13, from
SFAS 157’s scope. FAS157-2 partially defers Staterhib7’s effective date. The adoption of FAS 153t FAS 157-2 did not have a
material impact on its financial statements.
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In October 2008, the FASB issued FASB Staff Pasitim. FAS 157-3 "Determining the Fair Value of adficial Asset When the
Market for That Asset is Not Active" ("FAS 157-3Which is effective upon issuance for all finanatdtements that have not been issued.
FAS 157-3 clarifies the application of SFAS 157aimarket that is not active. FAS 157-3 does agtha material impact on the Company’s
financial position, financial performance or cakiwss.

In March 2008, the FASB issued SFAS No. 161 "Disates About Derivative Instruments and Hedging iiis - an amendment
of FASB Statement No. 133" ("SFAS 161"). SFAS l16ieads SFAS 133 by requiring expanded disclosurestamn entity's derivative
instruments and hedging activities. SFAS 161 reguiualitative disclosures about objectives arategies for using derivatives, quantitative
disclosures about fair value amounts of and gaidsl@sses on derivative instruments, and discl@sabeut credit-risk-related contingent
features in derivative instruments. SFAS 161 isaffe for the Company as of January 1, 2009. Témg@any does not believe that SFAS
will have any impact on its financial statements.

In May 2008, the FASB issued SFAS No. 163, “Accinmfor Financial Guarantee Insurance ContractSFAS 163”). SFAS 163
requires recognition of a claim liability prior &m event of default when there is evidence thatitdeterioration has occurred in an insured
financial obligation. SFAS 163 carifies how FAS &fplies to financial guarantee insurance contrautjding the recognition and
measurement to be used to account for premium vevend claim liabilities. SFAS 163 also requirepaded disclosures about financial
guarantee insurance contracts. SFAS 163 is efiefivyears beginning after December 15, 2008, iatiedim periods within those years,
except for certain disclosure requirements whiehedfective for the first period (including interiperiods) beginning after May 23,

2008. The Company does not believe that SFAS 1b3ave any impact on its financial statements.

The FASB and the Securities and Exchange Commis$sidrissued certain other accounting pronouncenasnté December 31,
2008 that will become effective in subsequent pkxidowever, the Company does not believe thabéityose pronouncements would have
significantly affected its financial accounting nsaees or disclosures had they been in effect duhiegyears ended December 31, 2008 and
2007 and for the period from August 6, 2001 (ineBptto December 31, 2008 or that will have a digant effect at the time they become
effective.

In December 2007, the FASB issued SFAS No. 14HR}yvised version of SFAS No. 141Business Combinations” (“SFAS
141R”). The revision is intended to simplify exigt guidance and converge rulemaking under U.Seigdly accepted accounting principles
with international accounting standards. SFAS 14pplies prospectively to business combinations @/tee acquisition date is on or after
the beginning of the first annual reporting pet@djinning on or after December 15, 2008. An emtiyy not apply it before that date. The
Company does not expect the adoption of SFAS 14th(Rave a significant impact on our results ofrafiens or financial position.

In June 2008, the FASB ratified EITF Issue No. Q7Eetermining Whether an Instrument (or an Embedeeature) Is Indexed to
an Entity's Own Stock" (“EITF 07-5"). EITF 07-5 piides that an entity should use a two step apprtmelaluate whether an equity-linked
financial instrument (or embedded feature) is irdeto its own stock, including evaluating the instent's contingent exercise and settlen
provisions. It also clarifies the impact of foreigmrrency denominated strike prices and marketébasgployee stock option valuation
instruments on the evaluation. EITF 07-5 is effexfor fiscal years beginning after December 188@he Company is currently assessing
the impact of EITF 07-5 on its financial positiomdaresults of operations.
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ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DAT A.

For a list of the financial statements filed ast pdithis report, see the Index to Financial Staets beginning at Page F-1 of this
Annual Report.

ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTA NTS ON ACCOUNTING AND FINANCIAL DISCLOSURE.
None.

ITEM 9A(T). CONTROLS AND PROCEDURES.

Evaluation of Disclosure Controls and Procedures

As of December 31, 2008, we carried out an evalnatinder the supervision and with the participatibour Chief Executive
Officer and Chief Financial Officer, of the effaa@ness of the design and operation of our discdosantrols and procedures (as defined in
Rules 13a-15(e) and 15d-15(e) of the Securitieh&mxge Act of 1934, as amended). Based upon thatagicm, our Chief Executive Officer
and Chief Financial Officer concluded that our tisare controls and procedures were effective dsatfdate in alerting them on a timely
basis to material information required to be disebbour reports to the Securities and Exchange Gssion. There were no changes in our
internal controls over financial reporting durifggtquarter ended December 31, 2008 that have mljtexifected, or are likely to materially
affect, our internal controls over financial repogt

Our management, including our Chief Executive @ifiand its Chief Financial Officer, does not exphat disclosure controls or
internal controls over financial reporting will ment all errors or all instances of fraud, evethassame are improved to address any
deficiencies. The design of any system of contiolsased in part upon certain assumptions abodikétléhood of future events, and there can
be no assurance that any design will succeed ile@ol its stated goals under all potential futcoaditions. A control system, no matter how
well designed and operated, can provide only residennot absolute, assurance that the contradisystobjectives will be met. Over time,
controls may become inadequate because of chamgesdlitions or deterioration in the degree of chiamge with policies or procedures.
Further, the design of a control system must reflee fact that there are resource constraintsttamtienefits of controls must be considered
relative to their costs. Because of the inherenitéitions in all control systems, no evaluatiortoftrols can provide absolute assurance that
all control issues and instances of fraud, if amghin the Company have been detected.

Because of the inherent limitation of a cost-effextontrol system, misstatements due to erroraard may occur and not be
detected. These inherent limitations include tladities that judgments in decision-making can hdtyaand that breakdowns can occur
because of a simple error or mistake. Controlsatsm be circumvented by the individual acts of sgmesons, by collusion of two or more
people, or by management override of the controls.

Managemer's Report on Internal Control

Our management is responsible for establishingnaaidtaining adequate internal control over finah@@orting and for the
assessment of the effectiveness of internal cootret financial reporting. As defined by the SE@ernal control over financial reporting it
process designed by, or under the supervision opencipal executive and principal financial offis and effected by our Board of Directors,
management and other personnel, to provide realassurance regarding the reliability of financ&dorting and the preparation of the
financial statements in accordance with U.S. gdlyemacepted accounting principles.
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Our internal control over financial reporting indks those policies and procedures that (1) peidaime maintenance of records that,
in reasonable detail, accurately and fairly reflaat transactions and dispositions of our assBjgrovide reasonable assurance that
transactions are recorded as necessary to perepiagation of the financial statements in accordavitte U.S. generally accepted accounting
principles, and that our receipts and expenditaredeing made only in accordance with authorinatiof our management and directors; and
(3) provide reasonable assurance regarding pre@reatitimely detection of unauthorized acquisitinge or disposition of our assets that
could have a material effect on the financial stegets.

Because of its inherent limitations, internal cohtver financial reporting may not prevent or @etmisstatements. Also projections
of any evaluation of effectiveness to future pesiade subject to the risk that controls may becmaéequate because of changes in
conditions, or that the degree of compliance whithpolicies or procedures may deteriorate.

In connection with the preparation of our annuaficial statements, management has undertakesessagent of the effectiveness
of our internal control over financial reporting@sDecember 31, 2008, based on criteria estaldighénternal Control — Integrated
framework issued by the Committee of Sponsoringa@izations of the Treadway Commission, or COSO Ekaonk. Management's
assessment included an evaluation of the designrahternal control over financial reporting aegting of the operational effectiveness of
those controls.

Based on this evaluation, management has concthdédur internal control over financial reportisgeffective as of December 31,
2008.

This annual report does not include an attestaport of the Company’s independent registeredipaaicounting firm regarding
internal control over financial reporting. Managmtis report was not subject to attestation byGbenpany’s independent registered public
accounting firm pursuant to temporary rules of $#f6C that permit the Company to provide only managgis report on internal control in
this report.

ITEM 9B. OTHER INFORMATION

On March 28, 2008 the employment agreement bettiee@ompany and Douglas Abel, the Company’s presiaied chief

executive officer, was extended by mutual agreerfeerda period of one year, through April 1, 2009.
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PART llI
ITEM 10. DIRECTORS, EXECUTIVE OFFICERS, AND CORPOR ATE GOVERNANCE
Directors
The name and age of each of our six directors &aoth 27, 2009, his position with us, his prin¢ipecupation, and the period

during which such person has served as a dire€murccompany are set forth below. All directoddhoffice until the next annual meeting
shareholders or until their respective succesgserelacted and qualified.

Director
Name Age Position(s) Held Since
Douglas Abe a7 President, Chief Executive Officer and Direc 200t
Neil Herskowitz 52 Director 200¢
Malcolm Hoenleir 65 Director 200¢
Timothy Mclnerney 48 Director 200¢
Richard I. Steinhau 51 Director 200¢
Michael Weiser, M.D 46 Director 200:

Douglas Abelhas been our President and Chief Executive Offiogra director of our company since April 2005.. Koel was
President and CEO of Tarpan Therapeutics, Inaivately-held biopharmaceutical company, from Nobem2004 until April 2005, when
Tarpan was acquired by us. Prior to becoming Peesidnd CEO of Tarpan, Mr. Abel served as Vice iBegs of the Dermatology Business
Unit at Biogen Idec where he worked from August@@® November 2004. While at Biogen, he led moemth00 employees to support the
launch of AMEVIVE®. Before that, Mr. Abel was atlatgan Pharmaceuticals from December 1987 to Augfudd00, with his most recent
position being Director of BOTOX® Marketing. Mr. &breceived his A.B. in chemistry from Lafayettellége and an M.B.A. from Temple
University.

Neil Herskowitzwas appointed to our Board of Directors in July208e has served as the Managing Member of ReGitndPa
LLC, an investment fund located in New York, andtesPresident of its affiliate, Riverside ContnagtLLC since June 1998. Mr.
Herskowitz currently serves as a director of InreWwharmaceuticals (OTCBB: IVPH) a publicly tragddirmaceutical development
company. He also serves on the board of directoBséasting Point Services for Children, a not-foefit corporation, and of Vacation Villag
a 220-unit development in Sullivan County, New Y.dvk. Herskowitz received a B.B.A. in Finance fr@&arnard M. Baruch College in
1978.

Malcolm Hoenleinwas appointed to our Board of Directors in July20Bince January 2001, he is also a director ofXe
Biopharmaceuticals, Inc. (Nasdaq: KERX). Mr. Ho@mleurrently serves as the Executive Vice Chairoftihe Conference of Presidents of
Major American Jewish Organizations, a positiorhhe held since 1986. He also serves as a direcBarnk Leumi. Mr. Hoenlein received
his B.A. from Temple University and his M.A. frome University of Pennsylvania.

Timothy Mclnerneyhas been a director of our company since July 200¢.Mclnerney serves as a partner at Riverbantit@a
Securities, Inc., a position he has held since 2080F. Mr. Mclnerney currently serves on the bazrdirectors of ZIOPHARM Oncology
Inc. (NASDAQ: ZIOP). From 1992 to March 2007, N#clnerney was a Managing Director of Paramount Bipi@l, Inc. where he overs:
the overall distribution of Paramount’s private igproduct. Prior to 1992, Mr. Mclnerney was agarch analyst focusing on the
biotechnology industry at Ladenburg, Thalman & @ior to that, Mr. Mclnerney held equity salesiposs at Bear, Stearns & Co. and
Shearson Lehman Brothers, Inc. Mr. Mclnerney alsdked in sales and marketing for Bristol-Myers Bu He received his B.S. in
pharmacy from St. John’s University at New Yorke Blso completed a post-graduate residency atémeYork University Medical Center
in drug information systems.
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Richard I. Steinharthas been a director of our company since July 280e April 2006, Mr. Steinhart has served as Chie
Financial Officer of Electro-Optical Sciences, lrecpublicly-held medical device company. From M&@2 to April 2006, Mr. Steinhart was
principal of Forest Street Capital, a boutique stagent banking, venture capital, and managemerstuttimg firm. Prior to Forest Street
Capital, from May 1991 to May 1992, he was the \Weesident and Chief Financial Officer of Emisph€&eehnologies, Inc., a publicly held
biopharmaceutical company that is working to depelod commercialize a proprietary oral drug deln@rstem. Prior to joining Emisphere
Technologies, Mr. Steinhart spent seven years at@&uup, Inc., a venture capital firm focused on ma@ldand healthcare investments, where
he was a General Partner and Chief Financial Off\de. Steinhart has previously served as a direat@ number of privately-held
companies, including ARRIS Pharmaceuticals, Inbiptechnology company involved with rational ddegsign; Membrex, Inc., a laboratory
equipment manufacturing company; and Photest, éndiagnostics company. He began his career wodsrgy certified public accountant ¢
continues to be a New York State Certified Publocéuntant. Mr. Steinhart holds a Bachelors of BessnAdministration and Masters of
Business Administration from Pace University.

Michael Weiser, M.D., Ph.D.has served as a director of our company since Bep003. Dr. Weiser currently serves as founder
and co-chairman of Actin Biomed, a position he lhelsl since December 2006. Previously, he serv&rastor of Research of Paramount
BioSciences, Inc. Dr. Weiser completed his PhnDMblecular Neurobiology at Cornell University Medl College and received his M.D.
from New York University School of Medicine, wheme also completed a Postdoctoral Fellowship irtépartment of Physiology and
Neuroscience. Dr. Weiser currently serves on treeds of directors of Hana Biosciences, Inc. (NASDAINAB), Chelsea Therapeuti
International Ltd. (NASDAQ: CHTP), Emisphere Teclogies Inc. (NASDAQ: EMIS), ZIOPHARM Oncology INNASDAQ: ZIOP), and
VioQuest Pharmaceuticals Inc. (OTCBB: VQPH), ad waslseveral other privately held biotechnology pamies.

There are no family relationships among any ofexacutive officers, directors and key employees.
Independence of the Board of Directors

Our common stock has not been listed on a nateewirities exchange since we voluntarily de-listedshares from the American
Stock Exchange, or AMEX, effective March 26, 2008l gherefore, we are not subject to any corporatemance requirements regarding
independence of board or committee members. Howesehave chosen the definition of independenceaioed in the AMEX rules as a
benchmark to evaluate the independence of itstdirec Under the AMEX listing standards, an "indegent director” of a company means a
person who is not an officer or employee of the pany or its subsidiaries and who the board of tiirschas affirmatively determined does
not have a relationship that would interfere with exercise of independent judgment in carryingtloeiresponsibilities of a director. After
review of all relevant transactions or relationshigtween each director, or any of his family memsb&nd our company, our senior
management and our independent registered puldauating firm, the Board has determined that albwf directors are independent direc
within the meaning of the applicable AMEX listintaedard, except for Mr. Abel, our President ande€Eixecutive Officer.

55




Board Committees

The Board of Directors has three standing comnsttae Audit Committee, a Compensation CommitteeaaNdminating and
Corporate Governance Committee. The following tgbée/zides membership for each of the Board comestte

Name of Committee Membership

Audit Messrs. Herskowitz, Hoenlein and Steinhart (Ct
Compensatiol Messrs. Herskowitz, Hoenlein, Steinhart and We(S#air)
Nominating and Governan Messrs. Herskowitz, Hoenlein and Steinhart (Ct

Audit Committee

The Audit Committee oversees our accounting arahfifal reporting process. For these purposes, thit £ommittee performs
several functions. For example, the Committee etakiand assesses the qualifications of the indepéregistered public accounting firm;
determines the engagement of the independent eegfispublic accounting firm; determines whethenetain or terminate the existing
independent registered public accounting firm;ead and approves the retention of the indepenagigtered public accounting firm to
perform any non-audit services; reviews the finahsiatements to be included in our Annual Reporform 10-K; and discusses with
management and the independent registered puldoniatng firm the results of the annual audit ameliesults of our quarterly financial
statements. The Board of Directors adopted a writadit Committee Charter, a copy of which can denfd on our company website at
www.manhattanpharma.com

Our Board of Directors has revieweddeénition of independence for Audit Committee marthand has determined that each
member of our Audit Committee is independent (defendence for audit committee members is currdefiyjed under applicable SEC
rules and the relevant AMEX listing standards. Board has further determined that Mr. Steinhadtifjgs as an “audit committee financial
expert,” as defined by applicable rules of the SEC.

Compensation Committee

The Compensation Committee of the Badifidirectors oversees our compensation policiemgbnd programs. The Compensation
Committee reviews and approves corporate performgnals and objectives relevant to the compensafionr executive officers and other
senior management; reviews and recommends to thelBloe compensation and other terms of employfemtir Chief Executive Officer
and our other executive officers; administers @ity incentive and stock option plans; and malke®mmendations to the Board concerning
the issuance of awards pursuant to those planguflént members of the Compensation Committeegp{or Dr. Weiser who serves as
Chair of the Compensation Committee, are indepen@srindependence is currently defined under agiple AMEX listing standards). The
Board of Directors has adopted a written chartehefCompensation Committee, a copy of which cafobed on our company website at
www.manhattanpharma.com

Nominating and Governance Committee

The Nominating and Governance Committee considetsecommends to the Board persons to be nomifiatedection by the
stockholders as directors. In addition to nomirmeesmmended by directors, the Nominating and Garesa Committee will consider
nominees recommended by stockholders if submittedriting to our Secretary at the address of Comfsaprincipal offices. The Board
believes that any candidate for director, wheteeommended by stockholders or by the Board, shHeeikcbnsidered on the basis of all fac
relevant to the needs of our company and the ctiadenf the candidate at the time the candidapgaposed. Such factors include relevant
business and industry experience and demonstrhtedater and judgment. All current members of tbenihating and Corporate Governa
Committee are independent (as independence isntlyroefined under applicable AMEX listing standsxdThe Board of Directors adopted a
written charter of the Nominating and Governancen@ittee, a copy of which can be found on our compaabsite at
www.manhattanpharma.com
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Communication with the Board of Directors

Although we have not adopted a formal processtfmkbolder communications with our Board of Dirgstove believe stockholde
should have the ability to communicate directlyhathe Board so that their views can be heard btied or individual directors, as
applicable, and that appropriate and timely respsiase provided to stockholders. All communicatigarding general matters should be
directed to our Secretary at the address belowshadld prominently indicate on the outside of theedope that it is intended for the
complete Board of Directors or for any particulaedtor(s). If no designation is made, the commation will be forwarded to the entire
board. Stockholder communications to the Board kshbe sent to: Corporate Secretary, Attentiomam® of Directors (or name(s) of
particular directors), Manhattan Pharmaceuticals,, 48 Wall Street, New York, NY 10005.

Code of Ethics

We have adopted a Code of Business Conduct andsHtiat applies to all officers, directors and esgpks of our company. A copy
of our Code of Business Conduct and Ethics is alslélon our company’s website at www.manhattanpharom. If we make any
substantive amendments to the Code of Businessugbadd Ethics or grant any waiver from a provisiétthe code to an executive officer
or director, we will promptly disclose the naturfetlte amendment or waiver by filing with the SECuarent report on Form 8-K.

Executive Officers

Set forth below are the names, ages and title#l of aur executive officers as of February 13, 20\l directors hold office until
the next annual meeting of stockholders or unélirthespective successors are elected and qualified

Name Age Position
Douglas Abe a7 President & Chief Executive Officer and Direc
Michael G. McGuinnes 55 Chief Operating and Financial Officer & Secret

The biographies of our executive officers are eghfbelow.

Douglas Abehas been President and Chief Executive Officeraadilector of our company since April 2005. His giete
biography is set forth above under the caption “dgment - Directors.”

