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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
WASHINGTON, D.C. 20549

Form 10-Q

(Mark One)

M QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE
SECURITIES EXCHANGE ACT OF 1934

For the quarterly period ended March 31, 2010

OR

O TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE
SECURITIES EXCHANGE ACT OF 1934

For the transition period from to

Commission File Number: 000-50414

MiddleBrook Pharmaceuticals, Inc.

(Debtor-in-Possession as of April 30, 2010)
xact Name of Registrant as Specified in Its rt
E N f Regi Specified in Its Gir

Delaware 52-2208264
(State or Other Jurisdiction of (ILR.S. Employer
Incorporation or Organization Identification Number

7 Village Circle, Suite 10C
Westlake, Texas 76262
(Address of Principal Executive Office (Zip Code)

(817) 837-1200
(Registrant’s Telephone Number, Including Area Gode

None
(Former name, Former address and Former
Fiscal Year — if Changed Since Last Report)

Indicate by check mark whether the registranthés filed all reports required to be filed by Sexeti3 or 15(d) of the
Securities Exchange Act of 1934 during the preagdiad months (or for such shorter period that tigésteant was required to
file such reports), and (2) has been subject th filing requirements for the past 90 days. ¥&s No O

Indicate by check mark whether the registrant lsmtted electronically and posted on its corpovateb site, if any,
every Interactive Data File required to be subrditad posted pursuant to Rule 405 of Regulationdb+ing the preceding
12 months (or for such shorter period that thestegit was required to be submitted and post dled).fyesdd NoO

Indicate by check mark whether the registrantlezge accelerated filer, an accelerated filer, a-accelerated filer or a

smaller reporting company. See the definitionslafge accelerated filer,” “accelerated filer” arairialler reporting company”
in Rule 12b-2 of the Exchange Act. (Check one):

Large accelerated fildd  Accelerated fileid Non-accelerated fileldl Smaller reporting compariy
(Do not check if a smaller reporting compe

Indicate by check mark whether the registrantshell company (as defined in Rule 12b-2 of the Exgje Act).
Yesd NoHM

As of May 5, 201Q 86,511,898 shares of common stock of the regiswané outstanding.
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PART | — FINANCIAL INFORMATION

SPECIAL NOTE REGARDING FORWARD-LOOKING STATEMENTS

Some of the statements made under the heading ‘dament’s Discussion and Analysis of Financial Cbadiand
Results of Operations” and elsewhere in this QugriReport on Form 10-Q contain forward-lookingtetaents within the
meaning of the Securities Exchange Act of 1934 (Ehehange Act”) and the Securities Act of 1933,iehhreflect our current
plans, beliefs, estimates and views with respecirtemng other things, future events and finana@alggmance. In some cases,
forward-looking statements are identified by wosdsh as “believe,” “anticipate,” “expect,” “interidplan,” “potential,”
“estimate,” “will,” “may,” “predict,” “should,” “could,” “would” and similar expressions. Specificalthis Quarterly Report on
Form 10-Q contains, among others, forwardking statements regarding the impact and outcoheerr filing under Chapter 1
of the United States Bankruptcy Code, our exploratf strategic alternatives, our future finangiatformance, the sufficiency
of our cash resources, the successful commerdializaf MOXATAG and its market position and growthe seasonality of
our products, estimated expense savings from aurct®ns in force, the sufficiency of our existikGFLEX supply, the status
of our product development efforts, the amountshafrge-backs and rebates we record, and the iropatdrket and foreign
currency risk. You should not place undue reliamee¢hese or any other forward-looking statement® fbrward-looking
statements and any expectations based on suchriblogking statements are subject to risks and maicgies and other
important factors that could cause actual resaltliffer materially from the results contemplatedtbe forward-looking
statements, including:

*  our ability to confirm and consummate a planegfrganization under Chapter 11 of the United States
Bankruptcy Code

« the failure to obtain market acceptance or t@sssfully commercialize MOXATAG and any decreasedles
of KEFLEX products

» the effectiveness of our sales and marketing eff

e our ability to continue as a going concern anch&get our anticipated operating needs with ourmegs and
existing cash, and our ability to identify and camsnate a strategic transactic

» the effect of current market conditions on our prctd and busines
* our obligations related to product retur

* our reliance on third parties to provide us viita active pharmaceutical ingredients in our préglaad product
candidates and to perform certain aspects of theufaaturing, packaging and distribution of our prots;

e our ability to protect our intellectual proper

e continued pricing pressure

* reimbursement of our products under managed cagrgms;

e unsuccessful product development candidates aneffibetiveness of the PULSYS technology; i
e our exposure to credit rate, interest rate and axgé rate risk

as well as other risks and uncertainties identiireBart I, ltem 1A. Risk Factors and Part Il, It&rManagement’s Discussion
and Analysis of Financial Condition and Result©gpkrations in our Annual Report on Form 10-K far ylear ended
December 31, 2009 and in Part I, Item 1A. RisktBerin this Quarterly Report on Form 10-Q.
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We operate in a continually changing business enwuient, and new risks and uncertainties emerge firmmto time.
Management cannot predict these new risks or waioéigs, nor can it assess the impact, if any,ahgtsuch risks or
uncertainties may have on our business or the etdemhich any factor, or combination of factorsgyrcause actual results to
differ from those projected in any forward-lookisgtement. Accordingly, the risks and uncertairtieshich we are subject
can be expected to change over time, and we ukéentaobligation to update publicly or review tligks or uncertainties
described in this Quarterly Report on Form 10-Q.aM® undertake no obligation to update publiclyaview any of the
forward-looking statements made in this Quartedyp®t on Form 10-Q, whether as a result of newrimédion, future
developments or otherwise.

In addition, with respect to all of our forward-king statements, we claim the protection of the $erbor for forward-
looking statements contained in the Private Seesrititigation Reform Act of 1995.

KEFLEX, KEFLEX 250 MG, KEFLEX 500 MG, KEFLEX 750 M@ViddleBrook, MiddleBrook Pharmaceuticals
(stylized), MiddleBrook Pharmaceuticals, Inc., Miy(ized), MOX-10, MOXAKIT, MOXATAG1 (stylized), MXATAG,
MOXATAG PAK, MOXATAG PAK (stylized), MOXATEN, MOX_FAK (stylized), MOX-PAK, MOXPAK, MOXPAK-
(stylized), and PULSYS are our trademarks and aen registered in the U.S. Patent and TrademditeQfr are the subject
of pending U.S. trademark applications. Each ofatther trademarks, tradenames, or service marksaging in this document
belongs to the respective holder. Except as otlserimdicated by the context, references to “wes,™tiour,” “MiddleBrook,”
or the “Company,” refer to MiddleBrook Pharmaceals; Inc. and its subsidiaries.
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PART | — FINANCIAL INFORMATION
ltem 1. Financial Statements (Unauditec

MIDDLEBROOK PHARMACEUTICALS, INC.
CONDENSED BALANCE SHEETS
(amounts in thousands, except par values)

March 31, 201( December 31, 20C

(Unaudited)
ASSETS
Current asset:
Cash and cash equivalel $ 10,93¢ $ 14,79¢
Accounts receivable, n — 2,26¢
Inventories, ne 2,94¢ 4,24;
Prepaid expenses and other current a: 3,501 4,74¢
Total current asse 17,381 26,05¢
Property and equipment, r 1,92 4,55k
Other noncurrent asse 67¢ 1,48¢
Intangible assets, n 9,44 10,07
Total asset $ 29,43. $ 42,17"
LIABILITIES AND STOCKHOLDERS ' EQUITY
Current liabilities:
Accounts payabl $ 2,23: $ 1,031
Ca-pay assistance prograi 4,90t 3,79¢€
Accrued operating lease obligatic 5,66¢ 1,102
Accrued expenses and other current liabili 6,213 9,05(
Total current liabilities 19,01¢ 14,98(
Deferred contract reveni 11,62¢ 11,62¢
Long-term lease obligatior — 2,35¢
Other lon¢-term liabilities 17 162
Total liabilities 30,65¢ 29,12
Commitments and contingenci
Stockholder’ (deficit) equity:
Preferred stock, $0.01 par value; 25,000 sharémeméd, no shares issued or
outstanding at March 31, 2010 and December 31, — —
Common stock, $0.01 par value; 225,000 shares ardil 86,512 shares issued and
outstanding at March 31, 2010 and December 31, 86& 86&
Capital in excess of par vall 312,27¢ 311,42¢
Accumulated defici (314,36) (299,240()
Total stockholder (deficit) equity (1,22€) 13,05!
Total liabilities and stockholde’ (deficit) equity $ 29,43. $ 42,178

The accompanying notes are an integral part oetbeadensed financial statements.
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MIDDLEBROOK PHARMACEUTICALS, INC
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS
(amounts in thousands, except per share amounts)

Three Months Ended March 31

2010 2009
(Unaudited)
Product sale $ 6,04¢ $ 8,96¢
Costs and expense
Cost of product sale 2,11z 757
Research and developmt 37¢ 1,85¢
Selling, general and administrati 18,68¢ 16,47
Total costs and expens 21,17; 19,08’
Loss from operation (15,13) (10,119
Interest incomt 12 25€
Interest expens (9) (11)
Other income 2 —
Loss before income tax $ (15,12¢) $ (9,879
Income taxe: — 132
Net loss $ (15,12¢) $ (10,009
Basic and diluted net loss per sh $ (0.179) $ (0.12)
Shares used in calculation of basic and dilutedasstper shar 86,517 86,43t

The accompanying notes are an integral part oetheadensed consolidated financial statements.




Table of Contents

MIDDLEBROOK PHARMACEUTICALS, INC.
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(amounts in thousands, except per share amounts)

Three Months Ended March 31

2010 2009
(Unaudited)
Cash flows from operating activitie
Net loss $ (15,12¢) $ (10,00%)
Adjustments to reconcile net loss to net cash usegerating activities
Depreciation and amortizatic 1,83¢ 72¢
Stocl-based compensatic 84¢ 82¢
Deferred rent and credit on lease conces (14%) 1)
Amortization of discounts on marketable securi — (57)
Loss on disposal of fixed assets and existingifgc 3,021 —
Gain on termination of capital leas (22 —
Deferred tax expens — 13z
Changes in
Accounts receivabl 2,54¢ (9,075
Inventories 1,29¢ (2,02%)
Prepaid expenses and other current a: 2,12C (561)
Deposits and other assi (62) (46)
Accounts payabl 1,201 (522)
Accrued expenses and other liabilit (1,219 1,68¢
Net cash used in operating activit (3,709 (18,919
Cash flows from investing activitie
Purchases of marketable securi — (18¢)
Sales and maturities of marketable secur — 20,81"
Purchases of property and equipm — (28)
Net cash provided by investing activiti — 20,60
Cash flows from financing activitie
Principal payments on capital lease obligati (15€) (24¢€)
Proceeds from exercise of common stock opt — 6
Net cash used in financing activiti (15€) (240)
Net (decrease) increase in cash and cash equis (3,860 1,44
Cash and cash equivalents, beginning of pe 14,79¢ 30,52(
Cash and cash equivalents, end of pe $ 10,93¢ $ 31,96°
Supplemental disclosure of cash flow informati
Cash paid for intere: $ 9 $ 11
Supplemental disclosure of noncash investing amghfiing transaction
Capital lease obligations for leased vehit $ — $ 4,89¢
Cancellation of capital lease obligatic $ 1,40¢ $ =

The accompanying notes are an integral part oetheadensed consolidated financial statements.
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MIDDLEBROOK PHARMACEUTICALS, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S
(tabular amounts in thousands except per share daja

1. Chapter 11 Bankruptcy Filing

On April 30, 2010 (the “Petition Date”), MiddleBrkdharmaceuticals, Inc. (“MiddleBrook,” the “Compan‘we” or
“us”) filed a voluntary petition for bankruptcy geztion (the “Petition”under Chapter 11 of the United States Bankruptaye
in the United States Bankruptcy Court in the Distaf Delaware (the “Bankruptcy Court”), case numb@-11485 (the
“Bankruptcy Case”). As a result, we are currenfhgi@ting as “debtor-in-possession” under the jigtsah of the Bankruptcy
Court and in accordance with the applicable prowisiof the Bankruptcy Code. We will continue to enga and operate our
business and assets in the ordinary course durengeéndency of the Bankruptcy Case, subject tsupervision and orders of
the Bankruptcy Court and in accordance with appleE@rovisions of the United States Bankruptcy Code

As a result of the Petition, realization of assetd liquidation of liabilities are subject to unaénty. While operating as a
debtor-in-possession under the protection of Chdtef the Bankruptcy Code, subject to Bankrugoyrt approval or as
otherwise permitted in the normal course of busineg may sell or otherwise dispose of assetsigailate or settle liabilities
for amounts other than those reflected in the apemying condensed consolidated financial statemEuntsher, a plan of
reorganization could materially change the amoantsclassifications reported in the consolidatestbhical financial
statements, which do not give effect to any adjestis1to the carrying value of assets or amounlialufities that might be
necessary as a consequence of confirmation ofnegbleeorganization.

