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UNITED STATES SECURITIES AND EXCHANGE COMMISSION
WASHINGTON, DC 20549

FORM 10-Q
(Mark One)
| QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934
For the quarterly period ended June 30, 2008
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 0-6533
ALSERES PHARMACEUTICALS, INC.
(Exact Name of Registrant as Specified in Its Chaer)
Delaware 87-027782€
(State or Other Jurisdiction of (IRS Employer
Incorporation or Organization) Identification No.)
85 Main Street, Hopkinton, Massachusett: 01748
(Address of Principal Executive Offices (Zip Code)

(508) 497-2360
(Registrant’s Telephone Number, Including Area Codg

None
(Former Name, Former Address and Former Fiscal Yearif Changed Since Last Report)

Indicate by check mark whether the registrétjthas filed all reports required to be filed®gction 13 or 15(d) of the Securities Exchange
Act of 1934 during the preceding 12 months (ordioch shorter period that the registrant was requodile such reports), and (2) has been
subject to such filing requirements for the pasti@s. Yed4 No [

Indicate by check mark whether the registiqatlarge accelerated filer, an accelerated filerpn-accelerated filer, or a smaller reporting

company. See the definitions of “large acceleréited” “accelerated filer” and “smaller reportir@pmpany” in Rule 12b-2 of the Exchange
Act. (Check one):

Large accelerated filé™ Accelerated fileOd Non-accelerated fileO Smaller reporting compari
(Do not check if a smaller reporting compe

Indicate by check mark whether the registrsuat shell company (as defined in Rule 12b-2 offkehange Act). YeEl No
As of August 4, 2008 there were 20,807,645eshaf Common Stock outstanding.
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Part | — Financial Information

Item 1 — Financial Statements

Alseres Pharmaceuticals, Inc.
(A Development Stage Enterprise)

Condensed Consolidated Balance Sheets

ASSETS
Current assett
Cash and cash equivalel
Marketable securitie
Prepaid expenses and other current a:
Total current asse
Fixed assets, ni
Other asset
Total asset

LIABILITIES AND STOCKHOLDERS
Current liabilities:
Accounts payable and accrued expe!
Accrued lease (Note
Total current liabilities
Convertible notes payable (Note
Accrued interest payable (Note
Accrued lease, excluding current portion (Nott
Total liabilities
Commitments and contingencies (Note
Stockholder’ deficit:

Preferred stock, $.01 par value; 1,000,000 sharé®ezed; 25,000 shares designated Conver

Series A, 500,000 shares designated ConvertibiesSBr and 800 shares designated Convertible

Series E; no shares issued and outstanding at3yr#®08 and December 31, 2( —
Common stock, $.01 par value; 80,000,000 shardoemned; 20,807,645 and 20,778,217 shares issued

and outstanding at June 30, 2008 and Decembel0BZ, 2espectivel

Additional paicin capital
Accumulated other comprehensive inca
Deficit accumulated during development st
Total stockholder deficit
Total liabilities and stockholde’ deficit

(Unaudited)

June 30, December 31

2008 2007
$ 5,399,211 $ 2,933,29:
— 1,240,54.
1,176,67! 1,018,45!
6,575,89. 5,192,29.
75,82 88,48¢
299,27¢ 342,89¢
$ 6,950,990 $ 5,623,67

" DEFICIT

$ 4,630,29 $ 3,726,47:
51,64 43,92¢
4,681,94 3,770,40
33,243,12 23,335,11
1,439,722 740,41°
167,35¢ 192,21
39,532,15 28,038,14
208,07¢ 207,78:
141,703,36 140,420,31
— 9,31(
(174,492,60) (163,051,87)
(32,581,16)  (22,414,47)
$ 6,950,990 $ 5,623,67

The accompanying notes are an integral part ofdnelensed consolidated financial statements.
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Alseres Pharmaceuticals, Inc.
(A Development Stage Enterprise)

Condensed Consolidated Statements of Operations
(Unaudited)

From Inception
(October 16,

Three months ended June 30, Six months ended June 30, 1992) to

2008 2007 2008 2007 June 30, 2008

Revenue: $ — 3 —  $ — 3 — 3 900,00(
Operating expense

Research and developm 3,630,29. 2,678,43! 6,289,26! 5,257,18! 107,217,47

General and administratiy 1,958,86! 2,468,66! 4,203,23! 4,066,00 55,845,52.

Purchased -process research and developr — — — — 12,146,54

Total operating expens 5,589,16! 5,147,10: 10,492,50 9,323,19. 175,209,53

Loss from operation (5,589,161 (5,147,10) (20,492,50) (9,323,19) (174,309,53)

Other expense — — — — (1,582,87)

Interest expense, n (541,08() (186,719 (1,000,49) (209,699 (6,268,730

Investment incom 15,45¢ 41,07 52,27¢ 59,00( 7,668,55.

Net loss (6,114,78) (5,292,74) (11,440,72) (9,373,89)) (174,492,60)

Preferred stock beneficial conversion feai — — — — (8,062,71)

Accrual of preferred stock dividends and
modification of warrants held by preferred

stockholder:

— — (1,229,58)

Net loss attributable to common stockholc (6,114,780 (5,292,74) (11,440,72) (9,373,89)  $(183,784,90)
Basic and diluted net loss attributable

common stockholders per shi

$ (029 $ (030 $ (055 $  (0.59

Weighted average common shares outstan 20,807,64 17,401,37 20,807,26 16,998,39

The accompanying notes are an integral part ofdnelensed consolidated financial statements.
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Alseres Pharmaceuticals, Inc.
(A Development Stage Enterprise)

Condensed Consolidated Statements of Cash Flows

(Unaudited)

Cash flows from operating activitie
Net loss

Adjustments to reconcile net loss to net cash frsedperating activities

Purchased -process research and developn
Write-off of acquired technolog
Interest expense settled through issuance of patgable
Non-cash interest expen
Loss on disposal of fixed ass:
Non-cash charges related to options, warrants and conshock
Amortization and depreciatic
Changes in operating assets and liabilit
Increase in prepaid expenses and other currertsi
Increase (decrease) in accounts payable and acexrpetise
Increase in accrued interest paye
(Decrease) increase in accrued le
Net cash used for operating activit
Cash flows from investing activitie
Cash acquired through Merc
Purchases of fixed ass:t
Decrease (increase) in other as:
Purchases of marketable securi
Sales and maturities of marketable secur
Net cash provided by (used for) investing actigi
Cash flows from financing activitie
Proceeds from issuance of common st
Proceeds from issuance of preferred s
Preferred stock conversion inducem
Proceeds from issuance of promissory n
Proceeds from issuance of convertible deben
Principal payments of notes paya
Dividend payments on Series E Cumulative Convextitileferred Stoc
Payments of financing cos
Net cash provided by financing activiti
Net increase in cash and cash equival
Cash and cash equivalents, beginning of pe
Cash and cash equivalents, end of pe

Supplemental cash flow disclosur
Non-cash transactions (see Note
Cash paid for intere:

From Inception
(October 16,

1992) to
Six Months Ended June 30, June 30,
2008 2007 2008

$(11,440,72) $ (9,373,89) $(174,492,60)
— — 12,146,54
— — 3,500,00!
— — 350,50(
296,56¢ 21,81¢ 2,166,76
— 9,05¢ —
900,80:- 861,12: 8,725,26.
20,657 62,42¢ 2,686,65!
(192,42) (534,16 (351,919
903,82( (7,144,19) 3,857,63:
699,30t — 1,439,72.
(17,147 (14,696 219,00:
(8,829,13)  (16,112,52)  (139,752,44)
— — 1,758,03
(7,996 (52,947 (1,516,99)
69,27" 12,67( (575,949
= —  (132,004,92)
1,231,23 — 132,004,92
1,292,51. (40,277 (334,909
2,541 6,102 63,731,33
— — 35,022,17
— — (600,569
10,000,00 17,000,000 51,585,00
— — 9,000,00!
_ — (7,146,96)
— — (516,74)
— — (5,587,66)
10,002,54 17,006,10 145,486,56
2,465,92. 853,30: 5,399,21!
2,933,29. 1,508,66! —
$ 539921 $ 2,361,960 $ 5,399,21!
$ —  $ — 628,40¢