Michael G. McGuinnesshas been our Chief Financial Officer and Secresarge July 2006. Mr. McGuinness was appointed Chief
Operating Officer on April 1, 2008. Prior to joirg Manhattan, Mr. McGuinness served as chief firmdficer of Vyteris Holdings
(Nevada), Inc. (OTCBB: VYHN), a product-based ddadivery company, from September 2001 to April 208&d from 1998 to 2001 he was
chief financial officer of EpiGenesis Pharmaceusca privately-held biotechnology company. Mr. Mdf@ness received a BBA in public
accounting from Hofstra University.

None of our executive officers is related to anyeotexecutive officer or to any of our directors.
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ITEM 11. EXECUTIVE COMPENSATION

Summary Compensation of Executive Officers

The following table sets forth all of the compeimatwarded to, earned by or paid to (i) each iidial serving as our principal
executive officer during our last completed fisgaar and (ii) the two most highly compensated etreewfficers, other than the principal
executive officer, that served as an executiveceffat the conclusion of the fiscal year ended B 31, 2008 and who received total
compensation in excess of $100,000 during suchlfigear (collectively, the “named executives”).

Nongqualified
Non-Equity Deferred
Option Incentive Plan Compensatior All Other
Name and Principal Position Year Salary Bonus Awards Compensatior Earnings Compensatior Total
Douglas Abel 2008 $ 33875 $ 0®s 153249 ¢ 0 s 0 $ 34,00 $ 52590
Chief Executive Officer and Preside 2007 $ 34500 $  90,00° $ 91022 g 0 s 0 % 42,33 ¢ 1,387,55
Michael McGuinness 2008 $ 26375( $ 0® s 19927 0 s 0 % 9,00® § 472,02
Chief Operating and Financial Officer, @ @ )
Secretan 2007 $ 23833 $ 50,0007 $ 95528 $ 0 $ 0 $ 9,007 $  392,86:
Alan G. Harris ) 2008 $ 49,167 $ 0o $ o s 0 s 0 % 0 $ 49,16
Chief Medical Officer 2007 $ 28833 $ 0 8 29253" s 0 s $ 9,00 $ 589,86
(1) Dr. Harri¢ employment with us ended effective December 3172
2 The Company accrued $180,000 for Mr. Abel and $1@@or Mr. McGuinness as of December 31, 2007 fmhsbonuses b
had not paid such bonuses as of that date. Payofiesnich bonuses were contingent upon our raisittitianal financing an
were to be paid as follows: (i) 50% when we hawesummated a financing transaction with gross mas¢o the Company
at least $1,000,000 (net of commissions) and Ig) temaining 50% when we have consummated a fingrtcansaction wit
gross proceeds (net of commissions) to us of &t I82.5 million (cumulative, including the $1 ol financing transactic
referred to above). We reached the condition ififp ¢he initial closing of the Hedrin JV transactiand such 50% was paid. '
reached the condition (ii) with the closing of Sexxli12% Notes transactions, however we did nottpaysecond 50% as
needed to retain the cash to fund operations. Atdel and Mr. McGuinness have agreed to forfeitdbeond 50% paymer
3) For 2008 represents a payment in the amount oD®R5which amount represents the approximate amzfiadditional expen
incurred by Mr. Abel relating to his commuting beem Boston and New York, without a tax “gross ugrid a matchir
contributions by us pursuant to our compa401(k) retirement plan of $9,000. For 2007 repnés a payment in the amoun
$33,333, which represents the approximate amouadditional expense incurred by Mr. Abel relatinchts commuting betwe:
Boston and New York and a tax “gross up’cover the additional tax liability to Mr. Abeldm such payment, and a matct
contributions by us pursuant to our comg’s 401(k) retirement plan of $9,0(
(4) Represents the amount of shaesed costs recognized by us during 2008 and 200&r SFAS No. 123(R). See Note 3 to
Financial Statements included in our annual redort2008 and 2007 on Form-K for the assumptions made in the valuat
(5) Represents matching contributions by us pursuantiteompan’s 401(k) retirement plai
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Outstanding Equity Awards at Fiscal Year-End

The following table sets forth information regamglithe unexercised options held by each of our naemedutive officers as of
December 31, 2008.

Option Awards
Number of  Number of
Securities  Securities
Underlying  Underlying

Unexercisec Unexercised Option Option
Options (#) Options (#) Exercise Price Expiration
Name Exercisable Unexercisable $) Date
Douglas Abel 2,923,901 03 1.5C 04/01/201!
83,33 166,66" $ 0.9E 04/25/201
433,33: 866,66" $ 0.17 03/25/201:
Michael McGuinness 146,66¢ 73,33¢ $ 0.7C07/10/201
40,00( 20,00C $ 1.3£07/10/201
106,66° 213,330 $ 0.9t 04/25/201
366,66 733,330 % 0.17 03/25/201:

Employment Agreements

Douglas Abel. We entered into an employment agreement and ansateto that employment agreement with Mr. AbaedaApril
1, 2005, whereby Mr. Abel agreed to serve as oesiBlent and Chief Executive Officer for a periodafr years in exchange for (i) an ann
base salary of $300,000, subject to a retroactiveease in the amount of $25,000 upon our compjetifinancing transaction of at least
$5,000,000, (ii) a signing bonus in the amount2BC000, which was payable in two installmentsmtythe first year of the agreement, (iii
discretionary performance-based bonus in an anexuml to up to 50% of Mr. Abel’s base salary, aaylgn option to purchase 2,923,900
shares of our common stock at $1.50 per sharettigie-year annual vesting, purchasable for a 104gem. In accordance with the terms of
his employment agreement and as a result of ouaterplacement financing that we completed in Atg@085, Mr. Abel’s salary was
increased to $325,000 retroactive to April 1, 2008n November 19, 2008, at the first closing af 8acured 12% Notes private placement,
we entered an amendment to the employment agregwigioh provide for a reduction of up to one-thirithe salary payable to Mr. Abel
until we shall have received at least $2,500,00§ro$s proceeds from the sale of the units or atlles of securities or from other revenue
received by us in the operation of our businesmgrcombination of the foregoing.

The employment agreement contains customary pomagielating to confidentiality, work-product assigent, non-competition and
non-solicitation. In the event Mr. Abel’'s employniénterminated by us (other than for cause) dutiiregterm of the agreement, including a
termination upon a change of control (as definethénagreement), we are required to pay a seveparent ranging from between 6 anc
month of base salary, depending upon the circurastaaf such termination.

Michael G. McGuinness. Mr. McGuinness’ employment with us is governed hyeanployment agreement dated July 7, 2006. The
agreement provides for an initial three-year tefraroployment ending July 2009, subject to additiame-year renewal periods upon the
mutual agreement of the parties. Pursuant to theeagent, Mr. McGuinness is entitled to an annuaklsalary of $205,000 and an annual
bonus, payable in the discretion of our Board,pfai30 percent of his annual base salary. Mr. Mo@ass is also entitled to certain other
fringe benefits that are made available to ouraesxecutives from time to time, including mediaad dental insurance and participation in
our 401(k) plan. On November 19, 2008, at the &ilssing of our Secured 12% Notes private placdnvea entered an amendment to the
employment agreement, which provide for a reduatibnp to one-third of the salary payable to Mr.®gnness until we shall have received
at least $2,500,000 of gross proceeds from theaddlee units or other sales of securities or fiatimer revenue received by us in the operation
of our business or any combination of the foregoing
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In addition, in accordance with the terms of theokmyment agreement, we issued to Mr. McGuinnesslid+gear stock options
pursuant to our 2003 Stock Option Plan. The fipttam relates to 220,000 shares of common stocksaagercisable at a price of $0.70, the
closing price of our common stock on the date sfdmployment agreement. The second option relaté8,000 shares and is exercisable at a
price of $1.35 per share. Both options vest ingtaenual installments commencing July 10, 2007h€aextent Mr. McGuinness’
employment with us is terminated prior to the ehduxh 10-year term, the options shall remain @zabde for a period of 90 days.

Mr. McGuinness'employment agreement further provides that in theewe terminate his employment with us other thaa resu
of death, for “cause,” “disability” or upon a “chge of control” (as those terms are defined in gp@ement), then (1) Mr. McGuinness will
continue receiving his base salary and fringe benfefr a period of six months following such temation, provided, that our obligation to
pay such compensation shall be offset by any ansaeceived by Mr. McGuinness from subsequent enmpdoy during such &onth period
and (2) the vesting of the stock options issueditoMcGuinness in accordance with the employmemneagent will accelerate and be
deemed vested as of the date of termination aridemilain exercisable for a period of 90 days follayvsuch termination. In the event we
terminate Mr. McGuinness’ employment during thertexf the agreement upon a “change of control” &@nat,the time of such termination,
the aggregate value of our outstanding common stoless than $80 million, then (i) Mr. McGuinnesifl continue receiving his base salary
and fringe benefits for a period of six monthsdwaling such termination and (ii) the portions of #teck options issued in accordance with
employment agreement that have vested as of tieeofigtich termination or that are scheduled to inetbte calendar year of such termination
will be deemed vested and will remain exercisabteafperiod of 90 days following such termination.

Compensation of Directors

Non-employee directors are eligible to participateur Non-employee Director Compensation Arrangetmehich was adopted on
January 30, 2007. Under the arrangement, non-gm@ldirectors are granted an option to purchag#0BGhares of common stock upon
their initial election or appointment to the boarthereafter on an annual basis, non-employeetdiare entitled to an option to purchase
50,000 shares of common stock. Each non-employeetar is entitled to a retainer of $20,000 pearygayable on a quarterly basis. In
addition, each such director shall be entitled teeaof $1,000 for each meeting of the Board aend person, or $500 for attending a
meeting by telephone or other electronic meanshBanemployee director serving on a committee of therBamentitled to a fee of $1,0(
for each meeting of such committee attended by direlator in person, or $500 for attending a corteeiimeeting by telephone or other
electronic means. Each non-employee directorsis ahtitled to reimbursement for reasonable oysemket expenses incurred in connection
with the performance of his service as a direégtmiuding without limitation, travel related exp&ssincurred in connection with attendanc
Board or Board committee meetings.

Due to our need to retain funds for the Companp&rations payment of fees to our directors werpesuded for all periods
subsequent to March 31, 2008.
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The following table shows the compensation earneedeh of our non-employee directors for the yealed December 31, 2008:

Fees Earnec

or Paidin Option All Other
Name Cash Awards (1) Compensatior Total
Neil Herskowitz 2;$ 6,500 $ 14,767 $ - $ 21,267
Malcolm Hoenleir $ 6,00 $ 14,767 $ - 9 20,767
Timothy Mclnerney g 5,500 $ 14,767 $ - % 20,267
Richard Steinha Ol 6,500 $ 14,767 $ - % 21,267
Michael Weise| ©)g 5,500 $ 14,767 $ - $ 20,26

(1) Represents the amount of shaeesed costs recognized by us during 2008 under }AI23(R). See Note 3 to our Finan
Statements included in our annual report for 200&arm 1(-K for the assumptions made in the valuat

(2) As of March 27, 2009, Mr. Herskowitz had optionptochase an aggregate of 216,010 shares of ounoarstock

(3) As of March 27, 2009, Mr. Hoenlein had options twghase an aggregate of 216,010 shares of our caratook.

(4) As of March 27, 2009, Mr. Mclnerney had optiongtochase an aggregate of 250,000 shares of our oarstack.

(5) As of March 27, 2009, Mr. Steinhart had optionptwchase an aggregate of 216,010 shares of our oorstack.

(6) As of March 27, 2009, Mr. Weiser had options toghaise an aggregate of 230,000 shares of our corstock
Compensation Committee Interlocks and Insider Parttipation

There were no interlocks or other relationshipdwither entities among our executive officers ainelctors that are required to be
disclosed under applicable SEC regulations relatmgpmpensation committee interlocks and insidetigipation.
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ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENMENT AND RELATED
STOCKHOLDER MATTERS.

The following table sets forth information regamgliownership of shares of our common stock, as bfueay 13, 2009:
o by each person known by us to be the beneficialeowh5% or more of our common stos

o by each of our directors and executive officersf

o by all of our directors and executive officers agaup.

Except as otherwise indicated, each person andgraaip shown in the table has sole voting and imvest power with respect to
the shares of common stock indicated. For purpoftee table below, in accordance with Rule 13sh8er the Securities Exchange Act of
1934, as amended, a person is deemed to be thiciEravner, of any shares of our common stockraviich he or she has or shares,
directly or indirectly, voting or investment powar of which he or she has the right to acquire fieiaé ownership at any time within 60 da
As used in this prospectus, "voting power" is thaver to vote or direct the voting of shares and€stment power" includes the power to
dispose or direct the disposition of shares. Comstock beneficially owned and percentage owneratipf March 27, 2009 was based on
70,624,232 shares outstanding. Unless otherwilieated, the address of each beneficial owneiddanhattan Pharmaceuticals, Inc., 48
Wall Street, New York, NY 10005.

Number of

Shares Percentage
Beneficially Beneficially
Owned (#) Owned (%)

Name of Beneficial Owners, Officers and Directors

Douglas Abef" 4,036,23. 5.41%
Michael McGuinnes 1,167,33. 1.62%
Michael Weisef® 2,595,98! 3.66%
Timothy McInerney® 1,024,19: 1.44%
Neil Herskowitz® 188,31: 0.27%
Richard 1. Steinhaff’ 183,86 0.2€6%
Malcolm Hoenlier” 380,46. 0.5%
All directors and officers as a grof?b(? persons) 9,576,38 12.4%%
Lester Lipschut?”

1650 Arch Street, Philadelphia, PA 191 8,941,87. 12.6€6%
Lindsay Rosenwalf?

787 Seventh Avenue, New York, NY 100 4,023,25! 5.61%

Nordic Biotech Venture Fund Il K/
Ostergrade 5, 3rd floor, C-1100
Copenhagen K, Denma 66,666,66 48.5%

There were no directors, officers or beneficial evenof more than 10% of any class of equity seiesriif the Company or any other person

subject to section 16 of the Exchange Act thaethtb file on a timely basis reports required bgtise 16(a) of the Exchange Act during the
most recent fiscal year or prior fiscal years.
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Includes 3,957,232 shares issuable upon exercigestéd portions of options and 24,000 shareslidswgon exercise of
warrants.

Includes 1,133,334 shares issuable upon exercisestéd portions of options and 24,000 shareslidsugon exercise of
warrants.

Includes 196,668 shares issuable upon the exetisested portions of options, and 151,754 shawmsable upon exercise of
warrants.

Includes 216,668 shares issuable upon exercisestéd portions of options; and 139,863 sharesliésugon exercise of
warrants.

Includes 182,678 shares issuable upon exercisestéd portions of options, and 43,444 shares isguapon exercise of
warrants; 77,288 shares held by Riverside Contrggtil C, a limited liability company of which Mr. étskowitz is a member
holding 50% ownership and 44,168 shares held byeReGapital 1, LLC, a limited liability company @fhich Mr.

Herskowitz is a member holding 50% ownersl|

Includes 182,678 shares issuable upon exercisestéd portions of options.
Includes 182,678 shares issuable upon exercisestéd portions of options.

Includes 5,861,936 shares issuable upon exercisestéd portions of options; 383,061 shares issuadn the exercise of
warrants; 77,288 shares held by Riverside Contrggtil C, a limited liability company of which Mr. étskowitz is a member
holding 50% ownership and 44,168 shares held byeReGapital 1, LLC, a limited liability company @fhich Mr.

Herskowitz is a member holding 50% ownersl|

Includes 8,941,873 shares of Common Stock heldepgirate trusts for the benefit of Dr. Rosenwaltisfamily with respec
to which Mr. Lipschutz is either trustee or investthmanager and in either case has investmentatirj\power. Mr.
Lipschutz disclaims beneficial ownership of thelsares, except to the extent of his pecuniary istdteerein, if any. The
foregoing information is derived from a Schedul&fded on behalf of the reporting person on AugLis?007

Includes 3,183,497 shares held directly by Dr. Resdd, 1,040,658 shares issuable upon the exestisarrants, 80 shares
held by the Dr. Rosenwald's wife, over which DrsBawald may be deemed to have sole voting and sitsmopower,
although he disclaims beneficial ownership of ssichres except with regard to his pecuniary intéhesein, if any, and 33
shares held by Dr. Rosenwadthildren, over which Dr. Rosenwald may be deetodthve sole voting and dispositive pow
although he disclaims beneficial ownership of ssichres except with regard to his pecuniary intéhesein, if any. The
foregoing information is derived from a Schedul&i1A& filed on behalf of the reporting person on ketyy 13, 2008
Includes 55,555,555 shares issuable upon exertNerdic's right to put all or a portion of NordRiotech Venture Fund I
K/S' equity interest in H Pharmaceuticals K/S (fertw Hedrin Pharmaceuticals K/S), a Danish limipadtnership, of which
we and Nordic are partners and 11,111,111 shssaalle upon exercise of an outstanding warradttheNordic. Florian
Schonharting and Christian Hansen have voting angistment control over such securiti
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ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSA CTIONS AND DIRECTOR INDEPENDENCE
Oleoylestrone Developments, SL

Pursuant to the terms of a license agreement dialeduary 15, 2002 between us and OleoylestronelBawents, SL, or OED,
which was terminated in November 2007, we had afusive, worldwide license to U.S. and foreign péeand patent applications relating
to certain technologies. Although we were not adiigl to pay royalties to OED, the license agreemesqired us to make certain
performance-based milestone payments. As of Fepdig 2009, OED held approximately 5.6% of ourstariding common
stock. Additionally, Mr. Pons, a former membermoof board of directors, is the chief executiveasfiof OED.

We also entered into a consulting agreement witD Q#hich became effective in February 2002 and teasinated along with
the termination of the license agreement in Nover2067. Pursuant to our consulting agreement, aie ED a fee of $6,250 per
month The fees associated with the consultingergent were expensed as incurred. Pursuant tiseliog agreement, OED agreed to
appoint a member to serve as a member of our $aehdvisory Board and to render consulting andiadry services to us. Such services
included research, development and clinical testingur technology as well as the reporting offihdings of such tests, assistance in the
filing of patent applications and oversight ancedtion of efforts in regards to personnel for dalidevelopment. For the periods ended
December 31, 2007 and 2006 and from inception, ga&bto OED were $68,750, $325,000 and $931,25phactively.

Paramount BioCapital, Inc.

In February 2007, we engaged Paramount BioCapital, as our placement agent in connection withpttieate placement. In
consideration for its services, we paid aggregash commissions of approximately $600,000 and dssm®aramount a 5-year warrant to
purchase an aggregate of 509,275 shares at anigexprice of $1.00 per share. At the time of thgagrement, Timothy Mclnerney was an
employee of Paramount BioCapital, Inc. or one @fifiliates. The sole shareholder of ParamounCRjutal, Inc. is Lindsay A. Rosenwald,
M.D. Dr. Rosenwald beneficially owns more than 586w common stock. On March 30, 2007, we entartma series of subscription
agreements with various institutional and otheredited investors for the issuance and sale irivaterplacement of an aggregate of
10,185,502 shares of our common stock for totasgproceeds of approximately $8.56 million. Oftiht@al amount of shares issued,
10,129,947 were sold at a per share price of $@8d an additional 55,555 shares were sold to #iy effiliated with Neil Herskowitz, a
director of Manhattan, at a per share price of 08e closing sale price of our common stock omdd29, 2007. Pursuant to the subscrif
agreements, we also issued to the investors Svyaaants to purchase an aggregate of 3,564,89@sb&our common stock at an exercise
price of $1.00 per share. The warrants are exdre@shuring the period commencing September 30, 20@7ending March 30, 2012.