We cannot provide any assurance as to what vafussy, will be ascribed in the bankruptcy procei to various pre-
petition liabilities or common stock. Accordinglyaution should be exercised with respect to exjstimd future investments in
any securities of the Company.

Reporting Requirement

As a result of filing the Petition, we will be pedically required to file various documents withdgprovide certain
information to the Bankruptcy Court, including staients of financial affairs, schedules of asseatdliabilities and monthly
operating reports in forms prescribed by federakbaptcy law.

While such materials will accurately provide thamrent information required under federal bankrypésv, they will
nonetheless be unaudited and prepared in a foriffiextetht from that used in our financial statemefiiesd with the Securities
and Exchange Commission (the “SEC”). Accordinglg, believe that the substance and format do nawatieaningful
comparison with our regular publicly disclosed aditiated financial statements. Moreover, the matefiled with the
Bankruptcy Court are not prepared for the purpdgeaviding a basis for an investment decisiontietato our securities, or
for comparison with other financial informationefil with the SEC.

First Day Motions

The Bankruptcy Court has approved various motionsdlief designed to allow us to continue normag@tions. The
Bankruptcy Court’s orders provide MiddleBrook, argasther things: (a) the ability to prevent utilfiyoviders, on an interim
basis pending a final hearing, from altering, réfgsor discontinuing utility services, (b) authgrio pay certain taxes and
governmental assessments in the ordinary coursasifiess, (c) authority to pay certain pre-petigiod post-petition employee
wages, (d) authority to pay pre-petition reimbutediusiness expenses and certain terminated engptbyigations,

(e) authority to continue paying certain employesyes and salaries, reimbursable expenses, heailtltlgims, and insurance
programs and obligations in the ordinary courskusiness, (f) authority to make deductions from leyges’ paychecks for
employees’ portions of certain employee benefgsalithority to continue workers’ compensation paogs, (h) authority to
pay certain pre-petition claims of critical vendarsd service providers and certain administratisértholders, (i) authority
directing banks and other financial institutiondtmor all checks and electronic payment requeatienby us related to items
(c)-(h), above, (j) the ability to continue maind®ce of existing bank accounts and existing cashagement systems, and
(k) an interim order establishing notification amehring procedures for transfers of our equity sges.
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Notifications

Shortly after filing the Petition, we began notifgiall known current or potential creditors of #etition filing. The
Petition automatically enjoined, or stayed, thetrwation of any judicial or administrative procégglor other actions against
us or our property to recover on, collect or seeuctkaim arising prior to the Petition Date. Verslaill be paid for goods and
services provided after the Petition Date in thdir@ary course of business. Under the BankruptcyeCag may assume or
reject certain unexpired leases, subject to the&kBgmcy Court’s approval and certain other condisio

As of the filing date of this report, we have filadnotion to reject certain of our operating aral property leases. The
Bankruptcy Court has not yet held hearings onrtfotion. Various other filings will be been madetwigespect to third party
servicing firms, professional firm engagements emwtract approvals.

Basis of Presentatiol

The year-end condensed balance sheet was deroradafrdited financial statements. The accompanyiragidited
condensed consolidated financial statements o€tirapany have been prepared in accordance with ataguprinciples
generally accepted in the United States (“GAAP’J arth the instructions to Form 10-Q and ArticledftRegulation S-X.
Accordingly, the unaudited condensed consolidatehtial statements do not include all of the infation and disclosures
required by GAAP for complete financial statemefitserefore, these condensed consolidated finastEig#ments should be
read in conjunction with our Annual Report on Fdt®iK for the year ended December 31, 2009, as Vil the SEC on
March 16, 2010, and our subsequent Current ReporEorm 8-K filed with the SEC. The interim condeti€onsolidated
financial statements reflect all adjustments timathe opinion of management, are necessary fairafatement of our financial
condition and results of operations for the peripassented. Except as otherwise disclosed, all adgtstments are of a normal
recurring nature.

The unaudited condensed consolidated financiarsiats presented herein reflect the financial jpositesults of
operations and cash flows of MiddleBrook, and Hasen prepared on the basis of a going concermuajththe events leading
up to the Petition and the Petition proceedingaterencertainties about our ability to meet ouigattions as they become due.
As a result of certain events of default, we haaassified the remaining rent payments associaitdour vacated
Germantown, Maryland facility as a current lialyiliin our condensed balance sheet (see Nbte Commitments and
Contingencieg. The unaudited condensed consolidated finan@astsients do not include any other adjustmentsfteat the
possible future effects on the recoverability aledsification of assets or the amounts and classi€ins of liabilities that may
result from the outcome of these uncertainties.

The unaudited condensed consolidated financiadrstats do not purport to reflect or provide for tbasequences of the
Bankruptcy Case, including the accounting requireihender the Financial Accounting Standards Bd&ASB”) Accounting
Standards Caodification (“ASC”) Topic 852, “Reorgaations” (“ASC 852"). As a result, the unauditeshdensed consolidated
financial statements do not segregate liabilitiggesct to compromise in the condensed balance sineleteorganization items,
net in the condensed consolidated statement oftipes, nor do they reflect any of the fresh-stapbrting adjustments
required by ASC 852, which we expect will be reqdiif and when we emerge from bankruptcy.

NASDAQ Delisting

In accordance with NASDAQ Listing Rule 5250(b), April 30, 2010, we notified The NASDAQ Stock Market
(“NASDAQ") that we had filed the Petition. On May 3010, we received notice from NASDAQ notifyingthat, due to the
filing of the Petition, trading of our common stoekl be suspended at the opening of business oy Ma2010 and that our
common stock will be de-listed from the NASDAQ GébiMarket that same day, pursuant to NASDAQ Listinges 5101,
5110(b) and IM-5101-1. At this time, we do not imdeto appeal NASDAQ's decision.

2. Nature of Business

We were incorporated in Delaware in December 19@8Bcmmmenced operations on January 1, 2000. Wa are
pharmaceutical company focused on commercializimgiafective drug products that fulfill unmet medi needs. We have
developed a proprietary delivery technology cafédl SYS, which enables the pulsatile delivery, divéey in rapid bursts, of
certain drugs. Our PULSYS technology may providegtolonged release and absorption of a drug, whebelieve can
provide therapeutic advantages over current dagigignens and therapies. We currently have 25 Wsbeid patents and seven
foreign patents covering our PULSYS technology,clitéxtend through 2020.

Our current PULSYS product, MOXATAG (amoxicillin ended-release) Tablets, 775 mg, received U.S. Boddrug
Administration (“FDA”) approval for marketing ondaary 23, 2008, and is the first and only FDA-apponce-daily
amoxicillin. It is approved for the treatment ofgepngitis/tonsillitis secondary tBtreptococcus pyogengsommonly known as
strep throat, for adults and pediatric patients Eyand older, and there is no AB-rated equivaieMOXATAG.
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We began marketing MOXATAG on March 16, 2009. Weehmcurred, and will continue to incur, signifi¢axpenses
associated with the commercialization of MOXATAG date, revenues recognized from our KEFLEX (immatdrelease
cephalexin) and MOXATAG products have been limiaed have not been sufficient for us to achieveustasn profitability.
We believe our existing cash resources will beisieffit to fund our operations through the seconatigu of 2010.

Liquidity

We have experienced significant operating lossasespur inception in 2000. As of March 31, 2010,had an
accumulated deficit of $314.4 million. The proce§sleveloping and commercializing our products feggusignificant researc
and development work, preclinical testing and chhirials, as well as regulatory approvals, suligthmarketing and sales
efforts, and manufacturing capabilities. Theseva@s, including the commercialization of MOXATA®gether with our
general and administrative expenses, require sigmnifinvestments and are expected to continuesialtrin significant
operating losses for 2010 and the foreseeabledyifinve were to continue as an independent entity.

On March 12, 2010, we announced that we had endgatgsther & Company, formerly Broadpoint GleacheciBities
Group, Inc. (“Gleacher”), as our financial advisorassist our Board of Directors in identifying andiluating strategic
alternatives, including a possible merger or sHiee Board of Directors has not set a definitiveetiaile for the completion of
its evaluation, and there can be no assurancéhgirocess will result in a transaction. We dointend to disclose
developments regarding this process unless anbthuatBoard of Directors has approved a specifingaction. If we are unable
to consummate a strategic transaction in the neard, depending on the outcome of the BankrupgseCwe may be unable
continue operations as a going concern.

Beginning in April 2010 we ceased making rentalrpagts on our leased facilities in Germantown, Mamgl On April 6,
2010, we received notices of default from the land# on those leases. The landlords assertechihaefault gave them the
right to re-possess the leased premises, diswairehnt, apply the security deposit to satisfy amswue, and claim damages for
the loss of rent for the balance of the term ofdgeeements. On or about April 14, 2010, becauseeofiefaults, the landlords
made demand of the letters of credit we had agisgdeposit, included within other current assaiour condensed balance
sheet as of March 31, 2010. These amounts wereguéstly paid to the landlords in accordance wWithterms of the letters of
credit. For further information, see Ndt8 — Commitments and Contingencies

Our estimates of future capital requirements aertain and will depend on a number of factorduiding the outcome ¢
the Bankruptcy Case, the success of our commeratain of MOXATAG, the progress of our research dadelopment of
product candidates (which are currently delayd timing and outcome of regulatory approvals, caskived from sales of
our products, payments received or made underwnyef collaborative agreements, the costs invoirazhforcing patent
claims and other intellectual property rights, stetus of competitive products, the availabilityfioincing, and our or our
potential partnerssuccess in developing markets for our product akids. Changes in our commercialization and devsdoy
plans, partnering activities, regulatory activiteesd other developments may increase our rateesftspg and decrease the
period of time our available resources will fund operations. Insufficient funds will require usdontinue to delay, scale back
or eliminate some or all of our research, develapmoe commercialization programs, or may adverséfgct our ability to
operate as a going concern.

On June 29, 2009, we entered into a Loan and Sgd&greement, which we refer to as the Loan Agresineith Silicon
Valley Bank for a two-year $10.0 million revolvitige of credit for working capital needs. Effectivarch 16, 2010, we
terminated the Loan Agreement. No balances wertanding during the term of the Loan Agreement.

3. Summary of Significant Accounting Policies
Use of Estimates

The preparation of financial statements in confeymiith GAAP requires management to make estimabesassumptior
that affect the reported amounts of assets antlitie® and the disclosure of contingent assetslatulities at the date of the
financial statements and the reported amountsvaeimges and expenses during the reporting perioglahoesults could differ
from those estimates.