The accompanying notes are an integral part ofdnelensed consolidated financial statements.
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Alseres Pharmaceuticals, Inc.
(A Development Stage Enterprise)

Notes to Condensed Consolidated Financial Statenf{eimaudited)
June 30, 2008

1. Basis of Presentation

The accompanying unaudited condensed consedideancial statements have been prepared irr@dacoe with accounting principles
generally accepted in the United States of Amdncanterim financial information and pursuant teetrules and regulations of the Securities
and Exchange Commission (the “SEC”). Accordinghgde financial statements do not include all ofitfi@mation and footnotes required by
accounting principles generally accepted in thetéthStates of America for complete financial stasts.

The interim unaudited condensed consolidateahtial statements contained herein include, inagament’s opinion, all adjustments
(consisting of normal recurring adjustments) neagsfor a fair statement of the financial positioesults of operations, and cash flows for the
periods presented. The results of operations firtterim period shown on this report are not neaely indicative of results for a full year.
These financial statements should be read in caetipmwith the Company’s consolidated financiatestaents and notes included in the
Company’s Annual Report on Form 10-K for the yeadedd December 31, 2007.

The accompanying condensed consolidated fiabstmtements have been prepared on a basis wbsthmes that the Company will
continue as a going concern which contemplatesghlization of assets and the satisfaction of liiéds in the normal course of business. The
uncertainty inherent in the need to raise additicagital and the Company’s recurring losses frgrarations raise substantial doubt about the
Company'’s ability to continue as a going concelfmee €ondensed consolidated financial statement®tmclude any adjustments that might
result from the outcome of this uncertainty.

As of June 30, 2008, the Company has expeztbtatal net losses since inception of approxingekélr4,493,000 and stockholders’ deficit
of approximately $32,581,000. For the foreseealtieré, the Company expects to experience continojrggating losses and negative cash
flows from operations as the Company’s managemeatiges its current business plan. The cash arderpgvalents available at June 30,
2008 will not provide sufficient working capital neet the Company'’s anticipated expenditures femntixt twelve months. The Company
believes that the cash and cash equivalents ala#aldune 30, 2008 and its ability to control @ertosts, including those related to clinical
trial programs, preclinical activities, and certgeneral and administrative expenses will enal@debmpany to meet its anticipated cash
expenditures into October 2008.

In order to continue as a going concern, tae@any will therefore need to raise additional tdghrough one or more of the following: a
debt financing, an equity offering, or a collabarat merger, acquisition or other transaction vaitte or more pharmaceutical or biotechnology
companies. The Company is currently engaged inrhisithg efforts. There can be no assurance thattmepany will be successful in its
fundraising efforts or that additional funds wi#t vailable on acceptable terms, if at all. The gany also cannot be sure that it will be able to
obtain additional credit from, or effect additiosalles of debt or equity securities to the Puraisa@@s defined in Note 5). If the Company is
unable to raise additional or sufficient capitalyill need to cease operations or reduce, ceadelay one or more of its research or
development programs, adjust its current businkssand may not be able to continue as a goingezonéf the Company violates a debt
covenant or defaults under the March 2008 AmendedHase Agreement or the June 2008 Purchase Agnééasedefined in Note 5), it may
need to cease operations or reduce, cease orateayr more of its research or development progradijsst its current business plan and may
not be able to continue as a going concern.

In connection with the common stock financaognpleted by the Company in March 2005 (the “M&685 Financing”), the Company
agreed with the purchasers in such financing, thioly Robert Gipson, Thomas Gipson and Arthur Kogftige “March 2005 Investors”) that,
subject to certain exceptions, it would not issmg shares of its common stock at a per share fggsethan $2.50 without the prior consent of
the March 2005 Investors holding at least a majaitthe shares issued in the March 2005 Finandihg.failure to receive the requisite wai
or consent of the March 2005 Investors could haeestfect of delaying or preventing the consummmatiba financing by the Company should
the price per share in such financing be set attlesn $2.50.
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2. Net Loss Per Share

Basic and diluted net loss per share attridatto common stockholders has been calculatedviging net loss attributable to common
stockholders by the weighted average number of comshares outstanding during the period. All paédigtdilutive common shares have
been excluded from the calculation of weighted agercommon shares outstanding since their inclustmnd be anti-dilutive.

Stock options and warrants to purchase appravdly 4.2 million and 4.8 million shares of comnstack were outstanding at June 30, 2008
and 2007, respectively, but were not included endbmputation of diluted net loss per common shamause they were anti-dilutive. The
exercise of those stock options and warrants oudstg at June 30, 2008 could potentially dilutengegs per share in the future.

3. Comprehensive Loss

The Company had a total comprehensive lo$6df14,786 and $5,292,749 for the three monthsceddee 30, 2008 and 2007, respecti
For the six months ended June 30, 2008 and 20t cdomprehensive loss was $11,450,034 and $9,3@3r8spectively. The difference
between total comprehensive loss and net loshiéttiree and six months ended June 30, 2008 imdweealized gains and losses on
marketable securities.

4. Accounting for Stock-Based Compensation

At June 30, 2008, the 2005 Stock Incentivea Plae “2005 Plan”) provided for the issuance ofiqualified and incentive stock options,
restricted stock, restricted stock units, stockrapiation rights or other stock-based awards telase 3,050,000 shares of the Company’s
common stock to employees, officers, consultantssaientific advisors of the Company. The 2005 Rlamtains a provision that allows for an
annual increase in the number of shares availablissuance under the 2005 Plan on the first daaoh of the Companyfiscal years throuc
the second day of fiscal year 2014. The annuakas® in the number of shares shall be equal towest of 400,000 shares; 4% of the
Company’s outstanding shares on the first day efidtal year; and an amount determined by the dofbDirectors. On January 1, 2008, the
number of shares available for issuance under@d& Plan was increased by 400,000 shares.

The Company also has outstanding stock optiotigee other stock option plans, the 1998 OmmiBlan, the Amended and Restated
Omnibus Stock Option Plan and the Amended and Res1090 Non-Employee Directors’ Non-Qualified $t@ption Plan. These plans have
expired and no future issuance of awards is peilhéss

The Company’s Board of Directors determin@stérm, vesting provisions, price, and number afaet for each award that is granted. The
term of each option cannot exceed ten years. Timep@oy has outstanding options with performance itiond which, if met, would accelere
vesting upon achievement of the applicable mileston

Stock-based employee compensation expensslegtduring the three and six months ended Jun2(® and 2007 is as follows:

Three months endec Six months endec
June 30, June 30,
2008 2007 2008 2007
Research and developm: $131,14¢ $115,42: $275,69¢ $230,38:
General and administrati\ 256,60: 417,07¢ 539,96¢ 625,51:
$387,75: $532,49¢ $815,66! $855,89:-

Impact on basic and diluted net loss attributableadmmon stockholders
per share $ (0.02) $ (0.09) $ (0.09 $ (0.0%)

The Company uses the Black-Scholes valuatiodetto calculate the fair value of each optiomgian the date of grant. The fair value of
stock options granted during the three and six hrahded June 30, 2008 and 2007 was calculategl tsrfollowing estimated weighted-
average assumptions:
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Three months ende Six months ende
June 30 June 30
2008 2007 2008 2007
Expected tern 5 year: 6 year 5 year 6 year
Risk-free interest rat 3. 7% 4.7%-5.C% 2.5%- 3.7% 4.5%-5.C%
Stock volatility 76% 90% 76% 9%
Dividend yield 0% 0% 0% 0%

Expected term — The Company determined thgled-average expected term assumption for “plamlia” and performance-based
option grants based on historical data on exetmbavior.