Private Placemen

As described above, on March 30, 2007, we issuddsald in a private placement transaction an aggesof 10,185,502 shares of
our common stock. Of the total amount of sharssead, 10,129,947 were sold at a per share pri$8.84, and an additional 55,555 shares
were sold to an entity affiliated with Neil Herskibzy a director of Manhattan, at a per share poic®0.90, the closing sale price of our
common stock on March 29, 2007. In addition toghares of common stock, we also issued to the tiorgeS-year warrants to purchase an
aggregate of 3,564,897 shares of our common stoak exercise price of $1.00 per share. The wasragt exercisable during the period
commencing September 30, 2007 and ending MarcB®L®. Accordingly, we received net proceeds 09 $7illion from the sale of these
shares and warrants. We engaged Paramount Bi@Gdpd., as our placement agent in connection tighprivate placement, as discussed
above.
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The Hedrin JV

We and Nordic Biotech Venture Fund Il K/S, or Nardgntered into a joint venture agreement on Jgri2ar2008, which was
amended on February 18, 2008 and on June 9, ZB0G&uant to the joint venture agreement, in Felpr2@08, (i) Nordic contributed cash in
the amount of $2.5 million to H Pharmaceuticals t8merly Hedrin Pharmaceuticals K/S), a newlynfied Danish limited partnership, or
the Hedrin JV, in exchange for 50% of the equitgiiests in the Hedrin JV, and (ii) we contributedtain assets to North American rights
(under license) to our Hedrin product to the Hedkhin exchange for $2.0 million in cash and 50%haf equity interests in the Hedrin
JV. On or around June 30, 2008, in accordance thitierms of the joint venture agreement, Nordittbuted an additional $1.25 million
cash to the Hedrin JV, $1.0 million of which wastdbuted to us and equity in the Hedrin JV wagritisted to each of us and Nordic
sufficient to maintain our respective ownershigrasts at 50%.

Pursuant to the joint venture agreement, uponléssification by the U.S. Food and Drug Administmat or the FDA, of Hedrin as
Class Il or Class Il medical device, Nordic waguieed to contribute to the Hedrin JV an additiodal25 million in cash, $0.5 million of
which was to be distributed to us and equity inHeglrin JV was to be distributed to each of usldodlic sufficient to maintain our
respective ownership interests at 50%. The Fbifiad the Hedrin JV that Hedrin has been clasdifas a Class Il medical device and in
February 2009, Nordic made the $1.25 million inkestt in the Hedrin JV, the Hedrin JV made the $0ilion milestone payment to us and
equity in the Hedrin JV was distributed to us aratdic Nordic sufficient to maintain our respectmenership interests at 50%. In
accordance with the terms of the joint venture egment, the Hedrin JV has received a total of $llkom cash to be applied toward the
development and commercialization of Hedrin in Hokmerica.

The Hedrin JV will be responsible for the developitr@nd commercialization of Hedrin for the North &rican market and all
associated costs including clinical trials, if reeqd, regulatory costs, patent costs, and fututestane payments owed to Thornton & Ross
Ltd., or T&R, the licensor of Hedrin. The Hedri Will engage us to provide management servicekdddedrin JV in exchange for an
annualized management fee, which for 2008, on analized basis, is $527,000. The profits of tlegth JV will be shared by us and
Nordic in accordance with our respective equitgiiests in the Hedrin JV, of which we each currehdid 50%, except that Nordic is entitl
to receive a minimum return each year from the ihedW equal to 6% on Hedrin sales, as adjustedrigrchange in Nordic’s equity interest
in the Hedrin JV, before any distribution is madeis. If the Hedrin JV realizes a profit in excetthe Nordic minimum return in any yeatr,
then such excess shall first be distributed toni# aur distribution and the Nordic minimum retuaire in the same ratio as our respective
equity interests in the Hedrin JV and then the iiad®, if any, is distributed to Nordic and uslire tsame ratio as our respective equity
interests. However, in the event of a liquidatdérthe Hedrin JV, Nordic’s distribution in liquidah must equal the amount Nordic invested
in the Hedrin JV ($5 million) plus 10% per yeaisdehe cumulative distributions received by Nofdien the Hedrin JV before any
distribution is made to us. If the Hedrin JV'saissin liquidation exceed the Nordic liquidatiorfarence amount, then any excess shall first
be distributed to us until our distribution and terdic liquidation preference amount are in thesaatio as our respective equity interests in
the Hedrin JV and then the remainder, if any, riiuted to Nordic and us in the same ratio agespective equity interests. Further, in no
event shall Nordic’s distribution in liquidation lgeeater than assets available for distributioligmidation.
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Pursuant to the terms of the joint venture agre¢nardic has the right to nominate one persorefection or appointment to our
board of directors. The Hedrin JV's board of diwes consists of four members, two members appwioyeus and two members appointec
Nordic. Nordic has the right to appoint one of tlectors as chairman of the board. The chairh@ancertain tie breaking powers. In
event that the final payment milestone describexvalis not achieved by March 30, 2009, then theridely 's board of directors will
increase to five members, two appointed by us brektappointed by Nordic.

Pursuant to the joint venture agreement, Nordicthasight to put all or a portion of its interéstthe Hedrin JV in exchange for st
number of shares of our common stock equal to t@uat of Nordic’s investment in the Hedrin JV disdlby $0.14, as adjusted from time to
time for stock splits and other specified eventsltiplied by a conversion factor, which is (i) 1.@% so long as Nordic's distributions from
Hedrin JV are less than the amount of its investp{@n1.25 for so long as Nordic's distributioftem the Hedrin JV are less than two times
the amount of its investment but greater than aaktp the amount of its investment amount, (iifQ.for so long as Nordic's distributions
from the Hedrin JV are less than three times theuwarnof its investment but greater than or equahvmtimes the amount of its investment
amount, (iv) 2.00 for so long as Nordic's distribos from the Hedrin JV are less than four timesamount of its investment but greater than
or equal to three times the amount of its investraemunt and (v) 3.00 for so long as Nordic’s disttions from Hedrin JV are greater than
or equal to four times the amount of its investméeFte put right expires upon the earlier to oamfuii) February 25, 2018 and (ii) 30 days
after the date when Nordic's distributions from ltredrin JV exceed five times the amount Nordicihassted in the Hedrin JV (or 10 days
after such date if we have provided Nordic notier¢of).

Pursuant to the joint venture agreement, we haweigit to call all or a portion of Nordic's equityterest in the Hedrin JV in
exchange for such number of shares of our comnumk €qual to the portion of Nordic's investmentiia Hedrin JV that we call by the
dollar amount of Nordic's investment as of suctediathe Hedrin JV, divided by $0.14, as adjustediftime to time for stock splits and ot
specified events. The call right is only exercisadly us if the price of our common stock has diostor above $1.40 per share for 30
consecutive trading days. During the first 30 emusive trading days in which our common stock etoat or above $1.40 per share, we may
exercise up to 25% of the call right. During tlee@nd 30 consecutive trading days in which our comstock closes at or above $1.40 per
share, we may exercise up to 50% of the call righ& cumulative basis. During the third conseeu80 trading days in which our common
stock closes at or above $1.40 per share, we mexgisg up to 75% of the call right on a cumulatiasis. During the fourth consecutive 30
days in which our common stock closes at or abdvéGbper share, we may exercise up to 100% ofaheight on a cumulative
basis. Nordic may refuse the call, either by payit.5 million multiplied by the percentage of Niatsl investment being called or forfeiting
an equivalent portion of the put right, calculateda pro rata basis for the percentage of the N@agluity interest called by us. The call right
expires on February 25, 2013. For purposes of iardght to put, and our right to call, all opartion of Nordic’s equity interest in the
Hedrin JV, the amount of Nordic’s investment isrently $5,000,000.

Issuance of Secured Promissory Notes and Warre

On September 11, 2008, we issued a secured pramisste in the principal amount of $12,000 to eaEBouglas Abel, our
President and Chief Executive Officer and a dineofamur company; Michael Weiser, a director of campany; Timothy Mclnerny, a
director of our company; Neil Herskowitz, a diractd our company, and Michael McGuiness, our CRiefancial Officer and Chief
Operating Officer. Principal and interest on tlaéeis are payable in cash on March 10, 2009 unkidsgarlier by us. In connection with the
issuance of the notes, we issued to each notehal8lgrear warrant to purchase 24,000 shares af@umon stock at an exercise price of
$0.20 per share. We granted to the noteholdeosiinciing security interest in certain specificuredis, deposits and repayments due to us anc
expected to be repaid to us in the next severatimsofhe secured 10% notes were repaid in Feb2@09 along with interest thereon.
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We believe that all of the transactions set foltbwvee were made on terms no less favorable to usabald have been obtained from
unaffiliated third parties. All such transactidrave been reviewed by the audit committee of owarBof Directors and approved by
them. All future transactions between us and dficars, directors and principal shareholders dradrtaffiliates will be on terms no less
favorable than could be obtained from unaffiliatieidd parties and will be approved by our audit coittee or another independent commit

of our Board of Directors.
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ITEM 14. PRINCIPAL ACCOUNTANTING FEES AND SERVICES .
Fees Billed to the Company by Its Independent Auddrs

The following is a summary of the fees billed tobysJ.H. Cohn LLP, our independent registered jguddicounting firm for professional
services rendered for fiscal years ended Decenthe2(®8 and 2007:

J.H. Cohn LLP
Fee Category Fiscal 2008 Fee Fiscal 2007 Fee
Audit Fees $ 149,81¢ $ 103,94(
Audit-Related Fee¥ 29,40: 11,52(
Tax Feed? 12,50( 18,70¢
All Other Feed® - -
Total Fees $ 191,72 $ 134,16¢

(1) Audit-Related Fees consist principally of assuraamue related services that are reasonably relatdtetperformance of the audit or
review of the Company’s financial statements butreported under the caption “Audit Fees.” Thesesfinclude review of registration
statements

(2) Tax Fees consist of fees for tax compliance, tasxcadand tax planning

(3) All Other Fees consist of aggregate fees billedpfoducts and services provided by the indepenggigtered public accounting firm,
other than those disclosed aba

Policy on Audit Committee Pre-Approval of Audit and Permissible Non-Audit Services of Independent Regfiered Public Accounting
Firm

At present, our audit committee approves each eargagt for audit or non-audit services before weagegour independent registered public
accounting firm to provide those services. Ouritecmmmittee has not established any pre-approsiitips or procedures that would allow
our management to engage our independent regigtet#id accounting firm to provide any specifieshvéees with only an obligation to

notify the audit committee of the engagement fosthservices. None of the services provided byraapendent registered public accoun
firm for fiscal 2008 was obtained in reliance oe thaiver of the pre-approval requirement afforde@EC regulations.
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ITEM 15. EXHIBITS LIST

The following documents are included or incorpaddtg reference in this report.

Exhibit No. Description

2.1 Agreement and Plan of Merger among the Company hislid@n Pharmaceuticals Acquisition Corp. and Maahat
Research Development, Inc. (formerly Manhattan Rlaeuticals, Inc.) dated December 17, 2002 (ingatpd by
reference to Exhibit 2.1 from Forn-K filed March 5, 2003)

2.2 Agreement and Plan of Merger among the Registf@rpan Therapeutics, Inc. and Tarpan AcquisitiorpCalated
April 1, 2005 (incorporated by reference to Exhhit of the Registra’s Form {-K/A filed June 15, 2005

3.1 Certificate of incorporation, as amended througpt&aber 25, 2003 (incorporated by reference tolkixBil to the
Registrar’s Form 1-QSB for the quarter ended September 30, 2(

3.2 Bylaws, as amended to date (incorporated by referélom Registrant’s registration statement on F88r2, as
amended (File N0.:-98478)).

4.1 Specimen common stock certificate (incorporateddbgrence from Registrant’s registration stateno@nEorm SB2, a:
amended (File No.:-98478)).

4.2 Form of warrant issued by Manhattan Research Dpugtmt, Inc., which automatically converted into raats to
purchase shares of the Registrant’'s common stook tige merger transaction with such company (ine@ied by
reference to Exhibit 4.1 to the Regist’'s Form 1-QSB for the quarter ended March 31, 20!

4.3 Form of warrant issued to placement agents in attrorewith the Registrant’'s November 2003 privalicpment of
Series A Convertible Preferred Stock and the Reggiss January 2004 private placement (incorporbteceference to
Exhibit 4.18 to the Registre’s Registration Statement on Form-2 filed January 13, 2004 (File No. :-111897)).

4.4 Form of warrant issued to investors in the RegmttsaAugust 2005 private placement (incorporateddfgrence to
Exhibit 4.1 of the Registra’s Current Report on Forn-K filed September 1, 2005

4.5 Form of warrant issued to placement agents in ggdRant’s August 2005 private placement (incospea by
reference to Exhibit 4.2 of the Registr's Form &K filed September 1, 200&

4.6 Warrant, dated April 30, 2008, issued to NordictBal Venture Fund Il K/S (incorporated by referetec&xhibit 4.6 o
the Registrar's Registration Statement on Fori-1 filed on May 1, 2008 (File No. 3-150580)).

4.7 Form of Warrant issued to Noteholders on SepterhbeP008 (incorporated by reference to Exhibit 16.the Current
Report on Form-K filed on September 15, 200

4.8 Form of Warrant issued to Noteholders on NovemBeR2008 (incorporated by reference to Exhibit 10.the
Registrar’s Current Report on Forn-K filed on November 25, 200¢

10.1 1995 Stock Option Plan, as amended (incorporatagfeyence to Exhibit 10.18 to the Registrant’srkd0-QSB for

the quarter ended September 30, 19
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10.2

10.3

10.4

10.5

10.6

10.7

10.8

10.9

10.10

10.11

10.12

10.13

10.14

10.15

10.16

Form of Notice of Stock Option Grant issued to evypks of the Registrant from April 12, 2000 to Floy 21, 2003
(incorporated by reference to Exhibit 99.2 of thegRtrant’'s Registration Statement non Form Segif\iarch 24, 1998
(File 33:-48531)).

Schedule of Notices of Stock Option Grants, thenfof which is attached hereto as Exhibit ¢

Form of Stock Option Agreement issued to employgeke Registrant from April 12, 2000 to Februafy 2003
(incorporated by reference to Exhibit 99.3 to tlegRtrant’s Registration Statement on Form S-8 fiarch 24, 1998
(File 33%-48531)).

License Agreement dated on or about February 28 p@tween Manhattan Research Development, Itéa (f/
Manhattan Pharmaceuticals, Inc.) and Oldesirone Developments SL (incorporated by referéadechibit 10.6 to th
Registrar’'s Amendment No. 2 to Form -QSB/A for the quarter ended March 31, 2003 filedvtarch 12, 2004)

License Agreement dated April 4, 2003 between tbgiftrant and NovaDel Pharma, Inc. (incorporatecdeifigrence to
Exhibit 10.1 to the Registrant’'s Amendment No. Ftom 10-QSB/A for the quarter ended June 30, 23 on
March 12, 2004).+-

2003 Stock Option Plan (incorporated by referendexhibit 4.1 to Registrant’s Registration Statetr@nForm S-8
filed February 17, 2004

Employment Agreement dated April 1, 2005, betwémnRegistrant and Douglas Abel (incorporated bgresfce to
Exhibit 10.1 to the Registre’s Form -K/A filed June 15, 2005

Sublicense Agreement dated April 14, 2004 betwespdn Therapeutics, Inc., the Registrant’s wholiyred
subsidiary, and IGl, Inc. (incorporated by referetw Exhibit 10.109 to IGI Inc.’s Form 10-Q for thaarter ended
March 31, 2004 (File No. 0-08568).

Form of subscription agreement between the Registnad the investors in the Registrant’s AugustS2ffivate
placement (incorporated by reference as Exhibit 1®the Registra’s Form K filed September 1, 200=

Separation Agreement between the Registrant and @ldHarris December 21, 2007 (incorporated byresfee to
Exhibit 10.11 to the Registrant's Forr-K filed March 31, 2008.

Employment Agreement dated July 7, 2006 betweelRdgstrant and Michael G. McGuinness (incorporated
reference to Exhibit 10.1 of the Regist’'s Form &K filed July 12, 2006.

Summary terms of compensation plan for Registramisemployee directors (incorporated by reference tioiliix10.1
of Registrar’s Form K filed February 5, 2007

Form of Stock Option Agreement issued under theifRemt’'s 2003 Stock Option Plan (Incorporated éfgrence to
Exhibit 10.15 to the Registrant's Formr-KSB filed April 2, 2078

Exclusive License Agreement for “Altoderr&tween Thornton & Ross Ltd. and Manhattan Pharotaeds, Inc. date
April 3, 2007. (Incorporated by reference to Exhilf).3 of the registrant’s form 10-Q for the quagaded June 30,
2007 filed on August 14, 2007

Exclusive License Agreement for “Altolyn” betweehdrnton &Ross Ltd. and Manhattan Pharmaceuticats,dated

April 3, 2007. (Incorporated by reference to Exhil).4 of the registrant’s form 10-Q for the qearénded June 30,
2007 filed on August 14, 2007
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10.17

10.18

10.19

10.20

10.21

10.22

10.23

10.24

10.25

10.26

10.27

10.28

10.29

Exclusive License Agreement for “Hedrib&tween Thornton &Ross Ltd. , Kerris, S.A. and Mattdn Pharmaceutica
Inc. dated June 26, 2007. (Incorporated by referém&xhibit 10.5 of the registrant’s form 10-Q fbe quarter ended
June 30, 2007 filed on August 14, 20C

Supply Agreement for “Hedrin” between Thornton &$d_td. and Manhattan Pharmaceuticals, Inc. dated 26,
2007. (Incorporated by reference to Exhibit 10.8hef registrant’s form 10-Q for the quarter endewkeJ30, 2007 filed
on August 14, 2007

Joint Venture Agreement between Nordic Biotech RIS and Manhattan Pharmaceuticals, Inc. to tgvand
commercialize*Hedrir” dated January 31, 20C

Amendment No. 1, dated February 25, 2008, to tiveg ¥@nture Agreement between Nordic Biotech Furk/$ and
Manhattan Pharmaceuticals, Inc. to develop and centialize “Hedrin” dated January 31, 2008 (Incogted by
reference to Exhibit 10.20 to the Registrant's Fa€-K filed March 31, 2008)

Omnibus Amendment to Joint Venture Agreement andithmhal Agreements, dated June 9, 2008, among sitéatn
Pharmaceuticals, Inc., Hedrin Pharmaceuticals K&tlrin Pharmaceuticals General Partner ApS andibl&idtech
Venture Fund Il K/S

Assignment and Contribution Agreement between Heldhiarmaceuticals K/S and Manhattan Pharmaceutioals
dated February 25, 2008. (Incorporated by referéadxhibit 10.21 to the Registrant's Form 10{&diMarch 31,
2008.)

Registration Rights Agreement between Nordic Bibtéenture Fund Il K/S and Manhattan Pharmaceuti¢ats dated
February 25, 2008. (Incorporated by referencextuiliit 10.22 to the Registrant's Form-K filed March 31, 2008.

Letter Agreement, dated September 17, 2008, betiNeedic Biotech Venture Fund Il K/S and Manhattan
Pharmaceuticals, In

Amendment to Employment Agreement by and betweenhétian Pharmaceuticals, Inc. and Douglas Abel
(Incorporated by reference to Exhibit 10.23 toRegistrant's Form -K filed March 31, 2008.