Accounts Receivabl

Accounts receivable represent amounts due frone ttadtomers for sales of pharmaceutical produdkswAnces for
estimated product discounts, chargebacks and wdletaebates are recorded as reductions to grassiais receivable. When
the deductions exceed the gross accounts receilvalzlace, the resulting net liability is recordeithim Accrued expenses and
other current liabilities on our condensed balasteset. Amounts due for returns and estimated relpatgable to third parties
are included in Accrued expenses and other culighilities on our condensed balance sheet.

10
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Intangible Asset:

Identifiable intangible assets with definite live® amortized on a straight-line basis over thatimeated useful lives. The
non-PULSYS KEFLEX assets are being amortized thid2@f1 3 to coincide with the estimated economic bieakthe assets,
which do not use our PULSYS technology. We havéopered an impairment analysis of the intangibleetssand have
determined that none are impaired at this time vilMecontinue to monitor the value and life of thssets.

The KEFLEX brand name and other intangible assete wcquired for marketing purposes, and the ckkt@ortization is
charged to selling expense. We do not have idabtéiintangible assets with indefinite lives.

Leases<— Capital

We leased vehicles for our field sales force tashsisem in performing their responsibilities oflcay on physicians and
pharmacists. These vehicle leases were accounted foapital leases. We had recorded an assetvitbperty and equipment
and an offsetting liability for the present valddlte minimum lease payments at the inception efilases. The liability was
reduced as the monthly payments were made, withiteop applied to the obligation and the balana®rded as interest
expense. During the first quarter of 2010, we elaéd our field sales force, which resulted intdrenination of all remaining
automobile leases, which had a net book value &f §illion. The net book value of the terminatedomoobile leases was
removed from Property and equipment, net and theciested liabilities were removed from other cuttamd long-term
liabilities. As of March 31, 2010, we have no reniag capital leases, and therefore have no assetssociated liabilities
recorded for vehicle leases.

Segment and Geographic Informatic

We operate in one business segment and are ordaadieg functional lines of responsibility; we dotmitilize a product,
divisional or regional organizational structure eTéntire business is managed by a single manageeantthat reports to the
chief executive officer.

We sell our products to a limited number of pharendical wholesalers and retailers, and all progdatgs occur in the
United States. Long-lived assets, consisting operty and equipment, are located both in the Uritiedes and Ireland, as

follows:
Property and
Geographic Information Equipment
United State: $ 371
Ireland 1,552
Total $ 1,92¢

Recent Accounting Pronouncemen

In December 2009, the FASB issued Accounting Stattsddpdate (“ASU”) No. 2009-17, “Consolidations:drovements
to Financial Reporting by Enterprises Involved withriable Interest Entities,” which codifies Statsmh of Financial
Accounting Standard No. 167, “Amendments to FASRrpretation No. 46(R),” issued in June 2009. ARI02 17 amends
certain provisions of ASC 810 related to the coidsdion of variable interest entities (“VIE”). ASRD09-17 replaces the
guantitative-based risks and rewards calculatiomé&ermining which enterprise has a controllinmaficial interest in a VIE
with an approach focused on identifying which emtise has the power to direct the activities of g that most significantly
impact the VIE's economic performance and the @lian to absorb the losses of the VIE or righteceive benefits from the
VIE that could potentially be significant to theB/IASU 200917 requires ongoing reassessments of whether arpeist is th
primary beneficiary. ASU 2009-17 was effective @erbeginning January 1, 2010. Its adoption didhawe an impact on our
consolidated financial statements.

In January 2010, ASU No. 2010-06, “Improving Distloes about Fair Value Measuremenigg’s issued and requires r
disclosures regarding recurring or nonrecurring¥alue measurements. Entities will be requireseparately disclose
significant transfers into and out of Level 1 arel/el 2 measurements in the fair value hierarchydmstribe the reasons for
transfers. Entities will also be required to pravidformation on purchases, sales, issuances #tehsents on a gross basis in
the reconciliation of Level 3 fair value measuretsein addition, entities must provide fair valueasurement disclosures for
each class of assets and liabilities and disclesaieut the valuation techniques used in deteriifain value for Level 2 or
Level 3 measurements. ASU 2010-06 is effectiverfarim and annual reporting periods beginningrdftecember 15, 2009,
except for the gross basis reconciliation for tieee!l 3 fair value measurements, which is effediivdiscal years beginning
after December 15, 2010. The adoption of ASU 208@id not have a material impact on our consadiddinancial statement
There were no transfers between Level 1 and Lewa¢@surements in the fair value hierarchy durimgttinee months ended
March 31, 2010.
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4. Revenue

We record revenue from sales of pharmaceuticalymtsdunder the KEFLEX brand name and, beginnirtherfirst
quarter of 2009, under the MOXATAG brand name.

Beginning July 15, 2009, we implemented a $20 marinco-pay program for MOXATAG. The program is desid to
keep a patient’s net out-of-pocket co-pay expeasa MOXATAG prescription at no more than $20. Eafts can redeem a
voucher at the point-of-sale in conjunction wittving a MOXATAG prescription filled. Our estimateditéire liability for this
program is recorded as an offset to our gross sdlREOXATAG as we record sales to our customers.

5. Other Comprehensive Loss

Other comprehensive (loss) income consists of lirezhgains and losses on available-for-sale malitetsecurities and
unrealized gains and losses on foreign exchangefdrcontracts. As of March 31, 2010, we had nealiwed gains or losses,
resulting in no adjustment from Net loss to compredive loss.

The following table presents the computation of poghensive loss, net of tax, for the three montiied March 31, 2010
and 2009:

Three Months Ended March 31

2010 2009
Net loss $ (15,12¢) $ (10,00%)
Net unrealized investment losses, net of tax of — (127)
Net unrealized losses on forward contracts, néwobf $51 — (82)
Total comprehensive lo: $ (15,12¢) $ (10,219

6. Earnings Per Share

Basic earnings per share is computed based ondighted-average number of common shares outstaddirigg the
period. Diluted earnings per share is computeddasghe weighted-average shares outstanding adjbst all dilutive
potential common shares. The dilutive impact, if,af potential common shares outstanding durimgpriod, including
outstanding stock options, is measured by the urgastock method. Potential common shares arenchided in the
computation of diluted earnings per share if theyantidilutive. We incurred net losses for the#imonth periods ended
March 31, 2010 and 2009, and accordingly, did setime exercise of any of our outstanding stoclooptor warrants.

The following securities could potentially dilutagic earnings per share in the future and wer@nohtded in the
computation of diluted earnings per share becawsewould have been antidilutive for the periodssgnted:

March 31,
(Number of Underlying Common Shares’ 2010 2009
Stock options 10,77¢ 16,46«
Warrants 25,56: 25,56:
Total 36,331 42,02¢

7. Accounts Receivable
Accounts receivable, net consists of the following:

March 31, December 31

2010 2009
Accounts receivable for product sales, g1 $ 872 $ 3,05¢
Allowances for rebates, discounts and chargeb (1,147 (78€)
Accounts receivable for product sales, $ (275 % 2,26¢
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The total net accounts receivable balance as o€iMat, 2010 is a liability balance and is thereftaegorized within
Accrued expenses and other current liabilities @ncondensed balance sheet for the period. Ouedaistomers are large
wholesalers of pharmaceutical products and retaileretailer and two large wholesalers accounbe@dpproximately 36.6%,
17.9% and 15.8%, respectively, of our accountsivabée for product sales as of March 31, 2010.

8. Inventories

Inventories, net consists of the following:

March 31, December 31

2010 2009
Finished good $ 3361 % 3,791
Work in proces: 66C —
Raw material 60z 904
Reserve for slo-moving inventory (1,675 (4539)
Inventories, ne $ 2,94¢ $ 4,24

During the three-month period ended March 31, 2@H€Ye was a reserve of $1.4 million recorded prign&or slow-
moving MOXATAG inventory, following the eliminatioof our field sales force during the first qua&2010. During the
three-month period ended March 31, 2009, there wer@mounts recorded for obsolete and slow-movimgritory.

During the three-month period ended March 31, 2@@put certain bulk tablet batches on hold pentliregfuture
direction of MOXATAG, which resulted in work in peess inventory as of March 31, 2010.

9. Property and Equipment

Property and equipment consists of the following:

March 31, December 31

2010 2009
Computer equipmer $ 754 $ 754
Furniture and fixture 834 834
Equipment 3,514 3,51«
Automobiles— capital lease — 2,50z
Leasehold improvemen 9,23¢ 9,23¢
Subtotal 14,34 16,84:
Less— accumulated depreciatic (12,419 (12,289
Property and equipment, r $ 1,92t  $ 4,55¢

During the three-month period ended March 31, 20iterminated all remaining vehicle leases follugvihe elimination
of our field sales force. These leases were aceduor as capital leases. As a result of termiigdtire leases, we removed the
assets and associated liabilities associated hétbet capital leases from our financial statements.

10. Intangible Assets

Intangible assets at March 31, 2010 and Decemhe2(®O consist of the following:

March 31, 2010

Gross Net
Carrying Accumulated Carrying
Amount Amortization Amount
KEFLEX intangible asset $  11,75¢ $ 2,319) % 9,44¢
Patent:s 12C (120 —
Intangible asset $ 11,87¢ $ (2,439 % 9,44

13




Table of Contents

December 31, 2009
Gross Carrying Accumulated Net Carrying

Amount Amortization Amount
KEFLEX intangible asset $ 11,75¢ $ (1,685 $ 10,07
Patents 12C (120)
Intangible asset $ 11,87¢ $ (1,805 $ 10,07¢

Identifiable intangible assets with definite livea® amortized on a straiglitte basis over their estimated useful lives. S
the re-acquisition of the non-PULSYS KEFLEX intdplgiassets on September 4, 2008, the assets wegedmortized over
12 years to coincide with patents associated wghRULSYS technology.

Beginning in the fourth quarter of 2009, we redutteelremaining life of the KEFLEX intangible ass&tgour years to
better reflect our estimated economic life of theats, which do not use our PULSYS technology. @féopmed an impairment
analysis of the intangible assets for the end 6028hd updated it for the first quarter 2010, ardchave determined that none
are impaired. We will continue to monitor the valred life of the assets.

11. Restructuring

Effective March 15, 2010, we eliminated our fieldes force and significantly reduced our corpostadf to preserve our
cash resources as we explore our strategic opt##anpart of the reduction-in-force, our presidemd &hief executive officer
announced his resignation to further reduce opegakpenses. In connection with this reductionaned, we recorded an
expense of approximately $3.2 million during thstfiquarter 2010 associated with the severancditefor the 125 fieldbase:
and 20 office-based employees who were notifietttigir employment would be terminated by April 2810. This entire
expense was recorded within Selling, general andrsdtrative on our condensed statement of operatiddditionally, we
recorded $0.2 million of non-recurring exit costsmarily related to vehicle lease termination exgenand the write-off of the
remaining net book value of software licenses djpetti our field sales force.

During the second half of 2009, we strategicalBligned our field sales force and eliminated coapostaff positions to
more aggressively preserve our financial resould&sterminated 142 field-based and 16 office-basegdloyees. All
employees were notified and terminated within teeqa the associated expense was accrued. In coomegth the reductions-
in-force, we recorded $2.3 million of severanceemnge and benefits. Of the total expense, $1.9amillias recorded in Selling,
general and administrative expenses, while the irenta$0.4 million was recorded within Research degielopment expense

The liabilities for these reductions-in-force weeeorded in current accrued expenses, as all amanatexpected to be
paid out within one year of being incurred.