Risk-free interest rate — The risk-free inggnate used for each grant is equal to the U.&adury yield curve in effect at the time of grant
for instruments with a similar expected term.

Expected volatility — The Company’s expectaatk-price volatility assumption is based on higtalrvolatilities of the underlying stock
which is obtained from public data sources.

Expected dividend yield — The Company has ndeelared or paid any cash dividends on its comstock and does not expect to do so in
the foreseeable future. Accordingly, the Comparesien expected dividend yield of zero to calcutagegrant-date fair value of a stock option.

As of June 30, 2008, there remained approxam&?2,422,000 of compensation costs related tevestied stock options to be recognized as
expense over a weighted-average period of apprda&lyn.10 years.

A summary of the Company’s outstanding staafiams for the six months ended June 30, 2008 &0d@ %5 presented below.

Six months endec Six months endec
June 30, 2008 June 30, 2007

Weighted- Weighted-

Average Average

Exercise Exercise

Shares Price Shares Price

Outstanding at beginning of ye 4,457,96! $ 3.37 3,512,70. $ 3.4¢
Granted 78,00( 2.3¢ 1,060,001 2.8¢€
Exercisec (1,100 2.31 — —
Forfeited and expire (291,179 9.9¢ (32,089 2.5C
Outstanding at end of peric 4,243,69! $ 2.9C 4,540,62! $ 3.3¢
Options exercisable at end of per 2,774,82 $ 2.9¢ 2,470,29; $ 3.77

The weighted-average fair value of optionsitgd was $1.52 and $2.15 during the six monthsaddee 30, 2008 and 2007, respectively.
The following table summarizes information abowtcktoptions outstanding at June 30, 2008:

Options Outstanding Options Exercisable
Weighted- Weighted-

Average Weighted- Average Weighted-
Remaining Average Remaining Average
Number Contractual Exercise Number Contractual Exercise

Range of Exercise Price Qutstanding Life Price Exercisable Life Price
$1.35- $2.00 100,50( 7.1 years $ 1.97 98,55¢ 7.2 years $ 1.97
$2.01- $3.00 2,914,59. 7.5 years 2.5t 1,650,871 6.9 years 2.4¢
$3.10- $4.65 1,178,36: 7.1 years 3.5€ 975,16: 6.8 years 3.5¢
$4.99- $6.96 28,50( 5.5 years 5.47 28,50( 5.5 years 5.4
$8.95- $13.06 8,74( 3.2 years 10.5¢ 8,74( 3.2 years 10.5¢
$15.62-$22.36 13,00( 1.9 years 17.0¢ 13,00( 1.9 years 17.0¢
4,243,69! 7.3 years $ 2.9 2,774,82 6.8 years $ 2.9¢
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The aggregate intrinsic value of outstandiptioms and exercisable options as of June 30, 2238$97,176 and $87,812, respectively. The
intrinsic value of options vested during the sixnths ended June 30, 2008 was $10,215. The intmadiee of options exercised during the six
months ended June 30, 2008 was $759.

As of June 30, 2008, 804,783 shares wereablaifor grant under the 2005 Plan.
5. Notes Payable and Debt

Convertible Notes Payable to Significant Stockholders

In August 2006, the Company issued to Rob@s@h an unsecured promissory note (the “RG Nopijsuant to which the Company co
borrow up to an aggregate principal amount of $3,000 from Robert Gipson. In October 2006, the Camydssued an amended and restated
unsecured promissory note (the “Amended RG NoteRabert Gipson to replace the RG Note. Under thiedded RG Note, (i) the aggregate
principal amount that could be borrowed by the Canypwas increased from $3,000,000 to $4,000,000(igrone of the dates triggering
repayment under the definition of Maturity Date ¢gscussed below) was changed from December 37, 200une 30, 2007.

In October 2006, the Company issued to ThoBipson (together with Robert Gipson, the “Lendees{)unsecured promissory note,
pursuant to which the Company could borrow up taggregate principal amount of $4,000,000 (the Nd@e,” together with Amended RG
Note, the“First Amended Notes”). The Company borrowed altof&$8,000,000 pursuant to the First Amended Notég outstanding
principal amount borrowed under the First Amendede was due and payable upon the earliest to @fc(iy June 30, 2007; (ii) the date on
which the Company consummates an equity finanainghiich the gross proceeds to the Company totabat $10,000,000; and (iii) the date
on which a Lender declares an event of defaultiédimed in the First Amended Notes), the firsthide three events to occur referred to as the
“Maturity Date.” Interest accrued on the outstanding principal arhaoder the First Amended Notes was initially pdgain the Maturity Dat
at a rate of 9% per annum from the date of the molv#o the Maturity Date.

In February 2007, the Company issued amendédestated unsecured promissory notes to the kendeeplace the First Amended Notes
(the “Second Amended Notes”). Under the Second AtedNotes, the aggregate principal amount thatleagollectively borrowed by the
Company was increased from $8,000,000 to $10,000,08%e Company borrowed an additional $2,000,00tfthe Lenders, or $10,000,00(
the aggregate, pursuant to the Second Amended Notes

In March 2007, the Company issued an amendédestated unsecured promissory note of $5,00Q@68ach of the Lenders (the
“Amended Notes”). The Amended Notes eliminatedatstanding principal and accrued interest due utideSecond Amended Notes and the
Company’s right to prepay any portion of the Amehdimtes. The Amended Notes also required the Lertdezffect a conversion of the
outstanding principal under the Amended Notes shtares of the Company’s common stock at a convepsioe of $2.50 per share (the
“Amended Notes Conversion”) upon approval by thenPany’s stockholders of the conversion. The Compangrded a gain related to the
forgiveness of interest of approximately $273,00@¢t interest expense on the Company’s Condensesiolidated Statements of Operations
during the three months ended March 31, 2007. @e Ju2007, the Company’s stockholders approvedthended Notes Conversion. On
June 15, 2007, the Lenders converted the outstgmuincipal under the Amended Notes into 4,000 §iéres of the Company’s common
stock.

Purchase Agreements

In March 2007, the Company entered into a edile promissory note purchase agreement (the¢Ma007 Purchase Agreement”) with
Robert Gipson, Thomas Gipson and Arthur Koenig (Bwachasers” and also referred to as the “Marddv2Qote Holders”) pursuant to which
the Company could borrow up to $15,000,000 fromMtaech 2007 Note Holders prior to December 31, 200 March 2007, the Company
issued convertible promissory notes to the Mardbi72Qote Holders (the “March Notes”) in the aggregatincipal amount of $9,000,000
pursuant to the March 2007 Purchase Agreementai@est the material terms of the convertible praoiy notes are described below.

9
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In May 2007, the Company amended and resthg=March 2007 Purchase Agreement (the “May 2002rdrd Purchase Agreement”) to
(i) eliminate the requirement for the March 2007&Blolders to make further advances under the M20€fY Purchase Agreement and (ii) add
Highbridge International, LLC (“Highbridge”) as asghaser. In May 2007, the Company issued a cablegromissory note to Highbridge
(the “Highbridge Note”) in the aggregate principatount of $6,000,000 pursuant to the May 2007 Aredrifurchase Agreement.