Form of Secured Promissory Note, dated Septemhe&2QlIB (Incorporated by reference to Exhibit 1@.1he
Registrar’s Current Report on Forn-K filed on September 15, 200

Securities Purchase Agreement, dated November0DB, Dy and among the Registrant and the invebstes on
Exhibit A-1 and A-2 thereto (incorporated by refiece to Exhibit 10.1 to the Registrant’s Currenpéteon Form 8-K
filed on November 25, 200t

Registration Rights Agreement, dated November @082by and among the Registrant, the Placementtfage the
investors listed on Exhibit A thereto (incorporatsdreference to Exhibit 10.2 to the RegistrantBrént Report on
Form &K filed on November 25, 200t

Security Agreement, dated November 19, 2008, byasnang the Registrant and each person named obiE&RL and

A-2 of the Securities Purchase Agreement (incaigat by reference to Exhibit 10.3 to the Registsatirrent Report
on Form &K filed on November 25, 200t
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10.30

10.31

10.32

10.33

10.34

23.1

31.1

31.2

32.1

Default Agreement, dated November 19, 2008, byaandng the Registrant and the persons and entigtes lon
Schedule A thereto (incorporated by referencextuitiit 10.4 to the Registrant’s Current Report amrf 8-K filed on
November 25, 200¢

Form of 12% Senior Secured Promissory Note (ina@teal by reference to Exhibit 10.5 to the Regidtsaurrent
Report on Form -K filed on November 25, 200t

Amendment No. 2 to the Employment Agreement betvikerRegistrant and Douglas Abel, dated November 19
2008 (incorporated by reference to Exhibit 10.th® Registrant’s Current Report on Form 8-K fitgdNovember 25,
2008)

Amendment No. 1 to the Employment Agreement betvikerRegistrant and Michael McGuinness, dated Ndezrh9
2008 (incorporated by reference to Exhibit 10.&h Registrant’'s Current Report on Form 8-K filsdNovember 25,
2008)

Form of Placement Agent Warrant (incorporated lgremce to Exhibit 10.9 to the Registran€urrent Report on For
8-K filed on November 25, 200t

Consent of J.H. Cohn LL
Certification of Principal Executive Office
Certification of Principal Financial Office

Certifications pursuant to Section 906 of the Saek-Oxley Act of 2002

++  Confidential treatment has been granted as toingutations of this exhibit pursuant to Rule 24bf2he Securities Exchange Act of
1934, as amende
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SIGNATURES

Pursuant to the requirements of Section 13 or 1&f(the Securities Exchange Act, of 1934, the tegig has duly caused this report
to be signed on its behalf by the undersignedetimo duly authorized, on March 31, 2009.

By: /s/ Douglas Abe

Manhattan Pharmaceuticals, i

Douglas Abe
Chief Executive Officer and Preside

In accordance with the Securities Exchange Acs, iteport has been signed

below by the following persons on behalf of ManhatPharmaceuticals, Inc. and in the capacitiemarttie dates indicated.

Date

Signature Title

/s/ Douglas Abe Chief Executive Officer, President and
Douglas Abe Director (principal executive office

/sl Michael G. McGuinnes Secretary and Chief Financial Officer
Michael G. McGuinnes (principal accounting and financial office
/s/ Neil Herskowitz Director

Neil Herskowitz

/s/ Malcolm Hoenleir Director
Malcolm Hoenleir

/s/ Timothy Mclnerney Director
Timothy Mclnerney

/s/ Richard Steinha Director
Richard Steinhat

/s/ Michael Weise Director
Michael Weise!
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTINKERM

The Board of Directors and Stockholders
Manhattan Pharmaceuticals, Inc.

We have audited the accompanying balance she#amfiattan Pharmaceuticals, Inc. (a developmenestampany) as of December 31,
2008 and 2007, and the related statements of apesastockholders' equity (deficiency) and caskwvi for the years then ended, and for the
period from August 6, 2001 (date of inception) tecBmber 31, 2008. These financial statements anefiponsibility of the Company's
management. Our responsibility is to express aniopion these financial statements based on outsaud

We conducted our audits in accordance with thedstals of the Public Company Accounting OversighafBioUnited States). Those
standards require that we plan and perform thet &amadbtain reasonable assurance about whethdindrecial statements are free of material
misstatement. An audit includes examining, on tldasis, evidence supporting the amounts and disads in the financial statements. An
audit also includes assessing the accounting ptegused and significant estimates made by marageas well as evaluating the overall
financial statement presentation. We believe thataodits provide a reasonable basis for our opinio

In our opinion, the financial statements referealove present fairly, in all material respedts, financial position of Manhattan
Pharmaceuticals, Inc. as of December 31, 2008 @6d,2nd its results of operations and cash flewshfe years then ended and for the
period from August 6, 2001 (date of inception) tecBmber 31, 2008, in conformity with accountingpiples generally accepted in the
United States of America.

The accompanying financial statements have begraprd assuming that the Company will continue @sireg concern. As discussed in
Note 2 to the financial statements, the Companyiri@msgred net losses and negative cash flows frparating activities from its inceptic
through December 31, 2008 and has an accumulafiit dad negative working capital as of DecembgyZ008. These matters raise
substantial doubt about the Company’s ability totcme as a going concern. Management's plansdagathese matters are also described
in Note 2. The accompanying financial statementaat include any adjustments that might resuitnftbe outcome of this uncertainty.

/sl J.H. Cohn LLP

Roseland, New Jersey
March 30, 2009




MANHATTAN PHARMACEUTICALS, INC.

(A Development Stage Company)
Balance Sheets

Assets
Current asset:
Cash and cash equivalel
Restricted cas
Prepaid expenses
Total current asse

Property and equipment, r
Secured 12% notes payable issue ¢
Other assets

Total assets

Liabilities and Stockholders' Deficiency

Current Liabilities:
Secured 10% notes payal
Accounts payabl
Accrued expenses

Total current liabilities
Secured 12% notes payable,
Interest payable on secured 12% notes pay

Exchange obligation
Total liabilities

Commitments and contingenci

Stockholder’ deficiency:

Preferred stock, $.001 par value. Authorized 1800 shares; no shares issued and outstanding at

December 31, 2008 and 20

Common stock, $.001 par value. Authorized 150,000 ghares; 70,624,232 shares issued and

outstanding at December 31, 2008 and DecemberQ8Y,
Additional paic-in capital
Deficit accumulated during the development stage
Total stockholders’ deficiency
Total liabilities and stockholders' deficiency

See accompanying notes to consolidated financsgisients.

F-3

December 31 December 31

2008 2007
$ 106,02 $ 649,68
730,49 -
37,71¢ 215,85:
874, 24( 865,53
9,07- 44,53
330,75 -
34,89¢ 70,50¢
$ 1,04896 $ 980,57
$ 70,000 $ -
542,29 1,279,48!
874,07. 592,17
1,486,36 1,871,66.
1,174,10 :
15,23"
2,949,17 -
5,624,88: 1,871,66.
70,62+ 70,62
54,821,37  54,037,36
(59,267,92)  (54,999,07)
(4,375,92) (891,08}
$ 1,04896 $ 980,57




MANHATTAN PHARMACEUTICALS, INC.

(A Development Stage Company)

Revenue

Costs and expense
Research and developmt
General and administrati\
In-process research and development ch
Impairment of intangible asse
Loss on disposition of intangible ass

Total operating expenses
Operating loss

Other (income) expens
Equity in losses of Hedrin J
Interest and other incon
Interest expens
Realized gain on sale of marketable equity seegriti
Total other income
Net loss
Preferred stock dividends (including imputed ameynt

Net loss applicable to common sha

Net loss per common sha
Basic and diluted

Weighted average shares of common stock outstan
Basic and diluted

Statements of Operations

See accompanying notes to consolidated financ#tsients.
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Cumulative
period from
August 6, 200:
(inception) to

Years ended December 31, December 31,

2008 2007 2008
$ - $ - $ -
1,802,79; 8,535,68 28,291,83
2,609,91 3,608,27! 16,462,27
- - 11,887,80
] ; 1,248,23
- - 1,213,87
441270 _ 12,143,95 59,104,02
(4,412,70)  (12,143,95)  (59,104,02)
250,00 250,00(
(458,63 (112,18)) (1,280,53)
64,79( 47€ 90,82+
- - (76,037)
(143,84 (111,705 (1,015,73)
(4,268,85) (12,032,25)  (58,088,28)
- - (1,179,64)

$ (4,268,85) $(12,032,25) $ (59,267,92)

$ (0.06) $

(0.1

70,624,23

68,015,07




Stock issued at $0.0004 per share for subscriptior
receivable
Net loss

Balance at December 31, 20

Proceeds from subscription receiva

Stock issued at $0.0004 per share for licenseg
Stock options issued for consulting servi
Amortization of unearned consulting servit
Common stock issued at $0.63 per share, net of
expense:

Net loss

Balance at December 31, 20

Common stock issued at $0.63 per share, net of
expense:

Effect of reverse acquisitic

Amortization of unearned consulting co
Unrealized loss on shi-term investment
Payment for fractional shares for stock combina
Preferred stock issued at $10 per share, net of
expense

Imputed preferred stock divider

Net loss

Balance at December 31, 20

Exercise of stock optior

Common stock issued at $1.10, net of expe
Preferred stock dividend accru

Preferred stock dividends paid by issuance of &
Conversion of preferred stock to common stock at
$1.10 per shar

Warrants issued for consulting servit
Amortization of unearned consulting co
Unrealized gain on short-term investments and
reversal of unrealized loss on sk-term investment
Net loss

Balance at December 31, 20

MANHATTAN PAHRMACEUTICALS, INC.
(A Development Stage Company
Statement of Stockholders' Equity (Deficiency)

Series A Series A Deficit Dividends
convertible  convertible accumulated  payable in Accumulated Total
preferred preferred Common Common Additional during Series A other Unearned  stockholders’
stock stock stock stock paid-in Subscription development preferred  comprehensivc  consulting equity
shares amount shares amount capital receivable stage stock income (loss) services (deficiency)
- 0% - 10,167,74 $ 10,16¢ $ (6,168 $ (4,000 - % - 0% - % - -
- - - - - - (56,796 - - - (56,796
- - 10,167,74 10,16¢ (6,16¢) (4,000 (56,79¢) - - - (56,79¢)
- - - - - 4,000 - - - - 4,00¢
- - 2,541,93! 2,54z (1,547) - - - - - 1,00¢
- - - - 60,58¢ - - - - (60,589 -
- - - - - - - - - 22,72 22,72
- - 3,043,33: 3,042 1,701,27! - - - - - 1,704,31:
- - - - - (1,037,32) - - - (1,037,32)
- - 15,753,00 1133, 7155 1,754,15. - (1,094,11) - - (37,86¢) 637,92(
- - 1,321,801 1,322 742,36¢ - - - - - 743,69:
- - 6,287,58. 6,281 2,329,95 - - - - - 2,336,24
- - - - - - - - - 37,86¢ 37,86¢
- - - - - - - - (7,760 - (7,760)
- - - - (300) - - - - - (300)
1,000,00¢ 1,00¢ - - 9,045,171 - - - - - 9,046,171
418,18: - (418,18) - -
- - - - - - (5,960,90) - - - (5,960,90)
1,000,00¢ 1,00¢ 23,362,39 23,362 14,289,53 - (7,473,20) - (7,760) - 6,832,93:
- - 27,60( 27 30,07¢ - - - - - 30,10(
- - 3,368,95: 3,36¢ 3,358,34! - - - - - 3,361,71
- - - - - - (585,799 585,79¢ - - -
24,90: 25 - - 281,07¢ - - (282,38 - - (1,290
(170,529 171 1,550,23! 1,551 (1,380 - - - - - -
- - - - 125,55¢ - - - - (120,969 4,59C
- - - - - - - - - 100,80( 100,80(
- - - - - - - - 20,997 - 20,997
- - - - - - (5,896,03) - - - 5,896,03)
854,37: 854  28,309,18 28,30¢ 18,083,20 - (13,955,03) 303,41: 13,23’ (20,16¢) 4,453,811
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Common stock issued at $1.11 and $1.15, net of
expense:

Common stock issued to vendor at $1.11 per shai
satisfaction of accounts payal

Exercise of stock optior

Exercise of warrant

Preferred stock dividend accru

Preferred stock dividends paid by issuance of s
Conversion of preferred stock to common stock at
$1.10 per shar

Shar-based compensatic

Reversal of unrealized gain on sk-term investment
Stock issued in connection with acquisition of Tear|
Therapeutics, Inc

Net loss

Balance at December 31, 20

Cashless exercise of warra
Shar-based compensatic

Unrealized loss on shiterm investment
Costs associated with private placem
Net loss

Balance at December 31, 20

Common stock issued at $0.84 and $0.90 per sha
net of expense

Common stock issued to directors at $0.72 per sh
in satisfaction of accounts payal

Common stock issued to in connection with in-
licensing agreement at $0.90 per st

Common stock issued to in connection with in-
licensing agreement at $0.80 per st

Exercise of warrant

Cashless exercise of warra

Shar-based compensatic

Warrants issued for consultit

Net loss

Balance at December 31, 20

Sale of warran

Shar-based compensatic

Warrants issued with secured 12% nc

Net loss

Balance at December 31, 2008

MANHATTAN PHARMACEUTICALS, INC.

(A Development Stage Company)

Statement of Stockholders' Equity (Deficiency)

Series A Deficit Dividends
Series A convertible accumulated payable in  Accumulated Total
convertible preferred Common Additional during Series A other Unearned  stockholders’
preferred stock Common stock paid-in Subscription  development  preferred  comprehensive  consulting equity
stock shares amount stock shares amount capital receivable stage stock income (loss) services (deficiency)
- 3 - 11,917,68 $ 11,91¢ $12,23829 $ $ - 8 - 3% - $ - $ 12,250,20
- - 675,67! 67€ 749,32 - - - - 750,00(
- - 32,400 33 32,367 - - - - 32,400
- - 279,84! 27¢ 68,21 - - - - 68,49
) ) - - 2 (175,66 175,66: - = =
41,78: 42 - - 477,73t — (479,079 - - (1,296
(896,159 (89€) 8,146,85! 8,141 (7,25) - - - - -
- - - - 66,97 - - - 20,16¢ 87,13¢
- - - - - - - (12,250 - (12,250
- - 10,731,05 10,73: 11,042,25 - - - - 11,052,98
- - - - - (19,140,99) - - - (19,140,99)
- - 60,092,69 60,09¢ 42,751,11 (33,271,69) - 987 - 9,540,491
- - 27,34: 27 (27) - - - - —
- - - - 1,675,49' - - - - 1,675,49!
- - - - - - - (987) — (987)
- - - - (15,257 - - - - (15,257
- - - - - (9,695,12) - - - (9,695,12)
- - 60,120,03 60,12( 44,411,32 (42,966,81) - - - 1,504,62
= = 10,185,50 10,18¢ 7,841,99! = = = = 7,852,18!
- - 27,77¢ 28 19,97: - - - - 20,00
= = 125,00( 12¢ 112,37! = = = = 112,50(
- - 150,00( 15C 119,85( - - - - 120,00(
- - 10,327 15 7,21¢ - - - - 7,23¢
- - 5,58¢ - (6) - - - - (6)
- - - - 1,440,95! - - - - 1,440,95(
83,67( 83,67(
- - - 5 5 (12,032,25) - - = (12,032,25)
- - 70,624,23 70,62¢ 54,037,36 (54,999,07) - - - (891,08Y)
150,00¢ 150,00(
463,89( 463,89(
170,12¢ 170,12¢
(4,268,85) (4,268,85))
- $ - 70,624,23 $ 70,62¢ $54.82137 $ $ (59,267,92) $ - % - $ - $ (4,375,92)

See accompanying notes to financial statements.
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MANHATTAN PHARMACEUTICALS, INC.
(A Development Stage Company)

Statements of Cash Flows

Cash flows from operating activitie
Net loss
Adjustments to reconcile net loss to net cash usegerating activities
Equity in losses of Hedrin J
Shar+based compensatic
Interest and amortization of OID and issue costSecured 12% Note
Shares issued in connection witl-licensing agreemel
Warrants issued to consulte
Amortization of intangible asse
Gain on sale of marketable equity securi
Depreciatior
Non cash portion of -process research and development ch
Loss on impairment and disposition of intangiblseeds
Other
Changes in operating assets and liabilities, natqtiisitions
Increase in restricted ca
Decrease in prepaid expenses and other curreris
Decrease (increase) in other as
Decrease in accounts paya
Increase in accrued expenses
Net cash used in operating activities
Cash flows from investing activitie
Purchase of property and equipm
Cash paid in connection with acquisitic
Net cash provided from the purchase and sale of-term investment
Proceeds from sale of license
Net cash (used in) provided by investing activities
Cash flows from financing activitie
Proceeds from the Hedrin JV agreerr
Sale of warran
Proceeds from sale of Secured 10% N
Proceeds from sale of Secured 12% N
Repayments of notes payable to stockhol
Proceeds (costs) related to sale of common stex!
Proceeds from sale of preferred stock,
Proceeds from exercise of warrants and stock ap
Other, net
Net cash provided by (used in) financing activities
Net (decrease) increase in cash and cash equisalent
Cash and cash equivalents at beginning of period
Cash and cash equivalents at end of period

Supplemental disclosure of cash flow information:
Interest paid

Supplemental disclosure of noncash investing amahfiing activities
Investment in Hedrin J'

Warrants issued with Secured 12% Nc

Common stock issued in satisfaction of accountsple

Imputed and accrued preferred stock divid

Conversion of preferred stock to common st

Preferred stock dividends paid by issuance of s

Issuance of common stock for acquisitic

Issuance of common stock in connection wit-licensing agreemel
Marketable equity securities received in connectidth sale of licens:
Warrants issued to consulte

Net liabilities assumed over assets acquired itnless combinatio

Years Ended,

Cumulative period from
August 6, 2001
(inception) to
December 31,

2008 2007 2008
$(4,268,85) $(12,032,25) $ (58,088,28)
250,00( - 250,00(
463,89(  1,440,95 3,828,87:
38,57« - 38,57«
- 232,50 232,50(
- 83,67( 83,67(
- - 145,16:
- - (76,03%)
26,10¢ 48,34 221,93
) - 11,721,62
5 : 2,462,10i
18,32’ - 23,91
(730,49¢) - (730,49¢)
178,13 48,73 20,52’
35,61 - (49,89%)
(737,18 (93,81%) 962,50
281,89 42,145 333,75
(4,444,00) (10,229,71) (38,619,56)
(8,979 (9,132 (239,60%)
- - (26,037)
- - 435,93
- - 200,00
(8,979 (9,134 370,30
2,699,17! 2,699,17!
150,00( 150,00(
70,00 70,00
990,14 1,005,14:
: : (884,90:)
- 7,852,18! 25,896,26
- - 9,046,17!
- 7,22¢ 138,21¢
- - 235,21
3,000,31 _ 7,859,41 38,355,28
(543,66)  (2,379,43) 106,02:
649,68( _ 3,029,11 -
$ 106,020 $ 649,68t $ 106,02:
$ 47F $ 1665 $ 26,03
$ 250,00( $ - $ 250,00(
170,12¢ - 170,12¢
: 20,00 770,00
- - 1,179,64-
- - 1,067
- - 759,13
5 : 13,389,22
- 232,50( 232,50(
5 : 359,90°
- 83,67( 83,67(
- - (675,41f)



Cashless exercise of warra

See accompanying notes to financial statements.
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MANHATTAN PHARMACEUTICALS, INC.
(a Development Stage Company)
NOTES TO FINANCIAL STATEMENTS

Merger and Nature of Operations
2003 Reverse Merger

On February 21, 2003, the Company (formerly knowfifdlantic Technology Ventures, Inc.”) completedexerse acquisition of
privately held Manhattan Research Development, (iihManhattan Research”) (formerly Manhattan Phareagicals, Inc.), a
Delaware corporation. At the effective time of therger, the outstanding shares of common stobkawhattan Research
automatically converted into shares of the Comfgmogmmon stock representing 80 percent of the Gmys outstanding voting
stock after giving effect to the merger. Sincegtexkholders of Manhattan Research received therityapf the voting shares of the
Company, the merger was accounted for as a regeggésition whereby Manhattan Research was theuatiog acquirer (legal
acquiree) and the Company was the accounting amj(lzgal acquirer) under the purchase methodafueting. In connection wi
the merger, the Company changed its name from fiidarechnology Ventures, Inc.” to “Manhattan Phaomuticals, Inc.” The
results of the combined operations have been iedud the Company’s financial statements since Uraalyr2003.