The following table presents a rollforward of theeaued severance and benefits liability associafduthe 2009 and 201
workforce reductions, as discussed above, forhtreetmonths ended March 31, 2010:

2010 2009

Workforce Workforce

Reduction Reduction Total
Liability as of 12/31/0¢ $ — $ 82¢ $ 82E
Expense 3,16¢ — 3,16¢
Cash paic (1,746 (744) (2,490
Adjustment — (19 (19)
Liability as of 3/31/1( $ 1,42: $ 62 $ 1,48¢

12. Income Taxes

Income tax expense or benefit for the year is meglio be allocated among continuing operatiorssaditinued operatior
extraordinary items, other comprehensive incomd,igems charged or credited directly to stockhatdequity. Pursuant to th
intraperiod allocation requirement, for the threenth period ending March 31, 2009, $132,000 ofetgense has been
allocated to the loss from continuing operatiortisTax expense is reversing a tax benefit receghiuring 2008. The exper
was recognized in 2009 as the items in other congm&ve income are realized in our net loss. Wendidecord any tax
provision or benefit for the three-month periodiegdVvarch 31, 2010. We have provided a valuatidovednce for the full
amount of our net deferred tax assets becauseataii of any future benefit from deductible tenggrdifferences and net
operating loss carry forwards cannot be sufficieatisured at December 31, 2009 and March 31, 2010.
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We have federal and state net operating lossesrdesearch and experimentation tax credit zate ax credit
carryforwards available to reduce future taxabé®me. Under the provisions of Sections 382 andd8Be Internal Revenue
Code, certain substantial changes in our ownerslaip result in a limitation on the amount of netrgp@g loss and research
and experimentation tax credit carryforwards thayre utilized in future years. During 2001, 2008 2008, we may have
experienced such ownership changes.

We are primarily subject to U.S. federal and Mangland Texas state corporate income taxes.

Our policy is to recognize interest related to meotax matters, if any, in interest expense andlfien related to income
tax matters, if any, in operating expenses. As afdl 31, 2010 and December 31, 2009, we had naasdor interest or
penalties related to income tax matters.

13. Commitments and Contingencies
Leases— Facilities

As of March 31, 2010, we have $5.7 million recordsda current liability on our condensed balaneesiThis balance
represents the present value of the remaining lgagments on our leased facilities in Germantowarand. During the first
quarter 2010, we vacated the space and recordadditional $3.0 million of expense associated \ligh facility to increase the
liability to reflect all remaining lease paymemsiditionally, we moved the entire liability into ment liabilities in anticipation
of defaulting on the lease. This charge, along withwrite-off of the leasehold improvements anahiture abandoned with the
building, was recorded in the Selling, general adudhinistrative expense on our condensed statenfi@piecations.

Based on our current liquidity issues, we ceasekingaany rental payments for our Germantown, Margllieased
facilities beginning in April 2010. On April 6, 201we received a notice of default from Minkoff éepment Corporation, on
behalf of Seneca Meadows Corporate Center Il L'ISeneca 111”), with respect to default under (bt ease #1 Documents
(as defined below) entered into in connection witin lease of the premises located at 20443-20446caeMeadows Parkway
(the “Lease #1 Premises”) in Germantown, Marylaodif Seneca Il (“Lease #1”) and (2) that certaiarRissory Note, dated
May 1, 2009, issued by us for the benefit of SerBagith an original principal amount of $606,228. (the “Note”). The
“Lease #1 Documents” include the following: Agreernef Sublease (“Subleasetated August 4, 2004, between us and L.
Scale Biology Corporation (“LSBC"); Seneca llI's @s®nt to Sublease, dated August 2, 2004 (“Consedti)plement to
Sublease, dated August 24, 2004, between Senemad llis; Agreement, dated August 11, 2006, betBeeeca Il and us
(where we agreed to attorn to and become the deeant of Seneca Ill under the Sublease, ConsehPdame Lease
Agreement, dated July 26, 2000, between SeneeadlLSBC (as assignee)); Amendment to Lease, delediary 4, 2008,
between Seneca Il and us; and Second Amendmémtatee, dated April 23, 2009, between Seneca Illusnd

The notice of default with respect to the Leas®#tuments and the Note states that the defaultitedsrom our failure
to remit our scheduled lease payments under Lebgetéling $31,899.55 due on April 1, 2010, and seheduled principal al
interest payment under the Note of $31,031.71 duamil 1, 2010. The terms of Lease #1 provide #raevent of default
under Lease #1 could give Seneca Il the righetpassess the Lease #1 Premises, distrain foraply the security deposit to
satisfy amounts due, and claim damages for thedbsant sustained by Seneca lll for the balanciefterm of Lease #1. In
addition, default under the Note could cause thigeeanpaid principal balance under the Note, thgetvith accrued interest,
become immediately due and payable. Upon defadlaaneleration of payment under the Note, theahieterest would be
automatically increased, from the date of defantil the Note is paid in full, from eight perce®%) per annum to fifteen
percent (15%) per annum.

Additionally, on April 6, 2010, we received a naiof default from Minkoff Development Corporatiam behalf of
Seneca Meadows Corporate Center Il LLC (“Senegadlir landlord under that certain Lease, datedusud, 2002, between
us and Seneca Il with respect to the premisesddcait20417-20435 Seneca Meadows Parkway (the é#aSremises”) in
Germantown, Maryland (“Lease #2"). The notice dfaddt states that the default resulted from ouufaito make our
scheduled lease payment under Lease #2 totaling,$8@.65, which was due on April 1, 2010. An evafrdefault under Lease
#2 could give Seneca Il the right to re-possess #ase #2 Premises, distrain for rent, apply tlcerssy deposit to satisfy
amounts due, and claim damages for the loss okresthined by Seneca Il for the balance of the tdrbease #2.

On or about April 14, 2010, because of the defaBlémeca Il and Seneca Il made demand of letfessedit that we had

as a security deposit included in other currenttassn our condensed balance sheet as of Mar@020, These amounts were
subsequently paid to Seneca Il and Seneca llldordance with the terms of the letters of credit.
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Capital Leases — Automobiles

In connection with hiring a field sales force dugrithe first quarter of 2009, we entered into leaseter a master lease
agreement to provide vehicles for the sales faMe accounted for these leases as capital leasedtimg in us recording the
present value of the minimum lease payments assat within Property and equipment, with an offegttiability split
between other current and long-term liabilitiese Malue of the vehicle leases was being amortized the term of each lease,
and the lease payments were allocated betweeruatiau of the outstanding obligation and interegtense.

Effective March 15, 2010, we eliminated our fieldes force and terminated all automobile leaseg;wiad a remaining
net book value of $1.4 million. The net book vahssociated with all terminated automobile leadesgawith the remaining
current and noncurrent liability balances, wereaeed from Property and equipment, net and otheeatiand long-term
liabilities on our condensed balance sheet. As afdfl 31, 2010, there are no amounts recorded ooamglensed balance sheet
associated with capital leases.

For the three-month periods ended March 31, 208®809, we paid $9,000 and $11,000, respectivehiniputed
interest on capital leases.

14. Subsequent Events

As discussed in Not&3 — Commitments and Contingencies April 6, 2010, we received a notice of defdrdtm Seneca
Il and Seneca lll related to the lease agreementsur Maryland facilities. Seneca Il and Senetaubsequently made
demand, and received payments, on letters of dteatitve had as a security deposit for the leases.

As discussed in Note — Chapter 11 Bankruptcy Filingon April 30, 2010, we filed a Petition for reliehder Chapter 11
of the United States Bankruptcy Code and notifi&SRAQ that we had filed the Petition. On May 3, @0ive received notice
from NASDAQ notifying us that, due to the filing tfe Petition, trading of our common stock on tHeSDAQ Global Market
will be suspended at the opening of business on Mayp010.
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Item 2. Managemen's Discussion and Analysis of Financial Condition drResults of Operation

The following discussion of our financial conditiand results of operations should be read in catijom with the
condensed consolidated financial statements anckthed notes included elsewhere in this Quartedgort on Form 1@ and
the consolidated financial statements and relatégisrand Management’s Discussion and Analysisradrigial Condition and
Results of Operations included in our Annual ReporEorm 10-K for the year ended December 31, 288%)ed with the
Securities and Exchange Commission (“SEC”) on Md&h2010, and our subsequent Current Reports on B filed with
the SEC. This discussion contains forwérdking statements, the accuracy of which involiglss and uncertainties. Our act
results could differ materially from those antidigdin the forward-looking statements for many oeas including, but not
limited to, those discussed herein and in our AhRegort on Form 10-K for the year ended Decemie2809. See
“Financial Information — Special Note Regarding k@ard-Looking StatementsAll tabular amounts are presented in
thousands, except per-share data.

Chapter 11 Bankruptcy Filing

On April 30, 2010 (the “Petition Date”), we filedvaluntary petition for bankruptcy protection (theetition”) under
Chapter 11 of the United States Bankruptcy CodbenUnited States Bankruptcy Court in the DistoicDelaware (the
“Bankruptcy Court”), case number 10-11485 (the “Baiptcy Case”). As a result, we are currently opegaas “debtor-in-
possession” under the jurisdiction of the Bankrygourt and in accordance with the applicable mmiovis of the Bankruptcy
Code. We will continue to manage and operate osiness and assets in the ordinary course duringehdency of the
Bankruptcy Case, subject to the supervision andrerdf the Bankruptcy Court and in accordance ejplicable provisions of
the United States Bankruptcy Code.

As a result of the Petition, realization of assetd liquidation of liabilities are subject to urntaénty. While operating as a
debtor-in-possession under the protection of Chdtef the Bankruptcy Code, subject to Bankrugoyrt approval or as
otherwise permitted in the normal course of busineg may sell or otherwise dispose of assetsigailate or settle liabilities
for amounts other than those reflected in our cosdé consolidated financial statements. Furthplamof reorganization cou
materially change the amounts and classificatiepsnted in the consolidated historical financiatsments, which do not give
effect to any adjustments to the carrying valuassfets or amounts of liabilities that might be seagy as a consequence of
confirmation of a plan of reorganization.

We cannot provide any assurance as to what vafussy, will be ascribed in the bankruptcy procei to various pre-
petition liabilities or common stock. Accordinglyaution should be exercised with respect to exjstimd future investments in
any securities of the Company.

First Day Motions

The Bankruptcy Court has approved various motionsdlief designed to allow us to continue nornm@di@tions. The
Bankruptcy Cours orders provide us, among other things: (a) thi@yato prevent utility providers, on an interinabis pendin
a final hearing, from altering, refusing, or distioning utility services, (b) authority to pay cairt taxes and governmental
assessments in the ordinary course of businesaytledrity to pay certain pre-petition and posttfmat employee wages, (d)
authority to pay pre-petition reimbursable businegsenses and certain terminated employee obliggti@) authority to
continue paying certain employee wages and sajag&sbursable expenses, health plan claims, aadance programs and
obligations in the ordinary course of businessa(fthority to make deductions from employees’ pag&l for employees’
portions of certain employee benefits, (g) autlydwtcontinue workers’ compensation programs, (fiherity to pay certain
prepetition claims of critical vendors and servicepders and certain administrative claimholdersa(ijhority directing bank
and other financial institutions to honor all cheelnd electronic payment requests made by us ddlaitems (c)-(h), above,
(j) the ability to continue maintenance of existlvank accounts and existing cash management systachgk) an interim ords
establishing notification and hearing proceduregrimsfers of our equity securities.
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Notifications

Shortly after filing the Petition, we began notifgiall known current or potential creditors of #etition filing. The
Petition automatically enjoined, or stayed, thetrwation of any judicial or administrative procégglor other actions against
us or our property to recover on, collect or seeuctkaim arising prior to the Petition Date. Verslaill be paid for goods and
services provided after the Petition Date in thdir@ary course of business. Under the BankruptcyeCag may assume or
reject certain unexpired leases, subject to the&kBgmcy Court’s approval and certain other condisio

As of the filing date of this report, we have filadnotion to reject certain of our operating aral property leases. The
Bankruptcy Court has not yet held hearings onrtfotion. Various other filings will be been madetwigespect to third party
servicing firms, professional firm engagements emwtract approvals.