In August 2007, the Company amended and ezstae May 2007 Amended Purchase Agreement (thgust2007 Amended Purchase
Agreement”) to (i) increase the amount the Compaowld borrow by $10,000,000 to $25,000,000 anda@i Ingalls & Snyder Value Partners
LP (“ISVP") as a Purchaser. In August 2007, the @any issued a convertible promissory note to IS¥ME (2007 ISVP Note”) in the
aggregate principal amount of $10,000,000 purstatite August 2007 Amended Purchase Agreement.

In March 2008, the Company amended and restaeeAugust 2007 Amended Purchase Agreement fffaech 2008 Amended Purchase
Agreement”) to (i) increase the amount the Compaowd borrow by $5,000,000 to $30,000,000 andpfigvide that the Company may incur
up to an additional $5,000,000 of indebtedness fiteerPurchasers upon the same terms and conditisasant to the March 2008 Amended
Purchase Agreement. In March 2008, the Compangdsalconvertible promissory note to Robert Gipsba (March 2008 RG Note”) in the
aggregate principal amount of $5,000,000 pursuatiteé March 2008 Amended Purchase Agreement.

However, all terms of the cumulative $30,000,@h convertible promissory notes remain as oaltiyragreed to. The amounts borrowed by
the Company under the March 2008 Amended Purchgseefnent bear interest at the rate of 5% per arandimay be converted, at the
option of the Purchasers, into (i) shares of then@any’s common stock at a conversion price peresbb$2.50, (ii) the right to receive future
royalty payments related to the Company’s moleciateaging products (including Altropane and Fluocati@ amounts equal to 2% of the
Company’s pre-commercial revenue related to suotymts plus 0.5% of future net sales of such prediar each $1,000,000 of outstanding
principal and interest that a Purchaser elect®mwert into future payments, or (iii) a combinatioi(i) and (ii). Any outstanding notes that are
not converted into the Company’s common stock tar the right to receive future payments will becodne and payable by the earlier of
December 31, 2010 or the date on which a Purcluesgaires an event of default (as defined in thec@008 Amended Purchase Agreeme
However, each Purchaser is prohibited from effgcéirconversion if at the time of such conversianabmmon stock issuable to such
Purchaser, when taken together with all sharesmincon stock then held or otherwise beneficially ediby a Purchaser exceeds 19.9%, or
9.99% for Highbridge and ISVP, of the total numbgissued and outstanding shares of the Compaoyison stock immediately prior to
such conversion unless and until the Company’'skbtders approve the conversion of all of the shafecommon stock issuable thereunder.

In June 2008, the Company entered into a atibleepromissory note purchase agreement (thee¢'2098 Purchase Agreement”) with
Robert Gipson pursuant to which the Company coatddw up to $5,000,000. In June 2008, the Compssiyad a convertible promissory n
to Robert Gipson (the “June 2008 RG Note”) in thgragate principal amount of $5,000,000 pursuatti¢aJune 2008 Purchase Agreement.
The terms of the June 2008 Purchase Agreemenbasistent with those of the March 2008 Amended Rase Agreement described above.

The Highbridge Note was issued with a coneergrice of $2.50 which was below the market patthe Company’s common stock on the
date the May 2007 Amended Purchase Agreement wearedrinto. In accordance with EITF 98-5, “Accougtifor Convertible Securities with
Beneficial Conversion Features or Contingently Athible Conversion Ratios,” the Company recordeeneticial conversion feature (“BCF”)
of $480,000 (the “Highbridge BCF") which was recamat as a decrease in the carrying value of thaélbtigge Note and an increase to
additional paid-in capital. In accordance with EI0®-27, “Application of EITF 98-5 To Certain Contibte Instruments” the value of the
Highbridge BCF is being recognized as interest pgpaising the effective interest method throughebexer 31, 2010. The Company recor
interest expense related to the Highbridge BChénaccompanying Condensed Consolidated Statenfe@tsevations of approximately
$31,000 and $61,000 during the three and six magrided June 30, 2008, respectively. The Comparmyded interest expense of
approximately $22,000 during the three months edded 30, 2007.
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The 2007 ISVP Note was issued with a convarpiice of $2.50 which was below the market pritthe Company’s common stock on the
date the August 2007 Amended Purchase Agreemengémtased into. Accordingly, the Company record®&Céd of $1,400,000 (the “ISVP
BCF”) which was recognized as a decrease in thyiogrvalue of the 2007 ISVP Note and an increasadditional paid-in capital. The ISVP
BCF is being recognized as interest expense ubmgftective interest method through December 8102The Company recorded interest
expense related to the ISVP BCF in the accompar@ompensed Consolidated Statements of Operatioagprbximately $97,000 and
$191,000 during the three and six months ended 3002008, respectively.

The March 2008 RG Note was issued with a crmioe price of $2.50 which was below the marketg@of the Company’s common stock
on the date the March 2008 Amended Purchase Agrgenss entered into. Accordingly, the Company rdedra BCF of $380,000 (th008
RG BCF”) which was recognized as a decrease icdhging value of the March 2008 RG Note and angase to additional paid-in capital.
The 2008 RG BCF is being recognized as interestresgy using the effective interest method througtebwer 31, 2010. The Company
recorded interest expense related to the 2008 REiB&he accompanying Condensed Consolidated Séatisnof Operations of approximately
$31,000 and $36,000 during the three and six magrided June 30, 2008, respectively.

At June 30, 2008, the aggregate carrying vafube Highbridge Note, the March Notes, the 208VP Note, the March 2008 RG Note and
the June 2008 RG Note of $33,243,127 and the telterued interest was classified as a long-teahilify.

The Company is subject to certain debt covenpmrsuant to the March 2008 Amended Purchaseefiggat and the June 2008 Purchase
Agreement (the “Purchase Agreements”). If the Camy@ fails to pay the principal or interest dusder the Purchase Agreements, (ii) files a
petition for action for relief under any bankruptmysimilar law or (iii) an involuntary petition fed against the Company, all amounts
borrowed under the Purchase Agreements may beacomediately due and payable by the Company. In imaditvithout the consent of the
Purchasers, the Company may not (i) create, incatherwise permit to be outstanding any additiondébtedness for money borrowed,

(i) declare or pay any cash dividend, or makesdritution on, repurchase, or redeem, any clasiseo€ompany’s stock, subject to certain
exceptions or sell, lease, transfer or otherwispatie of any of the Company’s material assetsapepty or (iii) dissolve or liquidate.

According to a Schedule 13G/A filed with theGon February 12, 2008, Robert Gipson beneficalyed approximately 28.8% of the
outstanding common stock of the Company on Dece®be?007. Robert Gipson, who serves as a Sentecir of Ingalls & Snyder LLC
and a General Partner of ISVP, served as a direttihe Company from June 15, 2004 until OctoberZ8®4. According to a Schedule 13G/A
filed with the SEC on February 12, 2008, Thomass@iipbeneficially owned approximately 29.1% of tlistanding common stock of the
Company on December 31, 2007. According to a SdeelBG/A filed with the SEC on February 12, 2008hr Koenig beneficially owned
approximately 9.7% of the outstanding common stafdkhe Company on December 31, 2007. According$etzedule 13G filed with the SEC
on February 12, 2008, ISVP owned approximately %606 the outstanding common stock of the Companpecember 31, 2007. According
to a Schedule 13G filed with the SEC on Decembel0Q7, Highbridge beneficially owned approximat@l99% of the outstanding common
stock of the Company on November 2, 2007.