As described above, the Company resulted from #deUary 21, 2003 reverse merger between Atlantihielogy Ventures, Inc.
(“Atlantic”), which was incorporated on May 18, 18%nd privately-held Manhattan Research Developntec, incorporated on
August 6, 2001. The Company was incorporatederState of Delaware. In connection with the mertjer former stockholders of
Manhattan Research received a number of sharedarftis's common stock so that following the mertpay collectively owned 80
percent of the outstanding shares. Upon completidhe merger, Atlantic changed its name to MatamaPharmaceuticals, Inc. and
thereafter adopted the business of Manhattan Resear

The Company is a biopharmaceutical company focosedkveloping and commercializing innovative pharensical therapies for
underserved patient populations. The Company esgjuights to these technologies by licensing betise acquiring an owners|
interest, funding their research and developmedtesentually either bringing the technologies takator out-licensing. We
currently have two product candidates in develogmeétedrin™, a novel, nomsecticide treatment of pediculitis (head lice)iethis
being developed by the Hedrin JV, see note 6, angdiaal product for the treatment of psoriasiauribg 2007, the Company
discontinued development of Oleoyl-estrone and &fap.ingual Spray.

Acquisition of Tarpan Therapeutics, Inc.

In April 2005, the Company merged with Tarpan Tperdics, Inc., a Delaware corporation (“Tarpanfjd & arpan Acquisition
Corp., a Delaware corporation. The acquisition @fpkn has been accounted for by the Company undgmurchase method of
accounting in accordance with Statement of FindWaaounting Standards (“SFAS”) No. 141 “Businessn@inations”. Under the
purchase method, assets acquired and liabilitesasd by the Company are recorded at their estihrfatevalues and the results of
operations of the acquired company are consolidattdthose of the Company from the date of actjoisi The excess purchase
price paid by the Company to acquire the net asdéiarpan was allocated to acquired in-processares and development totaling
$11,887,807. As required by Financial Accountitgn8ards Board (“FASB”) Interpretation No. 4, “Apgability of FASB
Statement No. 2 to Business combinations Accoufoely the Purchase Method” (“FIN 4”), the Compaegorded a charge in its
consolidated statement of operations for the yrde@ December 31, 2005 for the in-process reseadhievelopment.

F-8




()

MANHATTAN PHARMACEUTICALS, INC.
(a Development Stage Company)
NOTES TO FINANCIAL STATEMENTS

Liquidity and Basis of Presentation
Liquidity

The Company incurred a net loss of $4,268,858 agetive cash flows from operating activities of4841,009 for the year ended
December 31, 2008 and $12,032,252 and negativefloaghfrom operating activities of $10,229,711 tbe year ended December
31, 2007. The net loss applicable to common sHewesdate of inception, August 6, 2001, to Decengile 2008 amounts to
$59,267,928.

The Company received approximately $7.9 millionfnetn a private placement of common stock and wesran March 2007. This
private placement is more fully described in Nate 5

The Company received approximately $1.8 milliofreébruary 2008 and approximately $0.9 million ine@808 from a joint
venture agreement. This joint venture agreememioie fully described in Note 8. The Company atsteived $70,000 in Secured
10% Notes in September 2008 and $1.0 million fromdale of Secured 12% Notes in November and Deze®8. These notes
are more fully described in Notes 10 and 11.

Management believes that the Company will contitmu@cur net losses through at least December @19 2nd for the foreseeable
future thereafter. Based on the resources of trapgany available at December 31, 2008, the neepdx of $500,000 received in
February 2009 from a joint venture agreement angmeeeds of $360,000 received from the sale ditiathal Secured 12% Notes
in February 2009, management believes that the @oynpas sufficient capital to fund its operatiom®tigh 2009. Management
believes that the Company will need additional ggoi debt financing or will need to generate gesicash flow from a joint
venture agreement, see Note 6, or generate revémoegh licensing of its products or entering istrategic alliances to be able to
sustain its operations into 2010. Furthermorewileneed additional financing thereafter to conipldevelopment and
commercialization of our products. There can bassurances that we can successfully completeajgwent and
commercialization of our products.

The Company’s continued operations will dependtembility to raise additional funds through vasqotential sources such as
equity and debt financing, collaborative agreemesitategic alliances and its ability to realize fuall potential of its technology in
development. Additional funds may not become abdd on acceptable terms, and there can be ncaassuthat any additional
funding that the Company does obtain will be sigfit to meet the Company’s needs in the long-term.

These matters raise substantial doubt about thep@oy’s ability to continue as a going concern. @beompanying financial
statements do not include any adjustments thattméghlt from the outcome of this uncertainty.
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MANHATTAN PHARMACEUTICALS, INC.
(a Development Stage Company)
NOTES TO FINANCIAL STATEMENTS

Summary of Significant Accounting Policies
Basis of Presentation

The Company has not generated any revenue froopéisations and, accordingly, the financial statesbave been prepared in
accordance with the provisions of SFAS No. 7, “Aatiing and Reporting by Development Stage Entegpris

Use of Estimates

The preparation of financial statements in confeymiith accounting principles generally acceptethi@ United States of America
requires management to make estimates and assas it affect certain reported amounts of assetdiabilities and disclosure
contingent assets and liabilities at the date effittencial statements and the reported amourggpdnses during the reporting
period. Actual results could differ from those psites.

Research and Development

All research and development costs are expensied@sed and include costs of consultants who conrksearch and development
on behalf of the Company and its subsidiaries. tadated to the acquisition of technology rigimsl patents for which developm
work is still in process are expensed as incurretlansidered a component of research and develdprosts.

The Company often contracts with third partiesatilitate, coordinate and perform agreed upon reseand development of a new
drug. To ensure that research and developmerg aostexpensed as incurred, the Company recordthinaccruals for clinical
trials and preclinical testing costs based on thekwerformed under the contracts.

These contracts typically call for the paymentedd for services at the initiation of the conteaud/or upon the achievement of
certain milestones. This method of payment ofteeschot match the related expense recognitiontieguh either a prepayment,
when the amounts paid are greater than the relass@rch and development costs expensed, or aredda@bility, when the
amounts paid are less than the related researctiearetbpment costs expensed.

Acquired in-process research and development

Costs to acquire in-process research and develdpngects and technologies which have no altevedtiture use at the date of
acquisition are expensed.

Income Taxes

Income taxes are accounted for under the assdiadnility method. Deferred tax assets and lial@htiare recognized for the future
consequences attributable to temporary differebetseen financial statement carrying amounts dofteeg assets and liabilities, and
their respective tax bases and operating lossandréedit carryforwards. Deferred tax assets @amilities are measured using
enacted tax rates expected to apply to taxableneda the years in which those temporary differsrare expected to be recovered
or settled. The effect on deferred tax assetdiahilities of a change in tax rates is recognizethcome in the period that includes
the enactment date. A valuation allowance is glediwhen it is more likely than not that some portr all of the deferred tax
assets will not be realized.
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MANHATTAN PHARMACEUTICALS, INC.
(a Development Stage Company)
NOTES TO FINANCIAL STATEMENTS

Computation of Net Loss per Common Share

Basic net loss per common share is calculated\wglidg net loss applicable to common shares byatbighted-average number of
common shares outstanding for the period. Dilumetdoss per common share is the same as badmssgier common share, since
potentially dilutive securities from stock optioss$ock warrants and convertible preferred stockld/bave an antidilutive effect
because the Company incurred a net loss duringmexabd presented. The amounts of potentiallytididusecurities excluded from
the calculation were 80,068,144 and 16,903,292shatr December 31, 2008 and 2007, respectivelgsé’ amounts do not include
the shares issuable upon the exercise of the mallorghts issued in connection with the HedNh(3ee Note 8) which were subject
to anti-dilution rights upon the issuance of watsanith the Secured 12% Notes (see Note 11); th@661667 shares of common
stock issuable upon exercise of the put or catitedgnd the up to 13,888,889 additional shareshwiniay become issuable upon
exercise of a conditionally issuable put or cahts.

Share-Based Compensation

The Company has stockholder-approved stock incemtians for employees, directors, officers and ahtasts. Prior to January 1,
2006, the Company accounted for the employee,tdirand officer plans using the intrinsic value haet under the recognition and
measurement provisions of Accounting PrinciplesrB¢&APB”) Opinion No. 25, “Accounting for Stockdsied to Employees” and
related interpretations, as permitted by StateroERtnancial Accounting Standards (“SFAS” or “Staent”) No. 123, “Accounting
for Stock-Based Compensation.”

Effective January 1, 2006, the Company adopted SHASL23(R), “Share-Based Payment,” (“Statemen{RY3 for employee
options using the modified prospective transitiogtimod. Statement 123(R) revised Statement 123ntinglte the option to use the
intrinsic value method and required the Compangxjpense the fair value of all employee options ¢hervesting period. Under the
modified prospective transition method, the Compraatpgnized compensation cost for the years endegmber 31, 2008 and
2007 which includes a) period compensation costedlto share-based payments granted prior toydiytet vested, as of January 1,
2006, based on the grant date fair value estimatadcordance with the original provisions of Sta¢et 123; and b) period
compensation cost related to share-based paymemtted on or after January 1, 2006, based on to# dgate fair value estimated in
accordance with Statement 123(R). In accordande twi modified prospective method, the Companynioasestated prior period
results.

The Company recognizes compensation expense rétagtdck option grants on a straight-line basisrdke vesting period. For the

years ended December 31, 2008 and 2007, the Compaognized share-based employee compensationfc$$62,311 and
$1,447,560, respectively, in accordance with Statei23(R). The Company did not capitalize anyestased compensation cost.
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MANHATTAN PHARMACEUTICALS, INC.
(a Development Stage Company)
NOTES TO FINANCIAL STATEMENTS

Options granted to consultants and other non-enegloware accounted for in accordance with EITF Bdl®"Accounting for Equit
Instruments That Are Issued to Other than Employeeacquiring, or in Conjunction with Selling, Gds or Services".
Accordingly, such options are recorded at fair eadtithe date of grant and subsequently adjustidrtealue at the end of each
reporting period until such options vest, and tiefalue of the options, as adjusted, is amorttperbnsulting expense over the
related vesting period. As a result of adjustingsultant and other non-employee options to fdinevas of December 31, 2008 and
2007 respectively, net of amortization, the Compatpgnized an increase to general and administratid research and
development expenses of $1,579 for the year enéeérber 31, 2008 and a reduction to general anthadrative and research ¢
development expenses of $6,604 for the year en@edrber 31, 2007 The Company has allocated shaegHtampensation costs
to general and administrative and research anda@went expenses as follows:

2008 2007
General and administrative expen
Share-based employee compensation ¢ $ 341,70t $ 891,89
Share-based consultant and non-employee cost 15¢ 10,55(

341,86 902,44

Research and development expe

Shar+-based employee compensation ¢ 120,60! 555,66:
Share-based consultant and non-employee cost 1,421 (17,152
122,02t 538,50!

Total share-based cos $ 463,89( $1,440,95

To compute compensation expense in 2008 and 2@0Cdimpany estimated the fair value of each optward on the date of grant
using the Black-Scholes model. The Company basedxpected volatility assumption on a volatilitdéx of peer companies as the
Company did not have a sufficient number of yedtsigiorical volatility of its common stock for thepplication of Statement 123
(R). The expected term of options granted repitsgdde period of time that options are expectdokttoutstanding. The Company
estimated the expected term of stock options bitmplified method as prescribed in Staff AccougtBulletin Nos. 107 and

110. The expected forfeiture rates are basedehittorical employee forfeiture experiences. Tedrine the riskree interest rate
the Company utilized the U.S. Treasury yield curveffect at the time of grant with a term consisteith the expected term of the
Company’s awards. The Company has not declar@ddedd on its common stock since its inception had no intentions of
declaring a dividend in the foreseeable future thedefore used a dividend yield of zero.

The following table shows the weighted averagemgsions the Company used to develop the fair vagignates for the
determination of the compensation charges in 20@82807:

2008 2007
Expected volatility 92% 93%
Dividend yield - -
Expected term (in year 5-10 5-10
Risk-free interest rat 2.81% 3.6%- 4.9%
Forfeiture rate 2% 7%
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MANHATTAN PHARMACEUTICALS, INC.
(a Development Stage Company)
NOTES TO FINANCIAL STATEMENTS

Financial Instruments

At December 31, 2008 and 2007, the fair valuesash@and cash equivalents and accounts payablexiippte their carrying values
due to the short-term nature of these instrumeAtDecember 31, 2008, the fair values of the setunotes payable approximate
their carrying values due to the recent issuant¢bhehotes.

Cash and Cash Equivalents
Cash equivalents consist of cash or short termstnvents with original maturities at the time of ghase of three months or less.
Property and Equipment

Property and equipment are stated at cost. Depiatia provided using the straight-line methodrestimated useful lives. When
assets are retired or otherwise disposed of, theacal related accumulated depreciation are remigadthe accounts, and any
resulting gain or loss is recognized in operatifmnghe period. Amortization of leasehold improvenseis calculated using the
straight-line method over the remaining term ofl#eese or the life of the asset, whichever is gnofthe cost of repairs and
maintenance is charged to operations as incurigwifisant renewals and improvements are capitdlize

Short-term Investments

Short-term investments are carried at market vsiluee they are marketable and considered avaifablsale. The Company did not
have any short-term investments at December 318 20Q007.

Equity in Joint Venture

The Company accounts for its investment in jointtuee (See Note 6) using the equity method of agtieg. Under the equity
method, the Company records its pro-rata shareif yenture income or losses and adjusts the lodgis investment accordingly.

New Accounting Pronouncements

In February 2008, the FASB issued two Staff Pos#tion SFAS 157: (1) FASB Staff Position No. FAS-I57FAS 157-1"),
“Application of FASB Statement No. 157 to FASB Sta¢ait No. 13 and Other Accounting Pronouncements Atidress Fair Valu
Measurements for Purposes of Lease Classificatidheasurement Under Statement 13,” and (2) FASH Btasition No. FAS 157-
2 (“FAS 157-2"), “Effective Date of FASB Statemexo 157.” FAS 157-1 excludes SFAS 13, “Accountinglfeases”, as well as
other accounting pronouncements that addressdhievmeasurements on lease classification or memsunt under SFAS 13, from
SFAS 157’s scope. FAS157-2 partially defers SFABd Bffective date. The adoption of FAS 157-1 dfAlS 157-2 did not have a
material impact on its financial statements.

In October 2008, the FASB issued FASB Staff Positim. FAS 157-3 "Determining the Fair Value of adficial Asset When the
Market for That Asset is Not Active" ("FAS 157-3Which is effective upon issuance for all finanatdtements that have not been
issued. FAS 157-3 clarifies the application of SF&SS, in a market that is not active. FAS 157-8gdnot have a material impact on
the Company’s financial position, financial perf@amnce or cash flows.
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MANHATTAN PHARMACEUTICALS, INC.
(a Development Stage Company)
NOTES TO FINANCIAL STATEMENTS

In March 2008, the FASB issued SFAS No. 161 "Disates About Derivative Instruments and Hedging iiis - an amendment

of FASB Statement No. 133" ("SFAS 161"). SFAS 16ieads SFAS 133 by requiring expanded disclosurestamn entity's
derivative instruments and hedging activities. SRS requires qualitative disclosures about objestand strategies for using
derivatives, quantitative disclosures about falugaamounts of and gains and losses on derivaisteliments, and disclosures about
credit-risk-related contingent features in derivatinstruments. SFAS 161 is effective for the Conypas of January 1, 2009. The
Company does not believe that SFAS 161 will hayeiapact on its financial statements.

In May 2008 the FASB issued SFAS No. 163, “Accoogtior Financial Guarantee Insurance ContractsFAS 163”). SFAS 163
requires recognition of a claim liability prior &m event of default when there is evidence thatitdeterioration has occurred in an
insured financial obligation. SFAS 163 clarifiessh8FAS 60 applies to financial guarantee insuracgracts, including the
recognition and measurement to be used to accouptémium revenue and claim liabilities. SFAS B3 requires expanded
disclosures about financial guarantee insuranceaos. SFAS 163 is effective for years beginnifigrabecember 15, 2008, and
interim periods within those years, except for @@rdisclosure requirements which are effectivelierfirst period (including interii
periods) beginning after May 23, 2008. The Compadmgs not believe that SFAS 163 will have any inhpadits financial
statements.

In December 2007, the FASB issued SFAS No. 14HR3yvised version of SFAS No. 141Business Combinations” (“SFAS
141R”). The revision is intended to simplify exigf guidance and converge rulemaking under U.Seigdly accepted accounting
principles with international accounting standa®BAS 141R applies prospectively to business coatioins where the acquisition
date is on or after the beginning of the first aalmeporting period beginning on or after Deceniti®r2008. An entity may not apg
it before that date. The Company does not expecadloption of SFAS 141(R) to have a significantaetpn our results of
operations or financial position.

In June 2008, the FASB ratified EITF Issue No. Q7Eetermining Whether an Instrument (or an Embedeeature) Is Indexed to
an Entity's Own Stock" (“EITF 07-5"). EITF 07-5 ptides that an entity should use a two step apprtaelraluate whether an
equity-linked financial instrument (or embeddeddee) is indexed to its own stock, including evéilug the instrument's contingent
exercise and settlement provisions. It also cksithe impact of foreign currency denominated stpiices and market-based
employee stock option valuation instruments onetveduation. EITF 07-5 is effective for fiscal yedeginning after December 15,
2008. The Company is currently assessing the imgfdetTF 07-5 on its financial position and resudfoperations.
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MANHATTAN PHARMACEUTICALS, INC.
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NOTES TO FINANCIAL STATEMENTS
Property and Equipment

Property and equipment consists of the followin®atember 31:

2008 2007
Property and equipme $ 35,90f $ 226,01(
Less accumulated depreciation (26,837 (181,47)
Net property and equipme $ 9,072 $ 44,53

Stockholders Equity

As described in Note 1 the Company completed arsevacquisition of privately held Manhattan Resked&evelopment, Inc. on
February 21, 2003. In July 2003, the Board of &tives adopted a resolution authorizing an amendtoethe certificate of
incorporation providing for a 1-for-5 combinatiohtbe Company’s common stock. The resolution apipgthe 1-for-5

combination was thereafter consented to in wribigdnolders of a majority of the Company’s outstagdiommon stock and became
effective in September 2003. Accordingly, all hand per share information in these financiakstants has been restated to
retroactively reflect the 1-for-5 combination ahe effects of the Reverse Merger.

2001
During 2001, the Company issued 10,167,741 shdnés @ommon stock to investors for subscriptioaseaivable of $4,000 or
$0.0004 per share. During 2002, the Company redehe $4,000 subscription receivable.

2002

During 2002, the Company issued 2,541,935 shar#s obmmon stock to Oleoyl-estrone Developments, @OED”) in
conjunction with a license agreement (the OED LseeAgreement”), as more fully described in Not#@. valued these shares at
their then estimated fair value of $1,000.

During 2002, the Company issued options to purchaZ@?,294 shares of its common stock in conjunatiéh several consulting
agreements. The fair value of these options wass880 The Company expensed $22,721 in 2002 an@&3 2003.

During 2002 and 2003, the Company completed tweapgiplacements. During 2002, the Company issy@B3B32 shares of its
common stock at $0.63 per share and warrants tthpae 304,333 of its common stock in a privateguteant. After deducting
commissions and other expenses relating to thaterplacement, the Company received net proceesis, 604,318.