Basis of Presentatiol

The unaudited condensed consolidated financiadrsiants presented herein reflect the financial jpositesults of
operations and cash flows of MiddleBrook, and Hasen prepared on the basis of a going concermuajththe events leading
up to the Petition and the Petition proceedingaterencertainties about our ability to meet ouigattions as they become due.
As a result of certain events of default, we haaassified the remaining rent payments associaidour vacated
Germantown, Maryland facility as a current lialyiliin our condensed balance sheet (see Nbte Commitments and
Contingencieg. The unaudited condensed consolidated finan@stsients do not include any other adjustmentsfteat the
possible future effects on the recoverability aledsification of assets or the amounts and classi€ins of liabilities that may
result from the outcome of these uncertainties.

The unaudited condensed consolidated financiadrstats do not purport to reflect or provide for tbasequences of the
Bankruptcy Case, including the accounting requireihender the Financial Accounting Standards Bgd&ASB”) Accounting
Standards Codification (“ASC”) Topic 852, “Reorgaations” (“ASC 852"). As a result, the unauditeshdensed consolidated
financial statements do not segregate liabilitiggesct to compromise in the condensed balance sineleteorganization items,
net in the condensed consolidated statement oftipes, nor do they reflect any of the fresh-stapbrting adjustments
required by ASC 852, which we expect will be reqdiif and when we emerge from bankruptcy.

NASDAQ Delisting

In accordance with NASDAQ Listing Rule 5250(b), April 30, 2010, we notified The NASDAQ Stock Market
(“NASDAQ") that we had filed the Petition. On May 3010, we received notice from NASDAQ notifyingthat, due to the
filing of the Petition, trading of our common stoekl be suspended at the opening of business oy 222010 and that our
common stock will be de-listed from the NASDAQ Gidviarket that same day, pursuant to NASDAQ Listinges 5101,
5110(b) and IM-5101-1. At this time, we do not imdeto appeal NASDAQ's decision.

Our Business

We are a pharmaceutical company focused on comatieneg anti-infective drug products that fulfilhmet medical
needs. We have developed a proprietary delivetyniglogy called PULSYS, which enables the pulsatidivery, or delivery ir
rapid bursts, of certain drugs. Our PULSYS techgglmay provide the prolonged release and absorpfiandrug, which we
believe can provide therapeutic advantages oveeudosing regimens and therapies. We currenthg 28 U.S. issued pate!
and seven foreign patents covering our PULSYS talcigy, which extend through 2020.
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Our current PULSYS product, MOXATAG (amoxicillin ended-release) Tablets, 775 mg, received U.S. Boddrug
Administration (“FDA”") approval for marketing ondlaary 23, 2008, and is the first and only FDA-apponce-daily
amoxicillin. It is approved for the treatment ofgahngitis/tonsillitis secondary t8treptococcus pyogengsommonly known as
strep throat, for adults and pediatric patients Eyand older, and there is no AB-rated equivai@eMOXATAG. We have two
additional PULSYS product candidates. The clina&lelopment programs for these product candidagsuarently delayed
pending adequate financial resources. We had prslyi@announced our plans to start a Phase llladintial for our KEFLEX
(Cephalexin) PULSYS product candidate for the tresatdt of skin and skin structure infections in 200@& believe the added
convenience of improving cephalexin from its typiweo-to-four times per day dosing regimen to aedaily product
represents an attractive commercial opportunity.sdkEmitted a Special Protocol Assessment (“SPAthéoFDA in June 2009
for our KEFLEX PULSYS product candidate. The FDApended to our SPA on July 30, 2009. At this time have not
reached agreement with the FDA regarding the néariority design and planned analysis of the staslputlined in the SPA.
Any future development is contingent upon the sssfted commercialization of MOXATAG, the outcometbé Bankruptcy
Case, adequate financial resources and the FDAéeatent with a revised study design. We also intermbnduct a Phase I
trial to evaluate various dosing regimens of ouoxigillin pediatric PULSYS product candidate in@iskle formulation, for
use in pediatric patients more than two years ot pharyngitis/tonsillitis secondary &treptococcus pyogene®ur Phase |l
trial for the pediatric PULSYS sprinkle productisrrently delayed subject to the availability oflasbnal funds and the
successful commercialization of MOXATAG.

We also currently market certain drug products tlwanot utilize our PULSYS technology and are notgcted by any
patents. We acquired the U.S. rights to KEFLEX (@dexin, USP) capsules, the immediate-release twhoephalexin, from
Eli Lilly and Company (“Eli Lilly”) in 2004.

We have engaged Gleacher & Company (formerly Broedisleacher Securities Group, Inc.) (“Gleach&g’gssist us in
identifying and evaluating strategic options, imthg a potential sale of the Company. There candassurance that we will
able to identify and implement a strategic optioat twill be beneficial to our investors. If we aneable to consummate a
strategic transaction in the near future, dependimthe outcome of the Bankruptcy Case, we maynadle to continue
operations as a going concern.

In order to more aggressively preserve our findmesources, on September 1, 2009 and Decemb@08, e announce
reductions of approximately 25% and 33%, respelgtivie the number of our sales representativesraadagers, as well as
approximately 20% and 20%, respectively, in oupooate staff. In addition, we announced that, éffedMarch 15, 2010, we
eliminated our field sales force and significamégluced our corporate staff to preserve our casburees as we explore
strategic options. As part of this reduction—inerour Chief Executive Officer announced his neafgn as an officer and
director, effective March 15, 2010, to further redwperating expenses.

In February 2010, we partnered with DoctorDirectooyn, Inc. (“DoctorDirectory”) to promote MOXATAGtough
DoctorDirectory’s virtual marketing solution, Ina®eRX®, in those areas not covered by our sales fortieaatime.
IncreaseR® performs as a virtual contract sales organizafionoyiding healthcare professionals with accesddot®nic
sampling and online educational tools and inforaratiWe now rely entirely on IncreaseR%o market MOXATAG, following
the elimination of our field sales force effectiMarch 15, 2010. We also plan to market KEFLEX ia tnited States througf
third party marketer.

Beginning in April 2010, we ceased making rentairpants on our leased facilities in Germantown, N&rgt. On April 6,
2010, we received a notice of default from the lards on those leases. The landlords assertedhihatefaults gave them the
right to re-possess the leased premises, distairefnt, apply the security deposit to satisfy antsulue, and claim damages for
the loss of rent for the balance of the term ofdgeeements. On or about April 14, 2010, becauseeofiefaults, the landlords
made demand of the letters of credit we had agisgcieposit included in other current assets onomndensed balance sheet
as of March 31, 2010. These amounts were subsdyguyend to the landlords in accordance with thenteof the letters of
credit. See Not&3 — Commitments and Contingend@sadditional information.

Management Overview of 2010
The following summarizes the key events that o@xiduring the first three months of 2010:

*  We engaged Gleacher as our financial advisor tash$ise Board of Directors in identifying and evaling strategic
alternatives.

*  We eliminated our field sales force and signifitanéduced our corporate staff, including our fom@hief Executive
Officer, effective March 15, 201

We terminated our Loan Agreement with Silicon WalBank, effective March 16, 201

We partnered with DoctorDirectory.com, Inc. to praen MOXATAG through DoctorDirectory’s virtual mathy
solution, IncreaseR®.

*  We vacated the remaining portions of our leaseaspa Maryland
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Focus for Remainder of 2010

Our primary focus for 2010 is the pursuit of stgatealternatives and the preservation of cash,elsas the continued
commercialization of our MOXATAG and KEFLEX prodsctWe are working to validate additional active nohaceutical
ingredient providers for our MOXATAG product andgagiating with a new third-party manufacturer far iKEFLEX
products. Additionally, we are working to validgeduction on a 10-count dose pack for MOXATAG.

Critical Accounting Policies and Estimates

Our discussion and analysis of our financial caadiand results of operations is based on our @isistatements, which
have been prepared in accordance with accountingiples generally accepted in the United Stat€&NAP”). We have based
our estimates on historical experience and on uarather assumptions that we believe to be reatmnaber the
circumstances, the results of which form the bfsisnaking judgments about the carrying valuesssiess and liabilities that
are not readily apparent from other sources. Agesllts may differ from these estimates undeediffit assumptions or
conditions.

We believe the following critical accounting poésiaffect our more significant judgments and edésased in the
preparation of our financial statements.

Revenue Recoghnitio
We recognize revenue for the sale of pharmaceusicalucts as follows:

Product SalesProvisions for sales discounts and estimates farggbacks, service fees, rebates, co-pay assistadce
product returns are established as a reductionoafuet sales revenue at the time revenues aremaeaty based on historical
experience adjusted to reflect known changes infatiers that impact these reserves.

During the first quarter of 2009, we launched ooce-a-day amoxicillin product, MOXATAG. Our MOXATAG
customers are almost identical to those that pwebar KEFLEX product. Therefore, we have utilinedch of our experience
with KEFLEX in order to estimate our provisions @sated with sales of MOXATAG. We continue to manibur estimates
and assumptions to determine if a different patéenerges with MOXATAG and will adjust our proviseaccordingly in the
period the change is made.

Product ReturnsOur return policy typically allows product returfts products within an 18-month window, which begin
six months prior to the expiration date and corgsup to 12 months after the expiration date, whidipically three years
from the date of manufacture.

Distribution Service Fee€onsistent with industry practice, we enter intstridfbution and inventory management
agreements with our key wholesalers to provideritices to effectively manage channel inventory pravide timely and
accurate data with respect to inventory levelsaatd regarding sales activity.

Chargebacks and Rebat&hargebacks and rebates represent the differetmedre the prices at which we sell our
products to wholesalers and the sales price uléingiaid under fixed price contracts by third-pgrayors, including
governmental agencies. We record an estimate dintleeof sale of the amount to be charged baclstoruebated to the end
user. Medicaid rebates in the first quarter of 2Bbluded an adjustment to account for the incréasbate percentage
authorized by the federal government in March 2010.

Co-Pay Assistance Progran@ur co-pay assistance program has evolved froncawpon and check programs. The
coupon and check redemptions are based on thdisgenins of the coupon or check and timing andngjtyaof distribution,
combined with historical redemption rates. We ldwattour copay assistance program in July 2009, which we desigo kee|
a patient’s net out-of-pocket co-pay expense fIGXATAG prescription at no more than $20. Thepay voucher is availak
at doctors’ offices or through the MOXATAG websiRatients can redeem the voucher at the pointiefisaonjunction with
having a MOXATAG prescription filled. The estimatkability for the redemption of these voucherb&sed on the estimated
number of prescriptions that will be filled withvaucher, compared to the number of prescriptiorthénchannel (i.e., invento
that we have sold to retailers and wholesalerdHaithas yet to be filled as prescriptions for ad-aser patient). In addition to
estimating the number of prescriptions to be fillwe also estimate the number of prescriptions neimin the channel and t
value for which each voucher will be redeemed tavjgle the $20 maximum co-pay benefit.