6. Exit Activities

In September 2005, the Company relocateckigsluarters to office space in Hopkinton, Massaattaidn addition, the Company amended
its Lease Agreement (the “Lease Amendment”), datedf January 28, 2002 by and between the Compahientwood Properties, Inc. (the
“Landlord”) relating to the Company’s former pripeil executive offices (the “Premises”) located wsEn, Massachusetts (the “Lease
Agreement”). Pursuant to the terms of the Lease idmeent, the Landlord consented to, among othegshitwo sublease agreements which
run through May 30, 2012, the term of the LeaseeAgrent, and which occupy all rentable square fietbieoPremises. In consideration for the
Landlord’s consent, the Company agreed to incrigasecurity deposit provided for under the Leageegment from $250,000 to $388,600
subject to periodic reduction pursuant to a predated formula. At June 30, 2008, the security d#pander the Lease Agreement was
approximately $242,000.
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As a result of the Company’s relocation, apemse was recorded in accordance with Statemetihahcial Accounting Standards (“SFAS”
146, “Accounting for Costs Associated with Exitisposal Activities” (“SFAS 146”). SFAS 146 requirthat a liability be recorded for a cost
associated with an exit or disposal activity afatis value in the period in which the liability iscurred. The liability recorded for the Lease
Amendment was calculated by discounting the est@thaash flows for the two sublease agreementshendegase Agreement using an
estimated credit-adjusted risk-free rate of 15%e €kpense and accrual recorded in accordance WAIS 346 requires the Company to make
significant estimates and assumptions. These egtin@ad assumptions will be evaluated and adjustegbpropriate on at least a quarterly t
for changes in circumstances. It is reasonablyiplesthat such estimates could change in the fuksalting in additional adjustments, and the
effect of any such adjustments could be material.

The activity related to the lease accruabaeJ30, 2008, is as follows:

Cash
Payments,
Accrual at Net of Subleas Accrual at
December 31, 20C Receipts 2008 June 30, 200
Lease Amendmet $ 236,14: $ 17,14: $ 219,00:
Shor-term portion of lease accru 43,92¢ 51,64
Long-term portion of lease accru $ 192,21« $ 167,35¢

During the three and six months ended Jun@@08 the Company recorded approximately $8,000648¢000, respectively of expense
related to the imputed cost of the lease expenswadncluded in general and administrative expers the accompanying Condensed
Consolidated Statements of Operations. Duringhheetand six months ended June 30, 2007, the Compaorded approximately $9,700 and
$20,000, respectively of expense related to thaiteghcost of the lease expense accrual includgdneral and administrative expenses in the
accompanying Condensed Consolidated Statementperb@ons.

7. Commitments and Contingencies

The Company recognizes and discloses commigwemen it enters into executed contractual ohibgatwith third parties. The Company
accrues contingent liabilities when it is probathlat future expenditures will be made and such ediperes can be reasonably estimated.

License Agreemen

The Company has entered into license agreenférg “CMCC Licenses”) with Children’s Medical GenCorporation (also known as
Children’s Hospital Boston) (“CMCC”) to acquire th&clusive worldwide rights to certain axon regetien technologies. The CMCC
Licenses provide for future milestone paymentspfaian aggregate of approximately $425,000 fohgmoduct candidate upon achievement
of certain regulatory milestones. Additionally, tBempany entered into two sponsored research agrasmith CMCC which provide for a
total of $550,000 in annual expenditures througly I2@09.

The Company has entered into license agreenfirg “Harvard License Agreements”) with Harvantivgrsity and its affiliated hospitals
(“Harvard and its Affiliates”) to acquire the exslue worldwide rights to certain technologies witlits molecular imaging and
neurodegenerative disease programs. The HarvaethédécAgreements obligate the Company to pay up &mgregate of approximately
$2,520,000 in milestone payments in the future. flihére milestone payments are generally payable @pon achievement of certain
regulatory milestones.

The Company’s license agreements with Haraadlits Affiliates and CMCC generally provide foyelty payments equal to specified
percentages of product sales, annual license nmainte fees and continuing patent prosecution costs.

In December 2006, the Company entered intcease agreement (the “Cethrin License”) with BioAg Therapeutic Inc., a Canadian
corporation (“BioAxone”) pursuant to which the Company was granted an eixelusorldwide license to develop and commerciatipecifiec
compounds including, but not limited to, Cethris farther defined in the Cethrin License. Under@ghrin License, the Company agreed to
pay BioAxone
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$10,000,000 in up-front payments, $25,000,000 uperachievement of certain milestone events, ayalties based on 10-12% of the
worldwide net sales of licensed products, subepiecified minimums, in each calendar year uittiee the expiration of a valid claim
covering a licensed product or a certain time pkafter the launch of a licensed product, in eade@pplicable to the specific country.

In April 2008, the Company entered into an@pagreement with BioAxone pursuant to which thempany was granted an option to
amend the Cethrin License (the “BioAxone Option égment”). The BioAxone Option Agreement providest the Company can exercise its
option to amend certain terms of the Cethrin Lieemstil the earlier of (a) sale or issuance of ebaf capital stock of the Company, including
the sale of debt that is convertible into sharesapital stock of the Company, which results inraggte gross proceeds of not less than
$25,000,000, and (b) October 27, 2008. If the opigoexercised, the Company will pay a fee of $8,000 to BioAxone and the parties will
enter into an amendment to the Cethrin License.

The amendment to the Cethrin License will aeplthe existing $25,000,000 in milestone paymamisroyalty payments with a requirement
that the Company pay $7,000,000 to BioAxone onefotte December 31, 2009, or upon BioAxaneritten request, if the Company assign
of its rights and interest in and to the underlyiiegnsed intellectual property (as defined in @ethrin License), prior to December 31, 200¢
addition, the amendment will provide that the Compwill make royalty payments to BioAxone basedagpercentage of annual net sales of
certain products specified in the Cethrin Licersetlie treatment of acute spinal cord injury eqaal% of such net sales and 1% of such net
sales for all other products specified in the dathicense for indications other than acute spawatl injury, until the earlier of December 31,
2021 or the Royalty Expiration Date (as definethia Cethrin License).

The amendment to the Cethrin License will g@savide that BioAxone will grant to the Companfuly paid-up, irrevocable, perpetual
worldwide license to the underlying licensed irgetlial property, and take steps to transfer t@iti@pany certain ancillary intellectual
property rights related thereto. In addition, theeadment will provide that BioAxone will releaset@ompany from certain development and
commercialization requirements imposed by the Qetticense.

Contingencies

The Company is subject to legal proceedingbénordinary course of business. Two such maitersve claims for cash and/or warrants to
purchase shares of common stock of the Compangrinection with certain of the Company’s privatecpl@ents. One other matter involves a
claim for cash of $250,000 in connection with ofithe Company’s license agreements. Managemenielsasnded to such claims and
believes that there is no legal or equitable biasipayment of the claims and that the resolutibthese matters and others will not have a
material adverse effect on the consolidated firerstatements.

Guarantor Arrangements

As permitted under Delaware law, the Compasxy éntered into agreements whereby the Compangnmifles its executive officers and
directors for certain events or occurrences whitedfficer or director is, or was serving, at thentpanys request in such capacity. The tern
the indemnification period is for the officer’s director’s lifetime. The maximum potential amouffature payments the Company could be
required to make under these indemnification agesgsnis unlimited; however, the Company has a tireand officer insurance policy that
limits the Company’s exposure and enables the Cagnfmarecover a portion of any future amounts pAgla result of the Company’s
insurance policy coverage, the Company believeggtienated fair value of these indemnification agnents is minimal.

The Company enters into arrangements withaiceservice providers to perform research, devetagrand clinical services for the
Company. Under the terms of these arrangementl,sgreice providers may use the Company’s techieddg performing their services. The
Company enters into standard indemnification agesgswith those service providers, whereby the Gomgpndemnifies them for any liabili
associated with their use of the Company’s tectgie® The maximum potential amount of future paytsiéme Company would be required to
make under these indemnification agreements isnitelil; however, the Company has product liabilitd general liability policies that enable
the Company to recover a portion of any amountd. s a result
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of the Company’s insurance policy coverage, the @amy believes the estimated fair value of thesermdfication agreements is minimal.