2003

During 2003, the Company issued an additional 1@®lshares of its common stock at $0.63 per sradevarrants to purchase
132,181 shares of its common stock. After deduatmgmissions and other expenses relating to thaterplacement, the Company
received net proceeds of $743,691. In connectith thiese private placements, the Company issuigetplacement agent warrants
to purchase 1,658,753 shares of its common stock.
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As described in Note 1, during 2003, the Companypleted a reverse acquisition. The Company is6u2fi7,582 shares of its
common stock with a value of $2,336,241 in the reg@cquisition.

In November 2003, the Company issued 1,000,00@sladrits newly-designated Series A Convertibldd?red Stock (the
“Convertible Preferred”) at a price of $10 per €hera private placement. After deducting commissiand other expenses relating
to the private placement, the Company receivegragteeds of $9,046,176. Each share of Conveffiteéerred was convertible at
the holder’s election into shares of the Compangi®mmon stock at a conversion price of $1.10 peresh@ihe conversion price of
the Convertible Preferred was less than the market of the Company’s common stock on the datesafance. Accordingly for
the year ended December 31, 2003 the Company egt@rdeparate charge to deficit accumulated ddewglopment stage for the
beneficial conversion feature associated with sseaance of Convertible Preferred of $418,182. Ctwevertible Preferred had a
payment-in-kind annual dividend of five percentadn Group, LLC of New York, together with Paramb@apital, Inc., a related
party, acted as the placement agents in connegitbrthe private placement.

2004

During 2004, the Company issued 3,368,952 shariés obmmon stock at a price of $1.10 per shaeepnivate placement. After
deducting commissions and other expenses relaittgetprivate placement, the Company received megds of $3,361,718. In
connection with the common stock private placenaadt the Convertible Preferred private placemeet@bmpany issued to the
placement agents a warrant to purchase 1,235,%88ssbf its common stock.

During 2004, the Company recorded a dividend orCbievertible Preferred of $585,799. 24,901 shaf&sonvertible Preferred
were issued in payment of $282,388 of this in-kiinddend. Also during 2004, 170,528 shares of Gotible Preferred were
converted into 1,550,239 shares of the Companytsneon stock at $1.10 per share.

During 2004, the Company issued 27,600 sharesmframn stock upon the exercise of stock options.

During 2004, the Company issued warrants to puectd®,000 shares of its common stock in conjunctibh three consulting
agreements. The fair value of these warrants wae,968. The Company expensed $100,800 in 200420468 in 2005.

2005

In August 2005, the Company issued 11,917,680 sladri,s common stock and warrants to purchase32588 shares of its comm
stock in a private placement at $1.11 and $1.15pare. After deducting commissions and other es@erelating to the private
placement the Company received net proceeds 02$2209. Paramount BioCapital, Inc. (“Paramourdh) affiliate of a significar
stockholder of the Company, acted as placement agehwas paid cash commissions and expenses @fd#of which $121,625
was paid to certain selected dealers engaged layrf@ant in the private placement. The Companyialted warrants to purchase
595,449 shares of common stock to Paramount atairceelect dealers, of which Paramount receiveamgs to purchase 517,184
common shares. Timothy Mclnerney and Dr. Michaelid§r, each a director of the Company, were empkopé Paramount
BioCapital, Inc. at the time of the transaction.

During 2005, the Company recorded a dividend orCtbevertible Preferred of $175,663. 41,781 shaféonvertible Preferred

were issued in payment of this $175,663 in-kindd#imd and the unpaid portion of the 2004ind dividend, $303,411. Also durii
2005, the remaining 896,154 shares of Convertitdéepred were converted into 8,146,858 shareseoCiimpany’s common stock.
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During 2005, the Company issued 675,675 shards obmmon stock at $1.11 per share and warramsrtthase 135,135 shares of
its common stock to Cato BioVentures, an affiliat€Cato Research, Inc., in exchange for satisfaaif750,000 of accounts
payable owed by the Company to Cato Research,Sice the value of the shares and warrants issasdpproximately $750,000,
there is no impact on the statement of operationghis transaction.

During 2005, the Company issued 312,245 sharesrofiton stock upon the exercise of stock optionsveanaants.

As described in Note 1, in April 2005, the Companynpleted the Merger with Tarpan. In accordancé e Agreement, the
stockholders of Tarpan received 10,731,052 shdrgdCompany’s common stock with a value of $12,084.

2006
During 2006, the Company issued 27,341 sharesrofin stock upon the exercise of warrants.

2007

On March 30, 2007, the Company entered into asefisubscription agreements with various institoil and other accredited
investors for the issuance and sale in a privategohent of an aggregate of 10,185,502 shares adritsnon stock for total net
proceeds of approximately $7.85 million, after detthg commissions and other costs of the transac@d the total amount of shai
issued, 10,129,947 were sold at a per share pfi$8.84, and an additional 55,555 shares wereteddth entity affiliated with a
director of the Company, at a per share price ®Qhe closing sale price of the common stockanch 29, 2007. Pursuant to the
subscription agreements, the Company also issuthe timvestors 5-year warrants to purchase an ggtg®f 3,564,897 shares of
common stock at an exercise price of $1.00 persiTdre warrants are exercisable during the peladeencing September 30,
2007 and ending March 30, 2012. Gross and neepdsfrom the private placement were $8,559,1555@®52,185, respectively.

Pursuant to these subscription agreements the Goniiled a registration statement on Form S-3 ciovethe resale of the shares
issued in the private placement, including the ah&suable upon exercise of the investor waremdshe placement agent warrants,
with the Securities and Exchange Commission on 88007, which was declared effective by the Séegrand Exchange
Commission on May 18, 2007.

The Company engaged Paramount, an affiliate afr@fgiant stockholder of the Company, as its plagetragent in connection with

the private placement. In consideration for itwmes, the Company paid aggregate cash commissfaggproximately $600,000 a
issued to Paramount a 5-year warrant to purchasggmegate of 509,275 shares at an exercise grige @0 per share.
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2008

During 2008, the Company issued warrants to purctid®,000 shares of its common stock to directifisers and an employee in
conjunction with the secured 10% notes, see note 8.

During 2008, the Company issued a PUT for the isse@f 55.6 million shares of its common stock anvdarrant to purchase 11.1
million shares of its common stock in conjunctioithaa joint venture transaction, see notes 6 and 9.

During 2008, the Company issued warrants to pueb8s4 million shares of its common stock to theestors and the placement
agent in conjunction with the sale of the secur2® hotes, see note 10.

Joint Venture

In February 2008, the Company and Nordic Bioteckigars ApS through its investment fund Nordic Bajté/enture Fund 1l K/S
(“Nordic”) entered into a 50/50 joint venture agresnt (the “Hedrin JV Agreement”) to develop and owencialize the Company's
North American rights (under license) to its Hedrmoduct.

Pursuant to the Hedrin JV Agreement, Nordic forragtew Danish limited partnership, Hedrin Pharmdcealst K/S, (the "Hedrin
JV") and provided it with initial funding of $2.5ilion and the Company assigned and transferreNatsh American rights in
Hedrin to the Hedrin JV in return for a $2.0 miflicash payment from the Hedrin JV and equity inHkdrin JV representing 50%
of the nominal equity interests in the Hedrin JAL closing the Company recognized an investmeitiénHedrin JV of $250,000 and
an exchange obligation of $2,054,630. The exchai{jgation represents the Company'’s obligatiohtwodic to issue the
Company’s common stock in exchange for all or d@iporof Nordic's equity interest in the Hedrin J¥an the exercise by Nordic of
the put issued to Nordic in the Hedrin JV Agreentegmisaction. The put is described below.

The original terms of the Hedrin JV Agreement gdsavided that should the Hedrin JV be successfalchieving a payment
milestone, namely that by September 30, 2008, b #fetermines to treat Hedrin as a medical deit®dic will purchase an
additional $2.5 million of equity in the Hedrin JWhereupon the Hedrin JV will pay the Company adita@hal $1.5 million in cash
and issue additional equity in the JV valued ab$gillion, thereby maintaining the Company’s 50%n@nship interest in the Hedrin
JV. These terms have been amended as descrilmu. bel

In June 2008, the Hedrin JV Agreement was ameritied'Hedrin JV Amended Agreement"). Under the adeeiterms Nordic
invested an additional $1.0 million, for a total®&#.5 million, in the Hedrin JV and made an advanfc$250,000 to the Hedrin JV
and the Hedrin JV made an additional $1.0 milliaympent, for a total of $3.0 million, to the Compankhe Hedrin JV also
distributed additional ownership equity sufficiéot each of the Company and Nordic to maintainrtbainership interest at

50%. Under the amended terms, upon classificatidthedrin by the FDA as a Class |l or Class Il nicedidevice Nordic is
obligated to invest an additional $1.25 million, éototal investment of $5 million, into the Hedd¥, the Hedrin JV is obligated to
pay an additional $0.5 million, for a total of $3rllion, to the Company, the $250,000 that Nomivanced to the Hedrin JV in
June becomes an equity investment in the HedribhydMordic and the Hedrin JV is obligated to issu¢ghe Company and Nordic
additional ownership interest in the Hedrin JV réfy maintaining each of the Company’s and Nordi®%o ownership interest in
the Hedrin JV. Subsequent to December 31, 20@8; DA classified Hedrin as a Class Il medical deyisee Note 16.
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The Company’s exchange obligation increased by $8®4as a result of the June 2008 closing. Thd $8® represents the gross
amount paid in June 2008 by the Hedrin JV to then@any of $1,000,000 offset by the costs of the Hedlv Agreement transaction
recognized by the Company subsequent to the Fgbclasing.

During the year ended December 31, 2008, the Coyneanognized $250,000 of equity in the losses eftledrin JV, thereby
reducing the carrying value of its investment to $luring the year ended December 31, 2008 theiklddt had losses of $658,000,
the Company’s share of the losses is $329,000ing&79,000 share of losses of the Hedrin JV thetewot recognized by the
Company. At December 31, 2008, the Company’s axgé obligation is $2,949,176.

Nordic has an option to put all or a portion ofétguity interest in the Hedrin JV to the Compangxichange for the Company’s
common stock. The shares of the Company’s comnumk $0 be issued upon exercise of the put wilthleulated by multiplying
the percentage of Nordic’s equity in the Hedrintst Nordic decides to put to the Company multgbly the dollar amount of
Nordic’s investment in Limited Partnership divided by $0.8s adjusted from time to time, see note 12. ptheption is exercisab
immediately and expires at the earlier of ten yeanshen Nordic’s distributions from the Limited étén JV exceed five times the
amount Nordic invested in the Hedrin JV.

The Company has an option to call all or a pordbiordic’s equity interest in the Hedrin JV in &eange for the Company’s
common stock. The Company cannot begin to exeitsigall until the price of the Company’s commaock has closed at or above
$1.40 per share for 30 consecutive trading daysing the first 30 consecutive trading day perioavhich the Company’s common
stock closes at or above $1.40 per share the Comgaamexercise up to 25% of its call option. Dgrihe second 30 consecutive
trading day period in which the Company’s commartktcloses at or above $1.40 per share the Comgamgxercise up to 50% of
its call option on a cumulative basis. During thigd 30 consecutive trading day period in which @@mpanys common stock clos
at or above $1.40 per share the Company can egerpio 75% of its call option on a cumulative baBiuring the fourth 30
consecutive trading day period in which the Compmpogmmon stock closes at or above $1.40 per shar€ompany can exercise
up to 100% of its call option on a cumulative ba$ise shares of the Company’s common stock todeed upon exercise of the call
will be calculated by multiplying the percentageNafrdic’s equity in the Limited Partnership tha¢ tGompany calls, as described
above, multiplied by the dollar amount of Nordigisestment in the Hedrin JV divided by $0.09. Norcan refuse the Company’s
call by either paying the Company up to $1.5 millar forfeiting all or a portion of their put, calated on a pro rata basis for the
percentage of the Nordic equity interest calledigyCompany.

The Hedrin JV is responsible for the development @mmercialization of Hedrin for the North Amemcanarket and all associated
costs including clinical trials, if required, regtory costs, patent costs, and future milestonenpays owed to T&R, the licensor of
Hedrin.

The Hedrin JV has engaged the Company to providegement services to the Limited Partnership imaxge for a management
fee, which for 2008, on an annualized basis, IS7T$8X. As of December 31, 2008, the Company hamgrézed $446,806 of other
income from management fees earned from the H&Wtwwhich is included in the Company’s statementérations for the year
ended December 31, 2008 as a component of inmdsbther income.
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Nordic paid to the Company a non-refundable fe$1&0,000 at the closing for the right to receiweasrant covering 11.1 million
shares of the Comparsytommon stock, as adjusted due to the 12% Nogessaction, see note 11, exercisable for $0.09hz@esa
adjusted due to the 12% Notes Transaction, seeliotd he warrant is issuable 90 days from clogimgyided Nordic has not
exercised all or a part of its put, as describddvbe The Company issued the warrant to Nordic @mil/80, 2008. The per share
exercise price of the warrant was initially basadtte volume weighted average price of the Commaogmmon stock for the peri
prior to the signing of the Hedrin JV Agreement &ad been subsequently adjusted due the 12% Naasaction, see note 11.

The Hedrin JV's Board consists of 4 members, 2 iapge by the Company and 2 appointed by Nordicrdidohas the right to
appoint one of the directors as chairman of ther@odhe chairman has certain tie breaking powers.

After the closing, at Nordic's request, the Compailynominate a person identified by Nordic toweion the Company’s Board of
Directors. Nordic has nominated a person, howehat,person has declined to stand for appointiigetite Company’s Board of
Directors.

The Company granted Nordic registration rightstfier shares to be issued upon exercise of the wath@put or the call. The
Company filed an initial registration statement\day 1, 2008. The registration statement was dedleffective on October 15,
2008. The Company is required to file additioregistration statements, if required, within 45 daf/the date the Company first
knows that such additional registration statemead vequired. The Company is required to use cowiaigrreasonable efforts to
cause the additional registration statements tbelotared effective by the Securities and Exchangam@ission (“SEC”) within 105
calendar days from the filing date (the "Effectivate™). If the Company fails to file a registratistatement on time or if a
registration statement is not declared effectivéheySEC within 105 days of filing the Company vl required to pay to Nordic, or
its assigns, an amount in cash, as partial ligatldamages, equal to 0.5% per month of the amouesied in the Hedrin JV by
Nordic until the registration statement is declaeéfdctive by the SEC. In no event shall the aggte amount payable by the
Company exceed 9% of the amount invested in theirldd by Nordic.

The profits of the Hedrin JV will be shared by tbempany and Nordic in accordance with their respe&tquity interests in the
Limited Partnership, which are currently 50% toteaexcept that Nordic will get a minimum distrilbanifrom the Hedrin JV equal
5% on Hedrin sales, as adjusted for any changemdibls equity interest in the Limited Partnershipthe Hedrin JV realizes a
profit equal to or greater than a 10% royalty ordtitesales, then profits will be shared by the Campand Nordic in accordance
with their respective equity interests in the LiitPartnership. However, in the event of a ligtiteof the Limited Partnership,
Nordic’s distribution in liquidation will be at lsaequal to the amount Nordic invested in the Hedw ($5 million if the payment
milestone described above is met, $3.5 million i§ inot met) plus 10% per year, less the cumwadigtributions received by Nordic
from the Hedrin JV. Further, in no event shall tots distribution in liquidation be greater thassats available for distribution in
liquidation.
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American Stock Exchange

In September 2007, the Company received notice fhenstaff of The American Stock Exchange, or AMEXlicating that the
Company was not in compliance with certain contihligting standards set forth in the AMEX Companyide. Specifically,

AMEX notice cited the Company’s failure to compdg of June 30, 2007, with section 1003(a)(ii) ef AMEX Company Guide as
the Company had less than $4,000,000 of stockhslldquity and had losses from continuing operatems /or net losses in three or
four of our most recent fiscal years and with seti003(a)(iii) which requires the Company to maiimt$6,000,000 of stockholders’
equity if the Company has experienced losses fronticuing operations and /or net losses in its fiu@st recent fiscal years.

In order to maintain our AMEX listing, the Compawnsgs required to submit a plan to AMEX advising é#xehange of the actions 1
Company has taken, or will take, that would bring Company into compliance with all the continustirlg standards by April 16,
2008. The Company submitted such a plan in Octdd@r. If the Company is not in compliance with tontinued listing standat
at the end of the plan period, or if the Company gt made progress consistent with the plan duhegeriod, AMEX staff could
have initiated delisting proceedings.

Under the terms of the Hedrin JV Agreement, the loemof potentially issuable shares representethéyptit and call features ther
and the warrant issuable to Nordic, would excee8%%f the Company’s total outstanding shares amddvbe issued at a price
below the greater of book or market value. Assalteunder AMEX regulations, the Company would hate been able to comple
the transaction without first receiving either $toclder approval for the transaction, or a fornfaldncial viability” exception from
AMEX'’s stockholder approval requirement. The Compastimated that obtaining stockholder approvaiamply with AMEX
regulations would take a minimum of 45 days to clatgp The Company discussed the financial vigbditception with AMEX for
several weeks and had neither received the exceptibeen denied the exception. The Companyrdeted that our financial
condition required the Company to complete thesmation immediately, and that the Company’s finahaiability depended on the
completion of the Hedrin JV Agreement without fattdelay.

Accordingly, to maintain the Company’s financiahbility, on February 28, 2008, the Company annodrtbat it had formally
notified AMEX that the Company intended to voluiliadelist its common stock from AMEX. The delisg became effective on
March 26, 2008.

The Company’s common stock now trades on the GveCounter Bulletin Board under the symbol “MHANThe Company
intends to maintain corporate governance, discebaund reporting procedures consistent with appickzov.

Secured 10% Notes Payable

In September 2008, Manhattan entered into a sefi8scured 10% Notes (the “Secured 10% Notes”) egittain of our directors,
officers and an employee (the “Secured 10% Noteléfsl’) for aggregate of $70,000. Principal andrest on the Secured 10%
Notes shall be paid in cash on March 10, 2009 srpa#d earlier by us. Pursuant to the Secured N6%és, we also issued to the
Secured 10% Note Holders 5-year warrants to puechasaggregate of 140,000 shares of our commok at@mn exercise price of
$0.20 per share. Manhattan granted to the Sed¥#dNote Holders a continuing security interestertain specific refunds,
deposits and repayments due Manhattan and expechedrepaid to Manhattan in the next several montkt December 31, 2008
accrued and unpaid interest on the Secured 10%sNoteunted to $1,764 and is reflected in the acaoyipg balance sheet as of
December 31, 2008 as a component of accrued expeibe Secured 10% Notes plus interest were repakekebruary 4, 2009.
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9) Secured 12% Notes Payable

On November 19 and December 23, 2008, the Compamypleted the first and second closings on a fimantiansaction (the “12%
Notes Transaction”). The Company sold $1,315,d0IP&6 senior secured notes (the “Secured 12% Npgesf issued warrants to
the investors to purchase 43.8 million shares ®Gbmpany’s common stock at $0.09 per share. Eneawts expire on December
31, 2013. Net proceeds of $1,048,000 were reafizad the first and second closings. In additi®®8,000 of issuance costs were
paid outside of the first and second closingsr tReterms of the 12% Notes Transaction the retq@ds were paid into a deposit
account (the “Deposit Account”) and are to be maitito the Company in monthly installments of $008 retroactive to October 1,
2008. Per the terms of the 12% Notes Transadtiemtonthly installments are to be used exclusit@lgnd the current operating
expenses of the Company. The Company received @308&f such monthly installments during 2008. Témaining balance at
December 31, 2008 in the Deposit Account of appnaxely $730,000 is reflected in the accompanyirgrz® sheet as of Decem|
31, 2008 as restricted cash.

The financing transaction has a $1,000,000 minirammunt, which has been met and a $2,500,000 maxiamount. The
financing transaction was still active at Decener2008. The third and final closing on this finang transaction occurred in
February 2009, see Note 15, that brought the cumaltotal to $1,725,000.