Other Sales Allowances and ReserWe.also record other sales allowances and res#raeseduce our gross product
revenue, including cash discounts and pricing diet® Cash discount reserves are recorded ascavaalte against accounts
receivable. Pricing discounts are based on thefgpssrms of each discount and are recorded atithe of the sale of such
discounted product.
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The following table summarizes the activity for fivet three months of 2010 associated with accne¢ans, distribution
fees, chargebacks and other sales allowances:

Total
Accrued
Rebates an Sales
Product Distribution Cash Co-pay Other Sales Reserves é&

Returns Service Fee Chargebacks Discounts Assistance Allowances Allowances

Balance at December 31

2009 $ 168 % 51z $ 22C % 55 $ 3,79¢ $ 19t $ 6,462
Provision made for sales
during perioc 262 594 10z 20€ 2,51¢ 33z 4,01F

Provision/(benefit) for sale

in prior periods — — — — (18) 127 10¢
Payments/credit (14) (244) (54) (244) (1,397) (104) (2,05
Balance at March 31,201 $ 1,932 $ 86z $ 26 $ 17 $ 490t $ 551 $ 8,53¢

Income Taxes

We account for income taxes by the liability methddder this method, deferred income taxes aregrézed for tax
consequences in future years based on differerete®bn the tax bases of assets and liabilitieglaidfinancial reporting
amounts at each year-end, which are determinedfbyence to enacted laws and statutory tax ragecaple to the periods in
which the differences are expected to affect taxaidome. Valuation allowances are provided i§ itnore likely than not that
some or all of the deferred tax assets will notdadized. Income tax expense or benefit for the jseallocated among
continuing operations, discontinued operationsaextlinary items, other comprehensive income, terdd charged or credited
directly to shareholders equity. Pursuant to thisaperiod allocation requirement, for the threenthgperiod ending March 31,
2009, $132,000 of tax expense has been allocati toss from continuing operations. We did nabrd any tax provision or
benefit for the three-month period ended March2®1,0. We have provided a valuation allowance ferfthl amount of our net
deferred tax assets because realization of anyefienefit from deductible temporary differenced aat operating loss carry
forwards cannot be sufficiently assured at DecerBtie009 and March 31, 2010.

Recent Accounting Pronouncements

In December 2009, the FASB issued Accounting Statsddpdate (“ASU”), No. 2009-17Consolidations: Improvemenr
to Financial Reporting by Enterprises Involved withriable Interest Entities,” which codifies SFA®.N.67, “Amendments to
FASB Interpretation No. 46(R),” issued in June 2088U 2009-17 amends certain provisions of ASC &léted to the
consolidation of variable interest entities (“VIEASU 2009-17 replaces the quantitathased risks and rewards calculation
determining which enterprise has a controlling fiicial interest in a VIE with an approach focuseddantifying which
enterprise has the power to direct the activitfethe VIE that most significantly impact the VIEeEsonomic performance and
the obligation to absorb the losses of the VIEigintrto receive benefits from the VIE that couldgdially be significant to the
VIE. ASU 2009-17 requires ongoing reassessmenighether an enterprise is the primary beneficialUA2009-17 was
effective for us beginning January 1, 2010. Itspaibm did not have an impact on our consolidatadritial statements.

In January 2010, ASU No. 2010-06, “Improving Distloes about Fair Value Measurementga’s issued and requires r
disclosures regarding recurring or nonrecurring\alue measurements. Entities will be requiredeparately disclose
significant transfers into and out of Level 1 arelel 2 measurements in the fair value hierarchydmsdribe the reasons for
transfers. Entities will also be required to pravidformation on purchases, sales, issuances dtehsents on a gross basis in
the reconciliation of Level 3 fair value measuretsein addition, entities must provide fair valueasurement disclosures for
each class of assets and liabilities and disclssaibeut the valuation techniques used in deterigifaiim value for Level 2 or
Level 3 measurements. ASU 2010-06 is effectivarftarim and annual reporting periods beginningreitecember 15, 2009,
except for the gross basis reconciliation for teeé!l 3 fair value measurements, which is effedirdiscal years beginning
after December 15, 2010. The adoption of ASU 206@Hd not have a material impact on our consatiddinancial statement
There were no transfers between Level 1 and Lewa¢@surements in the fair value hierarchy durimgthinee months ended
March 31, 2010.
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Results of Operations
Three Months Ended March 31, 2010 Compared to Thidenths Ended March 31, 2009
RevenuesNe recorded revenues from net product sales ofd@lion and $9.0 million during the three-monthrioels

ended March 31, 2010 and 2009, respectively. Thewing table sets forth revenues by product far tiree months ended
March 31, 2010 and 2009:

Three Months Ended

March 31,
2010 2009
MOXATAG 775 mg tablet: $ 3,53¢ $ 7,44¢
KEFLEX 750 mg capsule 1,66( 1,01
KEFLEX 250 mg and 500 mg capsu 85( 50&
Total $ 6,04¢€ $ 8,96¢

We began to sell MOXATAG during the first quartér2009 in anticipation of its marketing launch oraidh 16, 2009.
During the third quarter of 2009, we launched d20 thaximum co-pay program designed to keep a patieat out-of-pocket
co-pay expense for a MOXATAG prescription at $20ess. The expense for the co-pay assistance pnogreecorded as a
reduction of revenues. The decrease in MOXATAGssalghe first quarter of 2010 is due to a combarabf fewer gross sales
during the first quarter of 2010 as the traditiosta¢p throat season ended, as compared to thgdiaster of 2009, which
included initial orders by customers in preparatibthe marketing launch, and the negative impaatet sales associated with
the co-pay assistance program during the firsttquaf 2010.

Sales of KEFLEX products increased during the fitstrter of 2010 as compared to the same perigad08, primarily du
to increased sales units combined with increasked sallars following a January 2010 price increase

In February 2010, we partnered with DoctorDirectiarypromote MOXATAG through DoctorDirectoryVirtual marketing
solution, IncreaseRg, in those areas not covered by our sales fortieaatime. We now rely entirely on Increase®Ro
market MOXATAG, following the elimination of ourdld sales force effective March 15, 2010.

Cost of Product Sale€ost of product sales represents the purchasetoat MOXATAG and KEFLEX products sold,
royalties on the KEFLEX 750 mg product, and anyjmions recorded for slowroving or excess inventory that is not expe:
to be sold prior to reaching expiration. The follogrtable discloses the major components of coptaduct sales for the three
months ended March 31, 2010 and 2009:

Three Months Ended

March 31,
2010 2009
Product manufacturing cos $ 551 $ 642
Royalty to Eli Lilly 16C 114
Provisions for slo-moving/obsolete inventor 1,40 —
Total $ 2,113 $ 757

Cost of product sales increased from $0.8 milliariry the three months ended March 31, 2009 to $@lion during the
three months ended March 31, 2010, primarily agéabalt of recording a $1.4 million reserve prim&oy slow-moving
MOXATAG inventory during the three months ended btaB1, 2010.
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Research and Development ExpenBesearch and development expenses decreased $ibb,ar approximately
80.0%, to $0.4 million for the three months endeardh 31, 2010, from $1.9 million for the three nfenénded March 31,
2009. The decrease in research and developmemsapes primarily attributable to a decline in engs associated with the
development of MOXATAG, which we launched in thesfiquarter of 2009. The following table disclotfes components of
research and development expenses for the thre&irperiods ending March 31, 2010 and 2009:

Three Months Ended

March 31,
2010 2009
Third-party direct project costs (consultants & mateyi $ 341 $ 49€
Legal and consulting expens 31 28t
Depreciation and amortizatic 6 41
Salaries, stoc-based compensation, benefits and related — 81C
Facilities and equipment relat — 144
Other expense — 83
Total $ 37¢ $ 1,85¢

Research and development expenses consist of dirddhdirect costs. Direct costs include expesseh as salaries and
related costs of research and development persametthe costs of consultants, materials and mgppabsociated with resea
and development projects, as well as clinical ssidind manufacturing validation in advance of ammercial launch of
MOXATAG. Indirect research and development costéuide facilities, depreciation, and other indiregerhead costs.

During the fourth quarter of 2009, we put our KEBRBULSYS research on hold following our review oétFDA’s
response to our SPA. Subsequent to this decisierhagan to classify expenses related to our emgdoyeresearch and
development in Selling, general and administragixpense on our statement of operations. We antictpase internal costs to
remain classified as Selling, general and admatis® expenses on our statement of operations.

Selling, General and Administrative Expensgslling, general and administrative expenses ise@&2.1 million, or
13.0%, to $18.6 million for the three months entiadch 31, 2009, from $16.5 million for the threemtits ended March 31,
2009, as detailed in the following table:

Three Months Ended

March 31,
2010 2009

Salaries, benefits and related cc $ 4,53¢ $ 6,85¢€
Severance expen 3,16¢ —
Facilities and equipment relat 3,70¢ 55k
Marketing cost: 2,311 5,44¢
Depreciation and amortizatic 1,764 392
Stocl-based compensatic 84¢ 79¢
Legal and consulting expens 67€ 47C
Audit and financial fee 34¢€ 20€
Selling and distribution expens 197 16¢
Other expense 1,041 1,57¢

Total $ 18,59¢ $ 16,47!

Overall, selling, general and administrative exgsriacreased primarily due to severance expenseiatsd with the
elimination of our field sales force and signifitlgrreducing our corporate staff, including ourrfaar Chief Executive Officer,
during the first quarter of 2010 to preserve castources, combined with the increase in facilitgtezl expenses driven by
recording the liability for the remaining lease pents for the leased facilities in Maryland thatweeated during the first
quarter of 2010 and writing off the leasehold imgments associated with those facilities.

These increases were partially offset by lower ratink expenses during the first quarter of 2010man@d to the prior
year first quarter, which included the launch of MOXATAG product, and lower salary and related exges due to few:
employees during the first quarter of 2010 compaoe2D09.

Nonoperational Income (ExpensBjonoperational income (expense) during the threethsoended March 31, 2010
included $12,000 of interest income on cash bawraféset by $9,000 of interest expense relateidéaccounting for leased
vehicles as capital leases, which allocates agrodf the monthly payment to interest. During thieeé months ended March
2009, nonoperational income (expense) includedestencome of $256,000 on invested balances gligraffset by $11,000 ¢
interest expense associated with our capital laaseunting.

Liquidity and Capital Resources



We have funded our operations principally with gineceeds of $54.5 million from a series of fivefpreed stock offering
and one issue of convertible notes over the pdrad 2000 through 2003, the net proceeds of $54l8mfrom our initial
public offering in October 2003, and private plaesits of common stock for net proceeds of $19.9anilhnd $96.0 million in
January 2008 and September 2008, respectivelylditian, we have received funding of $8.0 milliamde$28.3 million from
GlaxoSmithKline and Par Pharmaceutical, Inc., respely, as a result of now-terminated collaboratamreements for the
development of new products.
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In November 2007, we sold certain of our KEFLEXedssn exchange for $7.5 million (less a $0.5 willpayment to the
purchaser to cover its expenses related to theaction), while retaining the right to continue ming the KEFLEX business,
subject to certain royalty payments to the purchasd the right to repurchase the assets at aefdfate at predetermined pric
We repurchased these assets in September 2008.

We have experienced significant operating lossasespur inception in 2000. As of March 31, 2010,had an
accumulated deficit of $314.4 million. The commatiziation of our products, including MOXATAG, todpetr with our general
and administrative expenses, require significaveéstments and are expected to continue to ressigirificant operating losses
for 2010 and the foreseeable future, if we weredtatinue as an independent entity. We believe wigting cash resources will
be sufficient to fund our operations through theosel quarter of 2010 at our planned levels of &&#; including the continue
commercialization of MOXATAG.

We have engaged Gleacher as our financial adwsasgist the Board of Directors in identifying aluating strategic
alternatives, including a possible merger or sékh® Company. The Board of Directors has not sfaitive timetable for th
completion of its evaluation, and there can bessugnce that the process will result in a tramsactf we are unable to
consummate a strategic transaction in the neardutiepending on the outcome of the Bankruptcy Gasanay be unable to
continue operations as a going concern.