Lease Commitme!

The Company’s current office leases expir2df8. In July 2008, the Company entered into a anoelable operating lease agreement for
new office space in Hopkinton, Massachusetts. Téwe lease is for approximately 16,300 square feepate and expires in September 2011.
Under the new lease, the Company will incur apprately $275,000 in annual rent expense.

8. Income taxes

On January 1, 2007, the Company adopted Fialafccounting Standards Board (“FASB”) InterprétatNo. 48 (“FIN 48”), “Accounting
for Uncertainty in Income Taxes—an interpretatiéfrASB Statement 109”, which was issued in July@®IN 48 prescribes a
comprehensive model for recognizing, measuringsgeng and disclosing in the financial statemégntgositions taken or expected to be
taken on a tax return, including a decision whetbdile or not to file in a particular jurisdictio Unrecognized tax benefits are accounted f
a reduction to deferred tax assets and a corregppnelduction to the valuation allowance. Substdlytiall of these unrecognized tax benefits,
if recognized, would affect the effective tax rafbere was no change to our accumulated defiaf &ecember 31, 2006 as a result of the
adoption of the recognition and measurement prongof FIN 48.

The Company’s practice is to recognize integ@sl penalties related to income tax matterséorime tax expense. The Company has no
accrual for interest and penalties as of June G082

The Company is subject to both federal antd steeome tax for the jurisdictions within whichojperates, which are primarily focused in
Massachusetts. Within these jurisdictions, the Camygs open to examination for tax years ended Déee 31, 2004 through December 31,
2007. However, because we are carrying forwardnretax attributes, such as net operating losses 2@03 and earlier tax years, these
attributes can still be audited when utilized otumes filed in the future. There are currently ag audits that have commenced with respect to
income tax returns in any jurisdiction.

9. Fair Value Measurements

Effective January 1, 2008 the Company adoSfedS No. 157, “Fair Value Measurements” (“SFAS 15tid SFAS No. 159, “The Fair
Value Option for Financial Assets and Financialbilities Including an amendment of FASB Statemeat NL5, (“SFAS 159”) for its financial
assets and liabilities. As permitted by FASB SRidEition No. 157-2, “Effective Date of FASB Statemblo. 157", the Company elected to
defer the adoption of SFAS 157 for all non-finaheissets and non-financial liabilities, except thtsat are recognized or disclosed at fair
value in the financial statement on a recurringgasitil January 1, 2009. SFAS 159 permits comgmto choose to measure many financial
instruments and certain other items at fair vahag &are not currently required to be measurediavéue. The Company did not elect to adopt
the fair value option for eligible financial insments under SFAS 159.

SFAS 157 defines fair value, establishes mémaork for measuring fair value and expands disgks about fair value measurements. Ul
SFAS 157, fair value is determined based upon titgpece that would be received to sell an assqtaid to transfer a liability in an orderly
transaction between market participants exclusivang transaction costs. The Company did not reeogdcumulative adjustment as a resu
adopting SFAS 157.

SFAS No. 157 establishes a fair value hieathht prioritizes observable and unobservabletmpged to measure fair value into three
broad levels, described below:

Level 1: Observable inputs that reflect quotedgwifunadjusted) for identical assets or liabilitreactive markets. The fair value hierarchy
gives the highest priority to Level 1 inputs.

Level 2: Inputs other than quoted prices includetevel 1 that are observable for the asset oilitigbeither directly or indirectly.
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Level 3: Unobservable inputs are used when littta®mmarket data is available. The fair value highg gives the lowest priority to Level 3
inputs.

The following table sets forth our financiakats that were measured at fair value on a regupasis at June 30, 2008 by level within the
fair value hierarchy. We did not have any non-ficiahassets or liabilities that were measured scldsed at fair value on a recurring basis at
June 30, 2008. Assets and liabilities measurediavélue are classified in their entirety basedt@lowest level of input that is significant to
the fair value measurement. The Company’s assesshtre significance of a particular input to flag value measurement in its entirety
requires judgment, and considers factors spediftbe asset or liability.

Fair Value Measurement at Reporting Date U:
Quoted Prices il

Active Markets fo Significant Othe Significant
Carrying Value ¢ Identical Asset: Observable Inpu Unobservable Inpu
Description June 30, 200 (Level 1) (Level 2) (Level 3)
Assets:
Money market fund— current assel $ 5,39921'$ 5,399,211 $ — $ —
Money market fund— long term asse! $ 114,39¢ $ 114,39¢ $ — $ =
Total $ 551361 $ 5,513,61 $ — $ —

Money market funds are measured at fair vagieg quoted market prices and are classified witlgvel 1 of the fair value valuation
hierarchy.

10. New Accounting Pronouncements

In February 2008, the FASB issued FASB Stafiffton (“FSP”) No. 157-2, “Effective Date of FASBatement No. 157.” This FSP delays
the effective date of SFAS 157 for non-financiaets and nofinancial liabilities, except for items that areognized or disclosed at fair val
in the financial statements on a recurring bagigeést annually). SFAS 157 will therefore be aggiile to norfinancial assets and liabilities 1
the Company'’s fiscal year commencing January 19208e Company is currently reviewing the impacthef adoption of SFAS 157 for all
non-financial assets and liabilities on its finaiatatements.

In May 2008, the FASB issued FSP No. APB 14Atcounting for Convertible Debt Instruments Théay Be Settled in Cash upon
Conversion” (“FSP APB 14-1"). FSP APB ldspecifies that issuers of convertible debt imagrnts that may be settled in cash upon conve
(including partial cash settlement) should separatecount for the liability and equity componemts manner that will reflect the entity’s
nonconvertible debt borrowing rate when interest é®recognized in subsequent periods. FSP APB is4ffective for fiscal years beginning
after December 15, 2008. The Company is currengyuating the impact that the adoption of FSP ARBBLwill have on its financial position,
results of operations and cash flow.

ltem 2 — Management'’s Discussion and Analysis of Rancial Condition and Results of Operations

Our management’s discussion and analysis ofimancial condition and results of operationdue the identification of certain trends and
other statements that may predict or anticipateréubusiness or financial results that are sultjethportant factors that could cause our actual
results to differ materially from those indicat&ke Item 1A, “Risk Factors.” The information ingt@uarterly Report on Form 10-Q should be
read in conjunction with the consolidated finansi@tements and accompanying notes included ir\onual Report on Form 1B-for the yea
ended December 31, 2007.
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Overview
Description of Company

We are a biotechnology company engaged idéivelopment of therapeutic and diagnostic prodpigisarily for disorders in the central
nervous system, or CNS. Our clinical and preclinicaduct candidate pipeline is based on threenetary technology platforms:

. Regenerative therapeutics program, primarily fodusenerve repair and restoring movement and sgffisoction in patients wh
have had significant loss of CNS function resultiram traumas such as spinal cord injury, or S€bke, traumatic brain injury, or
TBI, and optic nerve damage utilizing technologfereed to as axon regeneratic

. Molecular imaging program focused on the diagnogi¥ Parkinsonian Syndromes, or PS, including Pesdt’ s Disease, or PD, at
ii) Dementia with Lewy Bodies, or DLB; ar

. Neurodegenerative disease program focused onrtgeidite symptoms of PD and slowing or stopping ttogession of PC

At June 30, 2008, we were considered a “dgratmnt stage enterprisa% defined in Statement of Financial Accountingh8taids, or SFAS
No. 7,“Accounting and Reporting by Development Stage Emises.”