National Securities Corporation (“National”) wa thlacement agent for the 12% Notes Transacticatiohal's compensation for
acting is placement agent is a cash fee of 10%eo§jtoss proceeds received, a non-accountable sxjdlowance of 1.5% of the
gross proceeds, reimbursement of certain expemska warrant to purchase such number of sharéeddompany’s common stock
equal to 15% of the shares underlying the warrastsed to the investors. For the first and seabosings the Company paid
National a total of $155,000 in placement ageesf@ non-accountable expense allowance and reserent of certain

expenses. In addition, the Company issued wartargarchase 6.6 million shares of the Companyismon stock at $0.09 per
share. These warrants were valued at $22,191rermsl @mponent of Secured 12% notes payable isstig. cThe warrant expires
December 13, 2013.

The Secured 12% Notes mature two years after issuanterest on the Secured 12% Notes is compmliqdarterly and payable at
maturity. At December 31, 2008, accrued and unpa@test on the Secured 12% Notes amounted tmzippately $15,000 and is
reflected in the accompanying balance sheet atleer31, 2008 as interest payable on secured 1286 payable. The Secured
12% Notes are secured by a pledge of all of the gamy's assets except for its investment in the HellY. The asset pledge
includes the cash balance in the Deposit Accolmaddition, to provide additional security for tiempany’s obligations under the
notes, the Company entered into a default agreemhinth provides that upon an event of default urtde notes, the Company
shall, at the request of the holders of the nates,reasonable commercial efforts to either (l)asphrt or all of the Company’s
interests in the Hedrin joint venture or (ii) tréarsall or part of the Company’s interest in thedre JV to the holders of the notes, as
necessary, in order to fulfill the Company’s obtigas under the notes, to the extent required arilg extent permitted by the
applicable Hedrin joint venture agreements.
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In connection with the private placement, the Conyp¢he placement agent and the investors entatedhiregistration rights
agreement. Pursuant to the registration rightseagent, we agreed to file a registration statertwerggister the resale of the shares
of our common stock issuable upon exercise of theamts issued to the investors in the privategutaent, within 20 days of the
final closing date and to cause the registratiatestent to be declared effective within 90 daysl@fy days upon full review by the
Securities and Exchange Commission). we filed dlggstration statement on February 23, 2009. OrcWad, 2009 we received a
comment letter from the SEC. We are addressingetitiomments and plan to refile the registratiotestant once those comments
have been addressed.

The issuance to the investors of warrants to psekhares of the Company’s common stock at $0.08haee changes the number
of shares represented by the Nordic Put and thdéauof shares and exercise price of the Nordic ®rrThe Nordic Put and
Nordic Warrant were issued at a value of $0.14spare and were issued with anti-dilution rightse Tdsuance of any securities at a
value of less than $0.14 per share activates Narditti-dilution rights. The Nordic Put and thedic Warrant are now exercisable
at a price of $0.09 per share. The following tadflews the effect of Nordic’s anti-dilution rights.

Additional
Shares
Issuable Upon
Exercise of Shares Total Shares
Shares Nordic's Put, Issuable Upon Issuable Upon
Issuable Upon if Certain Exercise of Exercise of
Exercise of Conditions Nordic's Nordic's Put
Nordic's Put Are Met Warrant and Warrant
Before the 12% Notes Transacti 26,785,71 8,928,57: 7,142,85 42.,857,14
Antidilution shares 14,880,95 4,960,31 3,968,25. 23,809,52.
After the 12% Notes Transaction 41,666,66 13,888,88 11,111,11 66,666,66

The conditions for the additional shares becomésgable upon the exercise of Nordic’s PUT weresubsequent to December 31,
2008, see note 16.

The Company incurred a total of approximately $883,0f costs in the issuance of the $1,315,00C0fi.d 12% Notes sold in
2008. These costs were capitalized and are benogtaed over the life of the Secured 12% Noteg interest expense. During the
year ended December 31, 2008, the amount amoitizeéhterest expense was approximately $16,00 rémaining unamortized
balance of approximately $331,000 is reflectechindccompanying balance sheet as of December G8,820a non-current asset,
secured 12% notes payable issue costs.

F-23




(10)

MANHATTAN PHARMACEUTICALS, INC.
(a Development Stage Company)
NOTES TO FINANCIAL STATEMENTS

The Company recognized an original issue discatiet©ID”) of approximately $148,000 on the issuance of thauf®al 12% Note
sold in the first and second closings for the valfithe warrants issued to the investors. The BIBeing amortized over the life of
the Secured 12% Notes into interest expense. Dtiiayear ended December 31, 2008 the amount izewihto interest expense
was approximately $7,000. The remaining unamatdtlzalance of approximately $141,000 has been nagiamhst the face amount
of the Secured 12% Notes in the accompanying balaheet as of December 31, 2008.

As per the terms of the 12% Notes Transaction thaiany’s officers agreed to certain modificatiohtheir employment
agreements, more fully described in Note 14.

Stock Options
2003 Stock Option Plan

In December 2003, the Company established the 30k Option Plan (the “2003 Plan”), which providedthe granting of up to
5,400,000 options to officers, directors, employaed consultants for the purchase of stock. Inusug005, the Company increased
the number of shares of common stock reserved$mance under the 2003 Plan by 2,000,000 shandday 2007, the Company
increased the number of shares of common stockveesséor issuance under the 2003 Plan by 3,0005880=s. At December 31,
2008, 10,400,000 shares were authorized for isguahfibe options have a maximum term of 10 yearsvastiover a period
determined by the Company’s Board of Directors égalty 3 years) and are issued at an exercise pquaal to or greater than the
fair market value of the shares at the date oftgrathe 2003 Plan expires on December 10, 2013henvall options have been
granted, whichever is sooner. Under the 2003 RtenCompany granted employees options to purcasggregate of 2,967,500
shares of common stock at an exercise price off&futing the year ended December 31, 2008. IrtiaddR27,776 shares of
common stock were issued during 2007 under the P0&3.

At December 31, 2008, there were 875,628 sharesvexs for future grants under the 2003 Plan.

1995 Stock Option Plan

In July 1995, the Company established the 1995kSimtion Plan (the”1995 Plan”), which provided fbe granting of options to
purchase up to 130,000 shares of the Company’s constock to officers, directors, employees and gltasts. The 1995 Plan was
amended several times to increase the number stemewed for stock option grants. In June 20@51%05 Plan expired and no

further options can be granted. At December B082ptions to purchase 1,137,240 shares wereaodisg and no shares were
reserved for future stock option grants under ®@51Plan.
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A summary of the status of the Company’s stockaoystias of December 31, 2008 and changes duringetivehen ended is
presented below:

2008
Weighted
Weighted Average
average Remaining Aggregate
exercise Contractual Intrinsic
Shares price Term (years) Value
Outstanding at beginning of ye 8,033,831 $ 1.222
Granted 2,967,501 $ 0.17C
Exercisec -
Cancelled (367,509 $ 0.512
Outstanding at end of year 10,633,83 $ 0.93¢ 6.94C $ -
Options exercisable at year-end 8,067,18 $ 1.122 6.30C $ s
Weighted-average fair value of options grantednduthe year $ 0.1:

As of December 31, 2008 and 2007, the total corgi@rscost related to nonvested option awards ebtgcognized is $425,660
and $539,046, respectively. The weighted avepaged over which it is expected to be recognizedpproximately 1.18 and 0.5 years,
respectively.
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The following table summarizes the information abstock options outstanding at December 31, 2008:

Number of Remaining Number of
Options Contractual Options
Exercise Price Outstanding Life (years) Exercisable
$ 0.1Z 50,00( 8.9¢ 16,66
0.17 2,900,001 9.24 1,050,01!
0.2C 65,00( 3.24 65,00(
0.2Z 163,75( 3.14 163,75(
0.2¢ 12,00( 3.0¢ 12,00(
0.2¢ 10,00( 1.2¢ 10,00(
0.2¢ 10,00( 2.14 10,00(
0.7C 220,00( 7.58 146,66
0.72 315,00( 8.0¢ 126,66¢
0.8( 876,49( 4.1t 876,49
0.8¢ 16,66 7.45 16,66
0.9t 670,00( 8.3z 290,00(
0.97 440,00( 5.74 440,00(
1.0C 290,69t 6.0 290,69t
1.3t 108,33 7.07 86,66¢
1.3t 60,00( 7.5:8 40,00(
1.3t 300,00( 7.0¢ 300,00(
1.3¢ 100,00 6.4¢€ 100,00(
1.4t 25,00( 6.6€ 25,00(
1.5C 2,923,901 6.2¢ 2,923,901
1.6% 1,077,00! 5.0¢ 1,077,001
Total 10,633,83 8,067,18
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(11) Stock Warrants
The following table summarizes the information abwarrants to purchase shares of our common stotdtamding at December 31,
2008:
Number of Remaining Number of
Warrants Contractual Warrants
Exercise Price Outstanding Life (years) Exercisable

$ 0.0¢ 50,408,43 5.0C 50,408,43

0.0¢ 11,111,11 4.3: 11,111,11

0.2C 140,00( 4.7t 140,00(

0.2¢ 150,00( 4.64 150,00(

0.7¢ 10,00( 1.9¢ 10,00(

1.0C 3,564,89 4.2t 3,564,89

1.0C 509,27! 4.2t 509,27!

1.1¢C 326,49¢ 1.04 326,49¢

1.4¢ 2,161,76' 2.6t 2,161,76'

1.4¢ 540,44! 2.65 540,44!

1.4¢ 135,13! 2.6t 135,13!

1.4¢ 221,74: 2.67 221,74:

1.4¢ 55,00( 2.67 55,00(

1.9C 10,00( 1.21 10,00(

1.9C 90,00( 1.21 90,00(

69,434,30 69,434,30

(12) Related-Party Transactions
Oleoylestrone Developments, SL

The Company entered into a consulting agreemeht@&ED. The agreement became effective in Februddg 2at a fee of $6,250
per month. The agreement was terminated in Nove2®@r. The fees associated with the consultingeageat are expensed as
incurred. OED currently owns approximately 5.7qaeet of the Companyg’outstanding common stock. Additionally, Mr. Portsiet
executive officer of OED, was a member of the Comyfmboard of directors until his resignation inyJR007.

Total milestone payments under the license agreeaiéi®, $0 and $675,000 and consulting fees off&26L, $68,750 and $698,4

are included in the accompanying statements ofatioers for the years ended December 31, 2008 abid 20d for the cumulative
period from August 6, 2001 to December 31, 2008.
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Paramount BioCapital, Inc.

One member of the Company’s board of directors,otliiyn Mclnerney, was an employee of Paramount erafrits affiliates until
April 2007. Another member of the Company’s boafdirectors, Michael Weiser, was an employee abR@unt until December
2006. In addition, two former members of the Compsmboard of directors, Joshua Kazam and Davicefiawere employed by
Paramount through August 2004 and were directotBeoCompany until September 2005. The sole sbidehof Paramount is
Lindsay A. Rosenwald, M.D. Dr. Rosenwald benefigiawns more than 5 percent of the Compangdmmon stock as of Decem
31, 2008 and various trusts established for DreRaald’s or his family’s benefit, held in excessl@P of the Company’s common
stock as of December 31, 2008. In November 20@3Company paid to Paramount approximately $460a80&mmissions earned
in consideration for placement agent services nexttiem connection with the private placement of @mnpany’s Series A
Convertible Preferred Stock, which amount represgiitpercent of the value of the shares sold bgrRaunt in the offering. In
addition, in January 2004, the Company paid appraiely $260,000 as commissions earned in considerfar placement agent
services rendered by Paramount in connection wittivate placement of the Compasyommon stock, which amount represent
percent of the value of the shares sold by Paratrinuhe private placement. In connection withtbptivate placements and as a
result of their employment with Paramount, Mr. Kazar. Mclnerney and Dr. Weiser were allocated aryglacement agent
warrants to purchase 60,174, 58,642 and 103,658sbathe Company’s common stock, respectivelg, @ice of $1.10 per share.

Paramount also served as the Company’s placement egconnection with the August 2005 private pfaent. As placement
agent, the Company paid to Paramount total cashmissions of $839,816 relating to the August 26,326@sing, of which
$121,625 was paid to certain selected dealers eddgagParamount in connection with the private gaent and issued five-year
warrants to purchase an aggregate of 540,449 sbfcesnmon stock exercisable at a price of $1.44share, of which Paramount
received warrants to purchase 462,184 common sHaregnnection with the August 30 closing, the @amy paid cash
commissions to Paramount of $88,550 and issuediditi@nal five-year warrant to purchase 55,000 camrshares exercisable at a
price of $1.49 per share.

Paramount also served as the Compaplacement agent in connection with the March 30te placement. As placement ag

the Company paid to Paramount aggregate cash cammssof approximately $600,000 and issued to Pauaitna 5-year warrant to
purchase an aggregate of 509,275 shares of comtiockhat an exercise price of $1.00 per share.
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Income Taxes
There was no current or deferred income tax expimdae years ended December 31, 2008 or 2007ubeaaf the Company’s

operating losses.

The components of deferred tax assets as of De¢e3itb@008 and 2007 are as follows:

2008 2007

Deferred tax asset

Tax loss carryforward $ 23,947,00 $ 22,513,00

Research and development cre 1,769,001 1,769,00!

In-process research and development ch 4,850,001 4,850,001

Shar+based compensatic 1,459,00! 1,270,00!

Other - 85,00(
Gross deferred tax ass: 32,025,000 30,487,00
Less valuation allowance (32,025,00) (30,487,00)
Net deferred tax asse $ -$ =

The reasons for the difference between actual irc@x benefit for the years ended December 31, 2668007 and the amount
computed by applying the statutory Federal incomxerate to losses before income tax benefit afelksvs:

2008 2007
% of % of
Pre-tax Pre-tax

Amount loss Amount loss
Federal income tax benefit at statutory | $(1,451,00) (34.0)% $(4,102,00i) (34.0%
State income taxes, net of federal (290,000 (6.89% (820,000 (6.9%
Research and development cre (130,000 (3.0% (366,000 (3.0%
Other 1,00( 0.C% 1,00(¢ 0.C%
Change in valuation allowance 1,870,00! 43.8% 5,287,00 43.%
$ - 0.C% $ - 0.C%

A valuation allowance is provided when it is makely than not that some portion or all of the dedd tax assets will not be
realized. The net change in the total valuatidomaince for the years ended December 31, 2008 @@d &as an increase of
$1,870,000 and $5,287,000, respectively. The éaefit assumed using the Federal statutory taxofe3d% has been reduced to an

actual benefit of zero due principally to the afoemtioned valuation allowance.
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At December 31, 2008, the Company had unused Hesledastate net operating loss carryforwards of@pmately $60,426,000 a
$56,963,000, respectively. The net operating dass/forwards expire in various amounts through&fi Federal and state income
tax purposes. The Tax Reform Act of 1986 contanesisions which limit the ability to utilize neperating loss carryforwards in
the case of certain events including significargngdes in ownership interests. Accordingly, a sari&l portion of the Company’s
net operating loss carryforwards above will be sabjo annual limitations (currently approximat&00,000) in reducing any
future year’s taxable income. At December 31, 2808 ,Company also had research and developmerit caed/forwards of
approximately $1,769,000 for Federal income tayppses which expire in various amounts through 2028.

The Company files income tax returns in the U.Sldral, State and Local jurisdictions. With certekteptions, the Company is no
longer subject to U.S. Federal and state incomexariinations by tax authorities for years prio2@®5. However, net operating
loss carryforwards and tax credits generated fitwwse prior years could still be adjusted upon autlite Company adopted the
provisions of FIN 48, “Accounting for Uncertainty income Taxes — an interpretation of FASB StatdriNen 109” on January 1,
2007 with no material impact to the financial sta¢sits. The Company recognizes interest and pesattiuncertain tax position in
income tax expense in the statement of operations.

The Company had no unrecognized tax benefits atmber 31, 2008 that would affect the annual effediax rate. Further, the
Company is unaware of any positions for which iteigsonably possible that the total amounts ofaageized tax benefits will
significantly increase or decrease within the riesglve months.

License and Consulting Agreement

IGI Agreement for PTH (1-34)

On April 1, 2005, as part of the acquisition of @am Therapeutics, Inc., the Company acquired aiGutde Agreement with IGI, Ir
(the “IGI Agreement”) dated April 14, 2004. Undbe IGI Agreement the Company received the exciysixorld-wide, royalty
bearing sublicense to develop and commercializdidhased technology (see Note 1). Under the terintise IGl Agreement, the
Company is responsible for the cost of the precdihand clinical development of the project, indghgdresearch and development,
manufacturing, laboratory and clinical testing amals and marketing of licensed products for which company will be
responsible.

In consideration for the Company'’s rights underltBeAgreement, a payment of $300,000 was made @pecution of the
agreement, prior to the Company’s acquisition apéa. In addition the IGI Agreement requires tlmpany to make certain
milestone payments as follows: $300,000 payabtsupe commencement of a Phase 2 clinical trigd0$B00 upon the
commencement of a Phase 3 clinical trial; $1,50D@fon the acceptance of an NDA application byRbé,; $2,400,000 upon the
approval of an NDA by the FDA; $500,000 upon thenatencement of a Phase 3 clinical trial for an iatlan other than psoriasis;
$1,500,000 upon the acceptance of and NDA appdicdtir an indication other than psoriasis by theAFBnd $2,400,000 upon the
approval of an NDA for an indication other than asis by the FDA.

During 2007, we achieved the milestone of the comrament of Phase 2 clinical trial. As a result®800 became payable to

IGI. This $300,000 is included in research andetfgyment expense for the year ended December 8%, ZBayment was made to
IGI in February 2008. At December 31, 2007 thi8GBO0O0 liability is reflected in accounts payable.
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In addition, the Company is obligated to pay I®k.lan annual royalty of 6% annual net sales omanmet sales up to
$200,000,000. In any calendar year in which nietssexceed $200,000,000, the Company is obligatedy IGI, Inc. an annual
royalty of 9% annual net sales. Through Decemlief808, the Company has not paid any such rogaltie

IGI, Inc. may terminate the agreement (i) upon &gsdnotice if the Company fails to make any reedimilestone or royalty
payments, or (ii) if the Company becomes bankrujit @ petition in bankruptcy is filed, or if theotpany is placed in the hands ¢
receiver or trustee for the benefit of creditolGl, Inc. may terminate the agreement upon 60 dayiten notice and an opportunity
to cure in the event the Company commits a matbradch or default. Eighteen months from the dathee IGI Agreement, the
Company may terminate the agreement in whole tw asy portion of the PTH patent rights upon 90sdaptice to IGl, Inc.

Hedrin License Agreement

On June 26, 2007, the Company entered into an sixellicense agreement for “Hedrin” (the “Hedrircénse Agreement”) with
Thornton & Ross Ltd. (“T&R”) and Kerris, S.A. (“Kas”). Pursuant to the Hedrin License Agreemerd, @ompany has acquired an
exclusive North American license to certain patégtits and other intellectual property relatingtedrin(TM), a non-insecticide
product candidate for the treatment of head liseaddition, on June 26, 2007, the Company enteteda supply agreement with
T&R pursuant to which T&R will be the Company’s &give supplier of Hedrin product the “Hedrin Supplgreement”.

In consideration for the license, the Company id40€r &R and Kerris (jointly, the “Licensord combined total of 150,000 share
its common stock valued at $120,000. In additibe,Company also made a cash payment of $600,00@ tocensor. These
amounts are included in research and developmeeinese. Further, the Company agreed to make fuotilestone payments to the
Licensor in the aggregate amount of $2,500,000 tiperachievement of various clinical, regulatoryd patent issuance milestones,
as well as up to $2,500,000 in a one-time sucassbdsed on aggregate sales of the product byaitmp&hy and its licensees of at
least $50,000,000. The Company also agreed toqyaties of 8% (or, under certain circumstances) dfonet sales of licensed
products. The Company’s exclusivity under the Hedlicense Agreement is subject to an annual minimoyalty payment of
$1,000,000 (or, under certain circumstances, $800),b each of the third through seventh year®wihg the first commercial sale
of Hedrin. The Company may sublicense its rightdeurihe Hedrin Agreement with the consent of Licgrmd the proceeds
resulting from such sublicenses will be shared WithLicensor.