Beginning in April 2010, we ceased making rentairpants on our leased facilities in Germantown, N&rgt. On April 6,
2010, we received a notice of default from the lard$ on those leases. The landlords assertedhibhatefaults gave them the
right to re-possess the leased premises, distanefd, apply the security deposit to satisfy anmsutue, and claim damages for
the loss of rent for the balance of the term ofafeements. On or about April 14, 2010, becausieeoflefaults, the landlords
made demand of the letters of credit we had agitgdeposit included in other current assets onamndensed balance sheet
as of March 31, 2010. These amounts were paidettatidiords in accordance with the terms of thedstof credit. See Notk3
— Commitments and Contingencfes additional information.

Our estimates of future capital requirements acertain and will depend on a number of factorduiding the outcome of
the Bankruptcy Case, the success of our commeratalin of MOXATAG, the progress of our research dadelopment of
product candidates (which are currently delaydw) timing and outcome of regulatory approvals, caskived from sales of
our products, payments received or made underwnyef collaborative agreements, the costs invoirazhforcing patent
claims and other intellectual property rights, stetus of competitive products, the availabilityfioincing, and our or our
potential partnerssuccess in developing markets for our product akids. Changes in our commercialization and devedoy
plans, partnering activities, regulatory activiteesd other developments may increase our rateesftspg and decrease the
period of time our available resources will fund operations. Insufficient funds will require usdontinue to delay, scale back
or eliminate some or all of our research, develapmoe commercialization programs, or may adverséfgct our ability to
operate as a going concern.

To minimize our cash requirements, we have contirawe program of cost reductions, including thenétiation of our
field sales force and significantly reducing ourpmrate staff.

Our net cash requirements for 2010 will dependaompng other things, the outcome of the BankruptageCthe cash
received from sales of MOXATAG and our existing IBALSY S products (KEFLEX capsules in 250 mg, 500and 750 mg
strengths) and the cash expended for (1) costaafymts sold, including royalties due to Eli Lillp KEFLEX 750 mg net
revenues, (2) sales and marketing expenses for EEF50 mg and MOXATAG, and (3) general and admiatste expenses.
Our cash receipts and cash expenditures assumnio2810 include the following: (1) continuatiohKWEFLEX 750 mg
monthly prescriptions at the current 7,000 to 10,p@escriptions per month rate (end-user demanhrassumes no generic
competitive product enters the market in 2010n{ayket acceptance of MOXATAG and associated enddemand, (3) the
expenses associated with and impact of eliminatimgnternal field sales force and managers, (4ketang costs associated
with the commercial launch of MOXATAG through Dodiorectory’s virtual marketing solution, IncreaseRx(5) the
continued postponement of our research and devepnpprograms for PULSYS product candidates, anéXfgnses
associated with identifying and evaluation stratagitions. These 2010 estimates are forward-loogiatements that involve
risks and uncertainties, and actual results coatgl materially.

Loan Agreemen

On June 29, 2009, we entered into a Loan and Sgd&greement, which we refer to as the Loan Agresineith Silicon
Valley Bank for a two-year $10.0 million revolvitige of credit for working capital needs. Effectivarch 16, 2010, we
terminated the Loan Agreement. No balances wertanding during the term of the Loan Agreement.
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Cash and Marketable Securities

At March 31, 2010, unrestricted cash and cash edgrits were $10.9 million compared to $14.8 millarDecember 31,
2009, as summarized in the following table:

March 31, December 31

2010 2009
Cash and cash equivalel $ 1093 3 14,79¢
Total $ 10,93¢ $ 14,79¢

Our cash and cash equivalents balance decreask®l®ynillion during the first three months of 20t6m a balance of
$14.8 million as of December 31, 2009. The decré&adae to cash used in operations during thetfirgte months of 2010,
including the severance paid in connection withdlmination of our field sales force and signifitig reducing our corporate
staff.

Our investment policy requires the selection ohkigality issuers, with bond ratings of AAA to A1+/R¥/e do not inves
in auction rate securities. Due to our currentidgy needs, we do not anticipate holding any siéggwith a maturity greater
than 12 months. We held no marketable securitiegtfagr March 31, 2010 or December 31, 2009.

We maintain cash balances with financial institugiin excess of insured limits. However, we doamticipate any losses
with respect to such cash balances.

Cash Flow

The following table summarizes our sources and aseash and cash equivalents for the three-moetiogls ended
March 31, 2010 and 2009:

Three Months Ended

March 31,
2010 2009
Net cash used in operating activit $ (3,709 & (18,919
Net cash provided by investing activiti — 20,601
Net cash used in financing activiti (15€) (240
Net (decrease) increase in cash and cash equis $ (3,860) $ 1,44

Cash used in operating activities decreased priiynagia result of activities associated with thentzh of MOXATAG
during the prior year first quarter. Decreasesirentory, accounts receivable and other curremtdsdances, along with an
increase in accounts payable during the first thmeaths of 2010, helped decrease the cash usqukmtions during the peric
partially offsetting the larger net loss during fhiet quarter of 2010 compared to the negativeaotphese accounts had on the
net loss for the first quarter of 2009 as we wartmthing MOXATAG. Additionally, our net loss foreHirst quarter of 2010
included more non-cash items that were added Isack, as the accrual of the remaining lease paymasstxiated with the
facilities in Germantown, Maryland that we vacased the write-off of the associated leasehold imeneents.

Cash provided by investing activities decreasezkto for the three months ended March 31, 2010eadigvnot have any
marketable securities at any time during the pesiod did not make any purchases of property ompageit. During the three
months ended March 31, 2009, cash provided by imgeactivities consisted primarily of the saleslanaturity of marketable
securities, partially offset by small purchasesafketable securities and property and equipmer.riajority of sold and
matured marketable securities were used to incregsdebalances to support our operating activities.

Net cash used in financing activities during thstfihree months of 2010 and 2009 consisted priynafipayments
associated with the capital leases for vehicléghty offset in 2009 by stock option exerciseseTecrease in the capital lease
payments in 2010 compared to 2009 is due to fewbicles being leased during the 2010 quarter.

Contractual Commitments

We continue to have commitments for leased fagditn Maryland that we no longer occupy. Duringftrst quarter of
2010, we vacated the facilities and recorded aitiaddl $1.4 million of expense associated with lthédings to increase the
liability to reflect all remaining lease payments.

Based on our current liquidity issues, we ceasekimgaany rental payments for these leased fadliieginning in
April 2010. On April 6, 2010, we received a notafedefault from Minkoff Development Corporation, behalf of Seneca
Meadows Corporate Center Ill LLLP (“Seneca llI")ithvrespect to default under (1) the Lease #1 Dasum(as defined
below) entered into in connection with our leaséhef premises located at 20443-20445 Seneca Med@amks/ay (the “Lease
#1 Premises”) in Germantown, Maryland from Sendicgéillease #1") and (2) that certain Promissory &lalated May 1, 2009,
issued by us for the benefit of Seneca Il withoaiginal principal amount of $606,225.C*the Not¢"). The“Lease #



Documents” include the following: Agreement of Sedie, or the Sublease, dated August 4, 2004, betrgeand Large
Scale Biology Corporation; Seneca llI's Conserfstiblease, dated August 2, 2004; Supplement to &sdlelated August 24,
2004, between Seneca lll and us; Agreement, dategigt 11, 2006, between Seneca lll and us; Amentirodrease, dated

February 4, 2008, between Seneca Il and us; aodrfBieAmendment to Lease, dated April 23, 2009, betwSeneca IIl and
us.
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The notice of default with respect to the Leas®#tuments and the Note states that the defaultitedsrom our failure
to remit our scheduled lease payments under Lebgetéling $31,899.55 due on April 1, 2010, and szheduled principal al
interest payment under the Note of $31,031.71 duamil 1, 2010. The terms of Lease #1 provide #raevent of default
under Lease #1 could give Seneca Il the righttpassess the Lease #1 Premises, distrain foraplty the security deposit to
satisfy amounts due, and claim damages for thedbsent sustained by Seneca lll for the balanciefterm of Lease #1. In
addition, default under the Note could cause thigeennpaid principal balance under the Note, thgetvith accrued interest,
become immediately due and payable. Upon defadlaneleration of payment under the Note, theohieterest would be
automatically increased, from the date of defantil the Note is paid in full, from eight perce®%) per annum to fifteen
percent (15%) per annum.

Additionally, on April 6, 2010, we received a natiof default from Minkoff Development Corporatiam behalf of
Seneca Meadows Corporate Center Il LLC (“Senedadlir landlord under that certain Lease, datedustd, 2002, between
us and Seneca Il with respect to the premisesddcat20417-20435 Seneca Meadows Parkway (“theel#2a&remises”) in
Germantown, Maryland (“Lease #2"). The notice dfaddt states that the default resulted from ouufaito make our
scheduled lease payments under Lease #2 total®@580.65, which were due on April 1, 2010. An e\ardefault under
Lease #2 could give Seneca Il the right to re-pessHee Lease #2 Premises, distrain for rent, applygecurity deposit to satisfy
amounts due, and claim damages for the loss oftesthined by Seneca Il for the balance of the tdrbease #2.

On or about April 14, 2010, because of the defaGiéneca Il and Seneca Il made demand of thedaifecredit we had
security deposit included within other current &s® our condensed balance sheet as of March030, These amounts were
subsequently paid to Seneca Il and Seneca llidordance with the terms of the letters of credit.

In connection with the elimination of our field salforce in the first quarter of 2010, we termided# remaining vehicle
leases associated with the master lease agreena¢mie¢ entered into during 2009. We removed theaieimg assets and
liabilities associated with the capital lease actimg of those leases, and we accrued the estiniedsdhat we anticipate to
incur as the vehicles are sold. Any expenses aaongideyond that estimated loss will be expenséacasred.

ltem 3. Quantitative and Qualitative Disclosures About MagkRisk
Market Risk

Our exposure to market risk is currently confineadtir cash, cash equivalents and restricted cdsbhwenerally have
maturities of less than one year. We currently dibhedge interest rate exposure. We have not usd@htive financial
instruments for speculation or trading purposesaBse of the short-term maturities of our cashcasth equivalents, we do not
believe that an increase in market rates would layesignificant impact on the realized value of iowestments.

Foreign Currency Risk

Most of our trade payable transactions are conduot®.S. dollars, or USD, although purchases ofMOXATAG
finished product and some services are paid insg@oEUR, and packaging for our MOXATAG samplepagd in British
pound sterling, or GBP. In order to manage thettlations in exchange rates between the USD and & dRJSD and GBP, v
occasionally enter into foreign currency forwardlgange contracts that lock in the exchange ratesficch we will buy our
inventory. We enter into these exchange contradédysfor hedging purposes and not for trading psgs. These contracts are
designated as cash flow hedges of the variabifithe@ cash flows due to changes in foreign exchaatgs and marked-to-
market with the resulting gains or losses refle@testher comprehensive income (loss). Gains @dssre included in Cost of
products sold at the time the products are soldeigdly within twelve months. We had no outstandimgign currency forward
exchange contracts as of March 31, 2010.

Inflation

Our most liquid assets are cash and cash equigalBatause of their liquidity, these assets aralimettly affected by
inflation. We also believe that we have intangidssets in the value of our intellectual property Nédve not capitalized the
value of this intellectual property on our balasbeet. Due to the nature of this intellectual propeve believe that these
intangible assets are not affected by inflatiorcd&ese we intend to retain and continue to use quipment, furniture and
fixtures and leasehold improvements, we believettiemincremental inflation related to replacemmosts of such items will n
materially affect our operations. However, the @itenflation affects our expenses, such as thoserployee compensation
and contract services, which could increase owglle/expenses and the rate at which we use oauress.
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Item 4. Controls and Procedure

Our management, including our principal executind principal financial officer, evaluated the etigeness of our
disclosure controls and procedures as of Marct2@10. Our disclosure controls and procedures asigided to provide
reasonable assurance that the information reqtiree disclosed in the reports we file or submidenthe Exchange Act is
recorded, processed, summarized and reported vifthitime periods specified in the SEC’s rules famohs, and that such
information is accumulated and communicated to gament, including our principal executive and ppatfinancial officer,
as appropriate to allow timely decisions regardiguired disclosure. Based on that evaluationpaduacipal executive and
principal financial officer concluded that our dssure controls and procedures, as defined by RRéel5(e) under the
Exchange Act, were effective at the reasonablerassa level as of March 31, 2010.