As of June 30, 2008, we have experienced taiblosses since inception of approximately $193,@00, and stockholders’ deficit of
approximately $32,581,000. For the foreseeablaéytue expect to experience continuing operatisgds and negative cash flows from
operations as our management executes our cuisimdss plan. The cash and cash equivalents alealabune 30, 2008 will not provide
sufficient working capital to meet our anticipa&enditures for the next twelve months. We belidat the cash and cash equivalents
available at June 30, 2008 and our ability to adrtertain costs, including those related to chihitial programs, preclinical activities, and
certain general and administrative expenses wibénus to meet our anticipated cash expenditatesdctober 2008.

In order to continue as a going concern, wethérefore need to raise additional capital tlglowne or more of the following: a debt
financing, an equity offering, or a collaboratiomerger, acquisition or other transaction with onenore pharmaceutical or biotechnology
companies. We are currently engaged in fundraisffagts. There can be no assurance that we wilueeessful in our fundraising efforts or
that additional funds will be available on accepgabrms, if at all. We also cannot be sure thatwiliebe able to obtain additional credit from,
or effect additional sales of debt or equity sd@sito the Purchasers (described below). If wauaeble to raise additional or sufficient capital,
we will need to cease operations or reduce, ceadelay one or more of our research or developmprgrams, adjust our current business
and may not be able to continue as a going contfane violate a debt covenant or default underktach 2008 Amended Purchase
Agreement or the June 2008 Purchase Agreementriipeddelow), we may need to cease operationsdorce cease or delay one or more of
our research or development programs, adjust auertubusiness plan and may not be able to contisteegoing concern.

In connection with the common stock financaognpleted by us in March 2005, or the March 200f&f/¢ing, we agreed with the purcha:
in such financing, including Robert Gipson, Thorn@gson, and Arthur Koenig, or the March 2005 Investthat, subject to certain exceptic
we would not issue any shares of our common stbakpar share price less than $2.50 without ther pansent of the March 2005 Investors
holding at least a majority of the shares issuetiénMarch 2005 Financing. On August 4, 2008, thsicg price of our common stock was
$2.18. The failure to receive the requisite waweconsent of the March 2005 Investors could haeeetfect of delaying or preventing the
consummation of a financing by us should the ppieeshare in such financing be set at less th&0$2.

Our ability to continue to advance our clinipeograms, including the development of Cethrid #re Altropane molecular imaging agent,
and our preclinical programs will be affected by #vailability of financial resources to fund eg@erbgram. Financial considerations may cause
us to modify planned development activities for onenore of our programs, and we may decide toesusplevelopment of one or more
programs until we are able to secure additionakimgrcapital. If we are not able to raise additiocegpital, we will not have sufficient funds to
complete the clinical trial programs for Cethrintbe Altropane molecular imaging agent.
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We continually evaluate possible acquisitiohr investments in, businesses, technologiespanducts that are complementary to our
nerve repair program. The consideration paid imeation with an acquisition would also affect omahcial results. If we were to proceed
with one or more significant acquisitions in whitte consideration included cash, we could be redguiv use a substantial portion of our
available cash to consummate any such acquisitiacquisitions. To the extent we issue sharesozksbr other rights to purchase stock,
including options or other rights, existing stocldess may be diluted. In addition, acquisitions masult in the incurrence of debt, large one-
time write-offs and restructuring charges. Acqiasis may also result in goodwill and other intahgikssets that are subject to impairment
tests, which could result in future impairment ¢es. To the extent that we use common stock farallportion of the consideration to be
for future acquisitions, our existing stockholderay experience significant dilution.

In order to effect an acquisition, we may nadditional financing. We cannot be certain that such financing will be available on terms
favorable or acceptable to us, or at all. If weseaadditional funds through the issuance of eqaijyjty-related or debt securities, these
securities may have rights, preferences or prieegenior to those of the rights of our commonkdtoltiers, who would then experience
dilution. There can be no assurance that we wilitde to identify or successfully complete any asitjons.

Purchase Agreements

In March 2007, we entered into a convertibiienissory note purchase agreement, or the Marci PO@chase Agreement, with Robert
Gipson, Thomas Gipson and Arthur Koenig, refercedd the Purchasers and also the March 2007 Ndtidppursuant to which we could
borrow up to $15,000,000 from the March 2007 Notdddrs prior to December 31, 2007. In March 200¢ isgued convertible promissory
notes to the March 2007 Note Holders in the agdespgancipal amount of $9,000,000 pursuant to theedt 2007 Purchase Agreement. Ce
of the material terms of the convertible promissooyes are described below.

In May 2007, we amended and restated the M206f7 Purchase Agreement, or the May 2007 AmendechBse Agreement, to
(i) eliminate the requirement for the March 2007&Bolders to make further advances under the M20€1Y Purchase Agreement and (ii) add
Highbridge International, LLC, or Highbridge, aParchaser. In May 2007, we issued a convertiblenfgsory note to Highbridge in the
aggregate principal amount of $6,000,000 pursuattie May 2007 Amended Purchase Agreement.

In August 2007, we amended and restated the2087 Amended Purchase Agreement, or the Augut 2tnended Purchase Agreement,
to (i) increase the amount we could borrow by $20,000 to $25,000,000 and (ii) add Ingalls & Snydalue Partners LP, or ISVP, as a
Purchaser. In August 2007, we issued a convenitdeissory note to ISVP in the aggregate princgmabunt of $10,000,000 pursuant to the
August 2007 Amended Purchase Agreement.

In March 2008, we amended and restated theigtu2007 Amended Purchase Agreement, or the M&@B Amended Purchase Agreem
to (i) increase the amount we could borrow by $6,000 to $30,000,000 and (ii) provide that we mmgui up to an additional $5,000,000 of
indebtedness from the Purchasers upon the same gminconditions pursuant to the March 2008 Amerfiedhase Agreement. In
March 2008, we issued a convertible promissory tmfobert Gipson in the aggregate principal amo@$5,000,000 pursuant to the
March 2008 Amended Purchase Agreement, or the M2068B RG Note.

The amounts borrowed by us under the Marci8 Z0@8ended Purchase Agreement bear interest aatbef 5% per annum and may be
converted, at the option of the Purchasers intsh@res of our common stock at a conversion peceaipare of $2.50, (ii) the right to receive
future royalty payments related to our moleculaaging products (including Altropane and Fluoraiec@mounts equal to 2% of our pre-
commercial revenue related to such products phb& @f future net sales of such products for eagB®1000 of outstanding principal and
interest that a Purchaser elects to convert irttordupayments, or (iii) a combination of (i) ani. (Any outstanding notes that are not converted
into our common stock or into the right to recefwire payments will become due and payable bye#rker of December 31, 2010 or the date
on which a Purchaser declares an event of defasili¢fined in the March 2008 Amended Purchase Atgat). However, each Purchaser is
prohibited from effecting a conversion if at theaé of such conversion the common stock issualdeith Purchaser, when taken together with
all shares of common stock then held or otherwéseekicially owned by a Purchaser exceeds 19.99%,99% for Highbridge
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and ISVP, of the total number of issued and outstanshares of our common stock immediately posuch conversion unless and until our
stockholders approve the conversion of all of theras of common stock issuable thereunder.

In June 2008, we entered into a convertibtessory note purchase agreement, or the JuneRd@dase Agreement, with Robert Gipson
pursuant to which we could borrow up to $5,000,00Qune 2008, we issued a convertible promissotg to Robert Gipson, or the June 2008
RG Note, in the aggregate principal amount of $5,000 pursuant to the June 2008 Purchase Agreefftemterms of the June 2008 Purchase
Agreement are consistent with those of the MarddB828mended Purchase Agreement described above.