Pursuant to the supply agreement, the Companydrasdthat it and its sublicensees will purchasé tlespective requirements of
the Hedrin product from T&R at agreed upon pri¢éisder certain circumstances where T&R is unabkufaply Hedrin products in
accordance with the terms and conditions of thepufsgreement, the Company may obtain products faonalternative supplier
subject to certain conditions. The term of the Supgreement ends upon termination of the Hedrimefgnent.

In February 2008 the Company assigned and traesfés rights in Hedrin to a joint venture, seeen®t
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Altoderm License Agreement

On April 3, 2007, the Company entered into a lieeagreement for “Altoderm” (the “Altoderm Agreemgntith T&R. Pursuant to
the Altoderm Agreement, the Company acquired atusike North American license to certain patenht$gand other intellectual
property relating to Altoderm, a topical skin latiproduct candidate using sodium cromoglicateHertteatment of atopic dermati

In accordance with the terms of the Altoderm Agreamthe Company issued 125,000 shares of its constozk, valued at
$112,500, and made a cash payment of $475,000 B U#bn the execution of the agreement. These ambave been included in
research and development expense. Further, the &onggreed to make future milestone payments to €&Rprised of various
combinations of cash and common stock in respeetiggegate amounts of $5,675,000 and 875,000 sbacesnmon stock upon

the achievement of various clinical and regulatoilestones. The Company also agreed to pay rogaitienet sales of products
using the licensed patent rights at rates rangiomm fL0% to 20%, depending on the level of annubbakes, and subject to an annual
minimum royalty payment of $1 million in each ydaltowing the first commercial sale of Altoderm. & Company may sublicense
the patent rights. The Company agreed to pay T&R 8f the royalties received by the Company undehsublicense agreements.

Subsequent to December 31, 2008, the Company tetednhe Altoderm Agreement for convenience. Tomg@any has no further
financial liability or commitment to T&R under thidtoderm Agreement.

Altolyn License Agreement

On April 3, 2007, the Company and T&R also enténéd a license agreement for “Altolyn” (the “AltalyAgreement”). Pursuant to
the Altolyn Agreement, the Company acquired anwesice North American license to certain patenttsgind other intellectual
property relating to Altolyn, an oral formulationgaluct candidate using sodium cromoglicate fortthatment of mastocytosis, food
allergies, and inflammatory bowel disorder. In ademce with the terms of the Altolyn Agreement, @@mpany made a cash
payment of $475,000 to T&R upon the execution efagreement. This amount is included in researdidamelopment

expense. Further, the Company agreed to makeefaash milestone payments to T&R in an aggregateiahof $5,675,000 upon
the achievement of various clinical and regulatoilestones. The Company also agreed to pay rogaitienet sales of products
using the licensed patent rights at rates rangiomg fL0% to 20%, depending on the level of annubbakes, and subject to an annual
minimum royalty payment of $1 million in each ydallowing the first commercial sale of Altolyn. Ti&mpany may sublicense
patent rights. The Company agreed to pay T&R 30%h@foyalties received by the Company under sublicense agreements.

Subsequent to December 31, 2008, the Company tarednhe Altolyn Agreement for convenience. Then@any has no further
financial liability or commitment to T&R under thdtolyn Agreement.

OED License Agreement for Oleoyl-estrone

On February 15, 2002, the Company entered intecarise Agreement (the "License Agreement") with O8Bder the terms of the
License Agreement, OED granted to the Company édwaide license to make, use, lease and sell tbdymts incorporating the
licensed technology (see Note 1). OED also gratttékde Company the right to sublicense to thirdiparthe licensed technology or
aspects of the licensed technology with the priotte&n consent of OED. OED retains an irrevocabtmexclusive, royalty-free right
to use the licensed technology solely for its imé&rnoncommercial use. The License Agreement gralinate automatically upon
the date of the last to expire patent containgtiénicensed technology or upon the Company's hgatgy. OED may terminate the
License Agreement in the event of a material bréncthe Company that is not cured within the nofiegod. The Company may
terminate the License Agreement for any reason @@othays notice. The Company terminated this ageaém November 2007.
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In addition to the License Agreement, the Compantgred into a consulting agreement with OED. Theagent became effective
in February 2002, at a fee of $6,250 per month,tarmdinated when the License Agreement termindthd.fees associated with the
consulting agreement are expensed as incurred.

Under the License Agreement, the Company agrepdytdo OED certain licensing fees which are beixgeased as they are
incurred. The Company paid $175,000 in up frorérging fees which is included in 2002 researchdaveélopment expense. In
addition, pursuant to the License Agreement, theaany issued 1,000,000 shares of its common stoGED. The Company
valued these shares at their then estimated faieaf $1,000.

In connection with the License Agreement, the Camydaas agreed to milestone payments to OED asifsilo

(i) $250,000 upon the treatment of the first patiara Phase | clinical trial under a Company-spoed investigational new drug
application ("IND"), which was paid in 2005; (ii$0,000 upon the treatment of the first patiera Phase Il clinical trial under a
Company-sponsored IND, which was paid in 2006, $150,000 upon the first successful completioa @ompanysponsored Pha
Il clinical trial under a Company-sponsored INDy)$2,000,000 upon the first successful completiba Companysponsored Pha:
1l clinical trial under a Company sponsored INDda(v) $6,000,000 upon the first final approvatheé first new drug application fi
the first licensed product by the United Statesd=aod Drug Administration (“FDA”). Through Decenm$d, 2007, the Company
paid a total of $675,000 in licensing fees and stidee payments. The Company has no further finhhability or commitment to
OED under the License Agreement.

NovaDel Agreement for Propofol Lingual Spray

In April 2003, the Company entered into a license development agreement with NovaDel, under wtiiehCompany received
certain worldwide, exclusive rights to develop aothmercialize products related to NovaDel’'s pragarngelingual spray technology
for delivering propofol for pre-procedural sedatiddnder the terms of this agreement, the Compgngeal to use its commercially
reasonable efforts to develop and commercializdi¢kased products, to obtain necessary regulatppyovals and to thereafter
exploit the licensed products. The agreement@igoides that NovaDel will undertake to performtted Company’s expense, a
substantial portion of the development activitias|uding, without limitation, preparation and fij of various applications with
applicable regulatory authorities.

In consideration for the Company’s rights underNuwaDel license agreement, the Company paid NovaDaitial license fee of
$500,000 in 2003. In addition, the license agregmequires the Company to make certain milest@yenents as

follows: $1,000,000 payable following the datetttiiee first NDA for lingual spray propofol is acded for review by the FDA,;
$1,000,000 following the date that the first Eurap&larketing Application is accepted for reviewany European Union country;
$2,000,000 following the date when the first filBA for lingual spray propofol is approved by thBA; $2,000,000 following the
date when the first filed European Marketing Apation for lingual spray propofol is accepted foriesv; $1,000,000 following the
date on which an application for commercial apptefdingual spray propofol is approved by the agpiate regulatory authority in
each of Australia, Canada, Japan and South Afaied;$50,000 following the date on which an appilicator commercial approval
for lingual spray propofol is approved in any otheuntry (other than the U.S., a member of the geao Union, Australia, Canada,
Japan or South Africa).
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In addition, the Company is obligated to pay to Bdel an annual royalty based on a fixed rate osakts of licensed products, or if
greater, the annual royalty is based on the Coniparey profits from the sale of licensed produdta eate that is twice the net sales
rate. In the event the Company sublicenses tkadied product to a third party, the Company isgaldid to pay royalties based on a
fixed rate of fees or royalties received from thblEensee until such time as the Company recatemut-of-pocket costs, and
thereafter the royalty rate doubles. Becauseattmntinuing development efforts required of NovialDweler the agreement, the
royalty rates are substantially higher than custyrfar the industry. Through December 31, 200€, @ompany has incurred, and
paid a total of $500,000 under the NovaDel licesigezement, the initial license fee paid in 2008e Tompany terminated this
agreement during 2007 and has no continuing oldigatunder this agreement.

Commitments and Contingencie:

Swiss Pharma

The Company has been involved in an arbitratiomgeding in Switzerland with Swiss Pharma Contradd I(*Swiss Pharma”), a
clinical site that the Company used in one of liesity trials. On September 5, 2008, the soldratbr in Switzerland rendered an
award in favor of Swiss Pharma, awarding to Swisaria a total of approximately $646,000 which amdanciudes a contract
penalty of approximately $323,000, a final servicemice of approximately $48,000, reimbursementartain of Swiss Pharma’s
legal and other expenses incurred in the arbitigtiocess of approximately $245,000, reimburserokatbitration costs of
approximately $13,000 and interest through Septe®p2008 of approximately $17,000. Further, tHsteator ruled that the
Company must pay interest at the rate of 5% pewmnon approximately $371,000, the sum of the cahpanalty of approximately
$323,000 and the final services invoice of appratety $48,000, from October 12, 2007 until paid.

The Company had previously recognized a liabitiystviss Pharma in the amount of approximately ¥d@tfor the final services
invoice. The remainder of the award, approxima$&%2,000, was expensed in September 2008. The&uwonhas recognized
research and development expense of approxima2ély,800, general and administrative expense ofoappately $257,000 and
interest expense of approximately $23,000 duriegydar ended December 31, 2008. The Company evitirtue to accrue interest
at the rate of 5% per annum on the approximate $801until such amount has been settled.

The Company does not have sufficient cash or atheent assets to satisfy the arbitrator's award.

On January 22, 2009, the Company received notateStviss Pharma submitted a petition to the Sup@owet of New York State,
County of New York seeking to confirm and to erdagudgment on the arbitration award. On Februdr2009, the Company filed
an answer to that complaint. A hearing has nobgen scheduled.

Contentions of a Former Employee

In February 2007, a former employee of the Comleged an ownership interest in two of the Com{mpyovisional patent
applications. Also, without articulating preciggél claims, the former employee contends thaCrapany wrongfully
characterized the former employee’s separation fomloyment as a resignation instead of a dismiesat effort to harm the
former employee’s immigration sponsorship effoatsd, further, to wrongfully deprive the former emyse of the former
employee’s alleged rights in two of the Company®visional patent applications. The former emp#igeseeking an unspecified
amount in damages. The Company refutes the formptayee’s contentions and intends to vigorousheddfitself should the
former employee file claims against the Companyer&tave been no further developments with respabese contentions.
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Employment Agreement

The Company has employment agreements with twoayapk for the payment of aggregate annual basey dl8675,000 as well
as performance based bonuses. These agreemeata femaining term of three months for one empl@reksix months for the
second employee and have a remaining obligati®#226,000 as of December 31, 2008. As per the tefrtie 12% Notes
Transaction, see Note 10, management, compristtdivo employees under contract, has agreed tweedtheir salaries effective
of October 1, 2008. If the Company sells less B million of Secured 12% Notes then their satashall be reduced by one-
third. If the Company sells at least $1.5 milllout less than $2 million of Secured 12% Notes their salaries shall be reduced by
20%. The Company sold $1.725 million of Secure® I¥otes, management therefore was paid 80% of shéries during the
fourth quarter of 2008.

Leases
Rent expense for the years ended December 31,82G08007 was $139,636 and $141,012, respectivaiyure minimum rental
payments subsequent to December 31, 2008 undqreaatimg lease for the Company’s office facilite as follows:

Years Ending December & Commitment
2009 $ 63,90(
2010 and subseque $ 0
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Subsequent event
Joint Venture

In January 2009 the FDA classified Hedrin as a IHsnedical device. As a result, and as penénms of the Hedrin JV
Agreement, as amended in June 2008, the $250,@00ltrdic advanced to the Hedrin JV in June 200%b® an equity investment
in the Hedrin JV by Nordic and Nordic invested aditional $1.25 million in the Hedrin JV, for a &investment of $5.0

million. Also as a result of this classificatiohtéedrin and as per the terms of the Hedrin JV &grent, as amended in June 2008,
the Hedrin JV made a $500,000 milestone paymethtet@ompany in February 2009 and the Hedrin J\fidigied additional
ownership equity sufficient for the Company and dNoito maintain their ownership interest at 50%heac

Secured 12% Notes Payable

In February 2009 the third and final closing ocedrof the 12% Notes Transaction. In this finakalg an additional $410,000 of
Secured 12% Notes were sold. Net proceeds of 886Qyere realized and paid into the Deposit Accolidr the terms of the 12%
Notes Transaction, $200,000 was paid to the Compahgf the Deposit Account for the specific pugod making payments on its
outstanding accounts payable balances as of Septe30p2008. Also per the terms of the 12% NotemJaction, the monthly
installments to be paid to the Company from thed3épAccount were increased to $113,300 from $10&,0

The Company incurred additional issuance cost$6fdP0, for a total of $375,000, and recognizedtamtchl OID of $46,000, for a
total of $194,000. Included in the $50,000 of &ste costs was $47,000 paid to National, for d t6t4202,000.

The Company issued five-year warrants to the imregb purchase an additional 14 million sharehefCompany’s common stock

at $0.09 per share, for a total of 58 million skaend issued a fivgear warrant to National to purchase an additi@naillion share
of the Company’s common stock at $0.09 per share fotal of 8.6 million shares.
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Exhibit 23.1
CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTINGRM

Our report on our audits of the financial statermarftManhattan Pharmaceuticals, Inc. as of Decer@beP008 and 2007 and for the ye
then ended and on the statements of operationsgeban stockholders' equity (deficiency) and déshs for the period from August 6, 20
(date of inception) to December 31, 2008, whichtaims an explanatory paragraph relating to the Gyl ability to continue as a goi
concern, included in this Annual Report on FormKL@r the year ended December 31, 2008, is datertiMa0, 2009. We consent to
incorporation by reference of our report in theldaing registration statements previously filed twe Company with the Securities
Exchange Commission pursuant to the SecuritiesoAd933: the registration statements on Forms St 8EC File Nos. 33331814 an
333-142788 and the registration statements on F&@r8swith SEC file Nos. 333-15807, 333-112888, 332889, 333-143838 and 333-
48531.

/s/ J.H. Cohn LLP

Roseland, New Jersey
March 30, 2009




EXHIBIT 31.1

CERTIFICATION

I, Douglas Abel, certify that:

1.

2.

| have reviewed this Annual Report on Forn-K of Manhattan Pharmaceuticals, Inc. (“Registrar”);

Based on my knowledge, this report does not cortajnuntrue statement of a material fact or omsgitéde a material fact necessary to
make the statements made, in light of the circuntgts.under which such statements were made, nigatisg with respect to the peri
covered by this repor

Based on my knowledge, the financial statementofimer financial information included in this repdairly present in all material
respects the financial condition, results of operatand cash flows of the Registrant as of, andifie periods presented in this rep

The Registrant's other certifying officer(s) arate responsible for establishing and maintainisgldsure controls and procedures (as
defined in Exchange Act Rules -15(e) and 15~ 15(e)) for the Registrant athave:

(a) Designed such disclosure controls and procsgdorecaused such disclosure controls and procedaoitge designed under our
supervision, to ensure that material informatidatieg to the Registrant, including its consolidageibsidiaries, is made known to us by
others within those entities, particularly durihg tperiod in which this report is being prepared;

(b) designed such internal control over finanoggdarting, or caused such internal control overrfaial reporting to be designed under
supervision, to provide reasonable assurance reggitae reliability of financial reporting and tipeeparation of financial statements for
external purposes in accordance with generally@edeaccounting principles;

(c) Evaluated the effectiveness of the Registsaglisclosure controls and procedures and preséntbis report our conclusions about
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 the Biegnt's internal control over financial reportth@t occurred during the Registrant's
most recent fiscal quarter (the Registrariurth fiscal quarter in the case of an annuabrg that has materially affected, or is reasoy
likely to materially affect, the Registrant’s int@t control over financial reporting; and

The Registrant's other certifying officer(s) artthve disclosed, based on our most recent evaluatimternal control over financial
reporting, to the Registrant’s auditors and thetatainmittee of the Registrant’s board of direct@spersons performing the equivalent
functions):

(&) All significant deficiencies and material weakses in the design or operation of internal cbotrer financial reporting which are
reasonably likely to adversely affect the Regidtsaability to record, process, summarize and refioancial information; and

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

Date: March 31, 2009 /s/ Douglas Abe

Douglas Abe
Chief Executive Office




EXHIBIT 31.2

CERTIFICATION

I, Michael G. McGuinness, certify that:

1.

2.

| have reviewed this Annual Report on Forn-K of Manhattan Pharmaceuticals, Inc. (“Registrar”);

Based on my knowledge, this report does not cortajnuntrue statement of a material fact or omsgitéde a material fact necessary to
make the statements made, in light of the circuntgts.under which such statements were made, nigatisg with respect to the peri
covered by this repor

Based on my knowledge, the financial statementofimer financial information included in this repdairly present in all material
respects the financial condition, results of operatand cash flows of the Registrant as of, andifie periods presented in this rep

The Registrant's other certifying officer(s) arate responsible for establishing and maintainisgldsure controls and procedures (as
defined in Exchange Act Rules -15(e) and 15+ 15(e)) for the Registrant and ha

(a) Designed such disclosure controls and procsgdorecaused such disclosure controls and procedaoitge designed under our
supervision, to ensure that material informatidatieg to the Registrant, including its consolidageibsidiaries, is made known to us by
others within those entities, particularly durihg tperiod in which this report is being prepared;

(b) designed such internal control over finanoggdarting, or caused such internal control overrfaial reporting to be designed under
supervision, to provide reasonable assurance reggitae reliability of financial reporting and tipeeparation of financial statements for
external purposes in accordance with generally@edeaccounting principles;

(c) Evaluated the effectiveness of the Registsaglisclosure controls and procedures and preséntbis report our conclusions about
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 the Biegnt's internal control over financial reportth@t occurred during the Registrant's
most recent fiscal quarter (the Registrariurth fiscal quarter in the case of an annuabrg that has materially affected, or is reasoy
likely to materially affect, the Registrant’s int@t control over financial reporting; and

The Registrant's other certifying officer(s) artthve disclosed, based on our most recent evaluatimternal control over financial
reporting, to the Registrant’s auditors and thetatainmittee of the Registrant’s board of direct@spersons performing the equivalent
functions):

(&) All significant deficiencies and material weakses in the design or operation of internal cbotrer financial reporting which are
reasonably likely to adversely affect the Regidtsaability to record, process, summarize and refioancial information; and

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

Date: March 31, 2009 /s/ Michael G. McGuinnes

Michael G. McGuinnes
Chief Operating and Financial Offic




Exhibit 32.1

CERTIFICATION

Pursuant to 18 U.S.C. Section 1350, as adoptedignir$o Section 906 of the Sarbaridey Act of 2002, the undersigned offic
of Manhattan Pharmaceuticals, Inc. hereby certtfias, to the best of their knowledge:

(a) the Annual Report on FdtfiK of Manhattan Pharmaceuticals, Inc. for therysaded December 31, 2008 (the “Repprt”
fully complies with the requirements of Sectiond)3¢r 15(d) of the Securities Exchange Act of 1984

(b) information contained retReport fairly presents, in all material respettts financial condition and results of operatiof
Manhattan Pharmaceuticals, Inc.
Dated: March 31, 2009 /s/ Douglas Abe

Douglas Abe
President and Chief Executive Offic

Dated: March 31, 2009 /sl Michael G. McGuinnes

Michael G. McGuinnes
Chief Operating and Financial Offic