Our management, including our principal executind principal financial officer, evaluated any chaagn our internal
control over financial reporting that occurred dgrthe quarterly period ended March 31, 2010 amdloded that there was no
change that occurred during the quarterly periakdrMarch 31, 2010 that has materially affecteds ogasonably likely to
materially affect, our internal control over finaalareporting, as defined by Rule 13a-15(f) undher Exchange Act.

PART Il — OTHER INFORMATION
Iltem 1. Legal Proceeding:

On April 30, 2010, we filed a voluntary petitionrfleankruptcy protection under Chapter 11 of thetéthBtates
Bankruptcy Code in the United States Bankruptcyr€Ciouthe District of Delaware, case number 10-18.48

The Bankruptcy Court has approved various motionsdlief designed to allow us to continue nornm@di@tions. The
Bankruptcy Court’s orders provide MiddleBrook, argasther things: (a) the ability to prevent utilgyoviders, on an interim
basis pending a final hearing, from altering, réfgsor discontinuing utility services, (b) authgrio pay certain taxes and
governmental assessments in the ordinary coursasifiess, (c) authority to pay certain pre-petifiod post-petition employee
wages, (d) authority to pay pre-petition reimbutediusiness expenses and certain terminated engpliblgations,

(e) authority to continue paying certain employesyes and salaries, reimbursable expenses, heaitltlgims, and insurance
programs and obligations in the ordinary courskusiness, (f) authority to make deductions from leyges’ paychecks for
employees’ portions of certain employee benefg¥alithority to continue workers’ compensation paogs, (h) authority to
pay certain pre-petition claims of critical vendarsd service providers and certain administratiserdolders, (i) authority
directing banks and other financial institutiondtmor all checks and electronic payment requeatienby us related to items
(c)-(h), above, (j) the ability to continue maind®ce of existing bank accounts and existing cashagement systems, and
(k) an interim order establishing notification amehring procedures for transfers of our equity stes.

Other than the Bankruptcy Case, we are not a payy material pending legal proceedings, othan thrdinary routine
litigation incidental to our business.

Iltem 1A. Risk Factors

In addition to risk factors set forth below and diker information set forth in this Quarterly Repgou should carefully
consider the factors discussed in Part I, temRi&k Factors in our Annual Report on Form 10-Ktfee year ended
December 31, 2009, which could materially affeatlousiness, financial condition or future resultise risks described below
and in our Annual Report on Form 10-K are not thly oisks we may face. Additional risks and uncietias not currently
known to us or that we currently deem to be imnialtatso may materially adversely affect our bus@dinancial conditions
and/or operating results. The information below adse updates and should be read in conjunctiontivéhisk factors and
information disclosed in our Annual Report on FdrfiK for the year ended December 31, 2009.

A long period of operations under the Bankruptcy €&amay harm our busines

During the Bankruptcy Case, our senior manageméhberequired to spend a significant amount ofdiand effort
working on the reorganization instead of focusirglesively on our business operations. A prolongedod of operating und:
chapter 11 protection may also make it more diffitmattract and retain management and other keygmnel necessary to the
success and growth of our business. In additianldhger the Bankruptcy Case continues, the mkedylit is that our
contractors and suppliers will lose confidenceun ability to successfully reorganize our businesaed seek to establish
alternative commercial relationships. Furthermetelong as the Bankruptcy Case continues, we willdguired to incur
substantial costs for professional fees and othgerses associated with the administration of #wekBiptcy Case. A
prolonged continuation of the Bankruptcy Case mag eequire us to seek financing. If we requirafining during the
Bankruptcy Case and we are unable to obtain tleéimg on favorable terms or at all, our chancesuotessfully reorganizing
our businesses may be seriously jeopardized, andesult, our liabilities and securities could dree further devalued or
worthless.
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Adverse publicity in connection with the Bankrupt&yase or otherwise could adversely our results péxations and oul
business.

Adverse publicity or news coverage relating toinsluding publicity or news coverage in connectwith the Bankruptcy
Case, may negatively impact our efforts to esthtdisd promote name recognition and may impair forte to gain market
acceptance for our products with physicians, p&jgtharmacists, healthcare payors and the mezboamunity.

Operating under the Bankruptcy Code may restrictrability to pursue our business strategies andaséygic alternatives.

Under the Bankruptcy Code, we must obtain Bankgu@tourt approval to engage in actions outside tdeary course of
business, including with respect to any consolatgtmerger, sale or other disposition of all orstabtially all of our assets. V
have engaged Gleacher to assist our Board of Rireat identifying and evaluating strategic optioAsy agreement we enter
into with respect to a strategic transaction wéldubject to Bankruptcy Court approval. If we anahle to consummate a
strategic transaction, we may not be able to caetio operate as a going concern.

In addition, if a trustee is appointed to operatelmsiness while we are in bankruptcy, the trusteeld assume control
our assets.

The amount of creditor claims in the Bankruptcy Casould be more than projected.

The date for filing proofs of claims has not yesgad. The allowed amount of claims could be sigaifily more than
projected, which could significantly dilute the walof distributions to the holders of claims.

While the Bankrtupcy Case is pending, our financigdsults may be volatile and any disposition of etsscould materially
change the amounts we reported in our historicatdincial statements.

During the Bankruptcy Case, we expect our finan@allts to continue to be volatile as asset inmpaiits, asset
dispositions, restructuring activities, contractrteations and rejections and claims assessmentsigaificantly impact our
consolidated financial statements. Further, we s&dlyor otherwise dispose of assets and liquidatetile liabilities, with
Bankruptcy Court approval, for amounts other tHasé reflected in our historical financial statetseAny such sale or
disposition and any plan of reorganization couldarally change the amounts and classificationsnteg in our historical
condensed financial statements, which do not dgifeeEto any adjustments to the carrying valuessfedis or amounts of
liabilities that might be necessary as a consequeha plan of reorganization.

NASDAQ has notified us that it will delist our comon stock on May 12, 2010, which makes our commancktsignificantly
less liquid. If our common stock is traded on thev€ The Counter Bulletin Board or the Pink Sheetsading may be highly
speculative and pose substantial risl

Trading prices of our securities are very voladitel may bear little or no relationship to the aktaeovery, if any, by the
holders under any eventual coagproved plan of reorganization. In such plan,edsting securities, in particular our comn
stock, may be cancelled and holders may receiyeagment or other consideration in return, or they meceive a payment or
other consideration that is less than the tradimgepr the purchase price of such securities.

ITEM 6. Exhibits

Exhibit Description

31.1 Certification of Principal Executive and Princigahancial Officer pursuant to Rule 13a-14(a) of the
Securities Exchange Act of 1934, as amen

32.1 Certification of Principal Executive and Princigahancial Officer pursuant to Rule 13a-14(b) of the
Securities Exchange Act of 1934, as amended, andl3&. Section 135!
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SIGNATURES

Pursuant to the requirements of the Securities &xgh Act of 1934, the Registrant has duly causedéeport to be signe
on its behalf by the undersigned thereunto dulhenzed.

MIDDLEBROOK PHARMACEUTICALS, INC.

Dated: May 7, 2010 /sl DAVID BECKER

David Becker
Executive Vice President, Chief Financial Officangc

Acting Chief Executive Officer and Preside
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EXHIBIT INDEX

Exhibit Description

31.1 Certification of Principal Executive Officer andifgipal Financial Officer pursuant to Rule 13a-)4ththe
Securities Exchange Act of 1934, as amen

32.1 Certification of Principal Executive Officer andifgipal Financial Officer pursuant to Rule 13a-14¢bthe
Securities Exchange Act of 1934, as amended, andl3&. Section 135!
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Exhibit 31.1
I, David Becker, certify that:

1. I have reviewed this Quarterly Report onrfrd0-Q for the period ended March 31, 2010 of Madtbok
Pharmaceuticals, Inc

2. Based on my knowledge, this report doesantain any untrue statement of a material factoit to state a material
fact necessary to make the statements made, indfghe circumstances under which such statemeats made, not
misleading with respect to the period covered ly tport;

3. Based on my knowledge, the financial statement$ adimer financial information included in this repdairly presen
in all material respects the financial conditiogsults of operations and cash flows of the registaa of, and for, the
periods presented in this repc

4. The registrant’s other certifying officergg)d | are responsible for establishing and maiimgidisclosure controls
and procedures (as defined in Exchange Act Rulaslb8) and 15d-15(e)) and internal control oveaticial
reporting (as defined in Exchange Act Rules-15(f) and 15-15(f)) for the registrant and hav

(@) Designed such disclosure controls and phaess, or caused such disclosure controls and guoes to be
designed under our supervision, to ensure thatriabieformation relating to the registrant, inclaod its
consolidated subsidiaries, is made known to ustbgre within those entities, particularly during tberiod in
which this report is being prepare

(b) Designed such internal control over financial réipgy;, or caused such internal control over finah@gorting tc
be designed under our supervision, to provide restsle assurance regarding the reliability of finaheporting
and the preparation of financial statements foemel purposes in accordance with generally acdepte
accounting principles

(c) Evaluated the effectiveness of the regitsadisclosure controls and procedures and predéntthis report our
conclusions about the effectiveness of the disctosantrols and procedures, as of the end of thegeovered
by this report based on such evaluation;

(d) Disclosed in this report any change inrdgistrant’s internal control over financial repogt that occurred
during the registrant’s most recent fiscal quafttee registrant’s fourth fiscal quarter in the cafan annual
report) that has materially affected, or is reabbnbkely to materially affect, the registrant'sternal control
over financial reporting; an

5.  The registrarg’other certifying officer(s) and | have discloskdsed on our most recent evaluation of internatrot
over financial reporting, to the registrant’s aaditand the audit committee of the registrant’st@d directors (or
persons performing the equivalent functiot

(a) All significant deficiencies and materiataknesses in the design or operation of internatabover financial
reporting which are reasonably likely to adversdfgct the registrand’ ability to record, process, summarize
report financial information; an

(b) Any fraud, whether or not material, thatotves management or other employees who havendisant role in
the registrar's internal control over financial reportir

Date: May 7, 2010 /s DAVID BECKER
Executive Vice President, Chief Financial Officand
Acting President and Chief Executive Officer
(Principal Executive Officer and Principal Finaridficer)




Exhibit 32.1

Certification of Principal Financial Officer
Pursuant to 18 U.S.C. 1350
(Section 906 of the Sarbanes-Oxley Act of 2002)

I, David Becker, Executive Vice President, Chiefdticial Officer and Acting President and Chief Exa® Officer
(Principal Executive and Financial Officer) of Mid8rook Pharmaceuticals, Inc. (the “Registrantgytify, based upon a
review of the Quarterly Report on Form 10-Q for plegiod ended March 31, 2010 of the Registrant‘{@®eport”), that:

(1) The Report fully complies with the requiremts of Section 13(a) or 15(d) of the SecuritiesHaxge Act of 1934, as
amended; an

(2) The information contained in the Reportlfapresents, in all material respects, the finahcondition and results of
operations of the Registral

/s DAVID BECKER

Name: David Becker
Title: Executive Vice President, Chief Financidficer, and
Acting President and Chief Executive Officer
(Principal Executive Officer and Principal Finaridtficer)
Date: May 7, 201C