We are subject to certain debt covenants pmtsio the March 2008 Amended Purchase AgreemehthenJune 2008 Purchase Agreement,
or Purchase Agreements. If we (i) fail to pay thieg@pal or interest due under the Purchase Agregsnéii) file a petition for action for relief
under any bankruptcy or similar law or (i) an aluntary petition is filed against us, all amoubtsrowed under the Purchase Agreements
become immediately due and payable by us. In axiditvithout the consent of the Purchasers, we mo&yincreate, incur or otherwise, permit
to be outstanding any additional indebtedness famey borrowed, (i) declare or pay any cash divijer make a distribution on, repurchase,
or redeem, any class of our stock, subject to iceeteceptions or sell, lease, transfer or otherdispose of any of our material assets or
property or (iii) dissolve or liquidate.

Product Devel opment
Regenerative Therapeutics Program — Nerve Repair

Our nerve repair program is focused on restpnmovement and sensory function in patients whe tad significant loss of CNS function
resulting from traumas such as SCI, stroke, TBI@piit nerve damage. Our efforts are aimed at sieeofi proprietary regenerative drugs
and/or methods to induce nerve fibers called axomegenerate and form new connections that rekistabilities. We support sponsored
research that could extend our existing capalslitienerve repair by potentially providing multigenues for intervention in functional CNS
recovery. Licensing or acquiring the rights to thehnologies of complementary approaches for aggameration is part of our strategy of
creating competitive advantages in nerve repaadsembling a broad portfolio of related technolsgied intellectual property.

Our lead product in clinical development ferve repair is Cethrin. Cethrin contains a progrigprotein which studies indicate inactivates
a key enzyme called Rho resulting in the promotibaxon regeneration. Cethrin is currently beingestigated to determine its effectivenes
facilitating the restoration of movement and sepdonction following a major injury to the spinabi. After an SCI, approximately two-thirds
of patients undergo decompression/stabilizatiogesy: During surgery, Cethrin is delivered in agiénapplication to the injured region of the
spinal cord using a fibrin sealant as a carrier.

In January 2008, enroliment ended in our dpéel, non-placebo-controlled, dose-escalating @és: trial in subjects with acute SCI. A
total of 48 subjects was enrolled at 9 sites inUh&ed States and Canada. The trial design insladeumber of post-treatment evaluations of
the subjects for safety and efficacy for up to gear after treatment. The efficacy measurementsasshanges in subjects’ sensory and motor
functions, as well as overall recovery as meashyetthe impairment scale developed by the Amerigaing Injury Association, or ASIA. The
ASIA Impairment Scale, or AIS, is used to scorejasctis within five grades from ASIA Grade A to AS@rade E, with ASIA Grade A being
complete impairment with no sensory or motor fumetbelow the site of injury and ASIA Grade E beirggmal. ASIA Grade B through ASIA
Grade E designate increasing levels of motor andas® function. At the time of enrollment in thetén Phase I/lla trial, all subjects had a
complete thoracic or cervical SCI, had no motasemsory function below the level of their injurpdawere thus classified as an ASIA Grade
A. A component of AIS is the assessment of changeator score. The measurement is made by assdssinguscle groups in each arm and
leg on a 0 to 5 point scale for a total of 100 m@toints. Using this assessment, the total chamgeotor score is measured. The Clinical
Guidelines Panel Report issued by the Internati@aahpaign for Cures of spinal cord injury ParalysisICCP, indicates that a cervical ASIA
Grade A-injured patient is likely to spontaneousiyprove approximately 10 motor points during thstfyear after SCI.
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The trial assessed 5 dose levels of Cethrdnyy, 1 mg, 3 mg, 6 mg and 9 mg. Each dose leaslfitst given to thoracic SCI subjects and
then, following review by an independent Data Safdbnitoring Board, or DSMB, the dose level wadiated in cervical subjects. To date,
safety and tolerability data for each of the fivese levels have indicated that Cethrin appearse &afe and well tolerated. There have been no
serious adverse events attributable to Cethrinréltvere two deaths of subjects enrolled in the. fllae DSMB and the clinical investigators
attributed the two deaths to causes related tsubgcts’ initial SCI, other injuries, or preexiggiconditions and not related to Cethrin.

The 6 and 12 month interim data for the fé'Btsubjects treated with doses up to 6 mg indictitatd38.5% (5 of 13) of subjects with cervi
injuries and 8.3% (2 of 24) of subjects with thacdnjuries improved over the 6 and 12 months tdAGrade C or better, as described in the
table below. Moreover, 1 cervical injury subjeceiach of the 1 mg and 3 mg dose improved to ASIAdeD at 6 and 12 months and 1 suk
with a thoracic injury in the 6 mg dose improvedM8IA Grade D at 12 months.

ASIA Grade A Subjects with Improvement to ASIA Gead (or better) by Dos- 6 and 12 months (Intent to Treat popula—Last Observation Carried Forwal

Dose (mg’ Cervical Thoracic
0.3 1of3 0of 6

1 lof4 1lof6

3 20f3 0of 6

6 1of3 lof6
Total 50f 13 2 of 24

In addition, the 6 and 12 month interim matoore data for the first 37 subjects treated withed up to 6 mg is described in the table be
At 12 months, the largest mean changes in motaedcom baseline were seen in cervical patientacwith 1 mg and 3 mg, where average
improvements of 16.3 and 27.3 points, respectiweére observed. As noted by the ICCP, the expesggedtaneous motor score change for
cervical subjects is approximately 10 motor pothising the first year after SCI.

Mean Change in Motor Score from Baseline (Interifr®at populatio— Last Observation Carried Forwal

Cervical Thoracic
Dose (mg 6 Months 12 Months 6 Months 12 Months
0.3 11.3 11.0 0.0 0.0
1 15.8 16.3 2.7 3.2
3 19.7 27.3 0.0 0.0
6 9.7 11.0 52 5.7

Data for the ASIA grade and motor score impraents for the remaining 11 patients, including2tmeg dose, are still being collected and
will be released as the post-treatment evaluatiawe been collected and reviewed.

We have met with the Food and Drug Adminigtrator FDA, Health Canada, the European Medicigsncy, and with regulatory
authorities in selected European countries to vetiee Phase I/lla results and our Cethrin clindmlelopment plan, including our planned
Phase IlIb trial.

Our preliminary planning for the Phase llaltiof Cethrin called for us to enroll up to 100 jgdbs in 80 sites worldwide. Ongoing inputs,
including the results to date in the Phase I/iild, tdiscussions with the regulatory authoritied anr expert advisors, now indicate that a
placebo-controlled trial to demonstrate the potémificacy of Cethrin can be accomplished with éewatients and sites, and provide us with
results from the trial approximately a year earlifle are now planning to initiate a randomized,ldetblind, placebaontrolled, Phase llb tri
in subjects with acute cervical SCI in the firsager of 2009 at sites across North America.

We are also exploring the use of other neepair drug candidates in a variety of CNS condgisach as SCI, stroke, TBI and optic nerve
damage. We initiated a series of comparative ssudigvhich the abilities of our other nerve regainduct candidates, including Inosine,
Oncomodulin and potentially other compounds, wélldssessed for their potential to enhance nenaérréfpsuccessful, these studies may
enable the most promising candidates and indicaitiode taken forward in development.
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Regenerative Therapeutics Program— Bone Repair
We are evaluating our Rho inhibitamsvitro and in animal models to assess their ability tmgkate cells to regenerate bone.
Molecular Imaging Program

The Altropane molecular imaging agent is belegeloped for the differential diagnosis of P$Juding PD, and non-PS in patients with
tremor. In July 2007, our collaborators completatb#ment in a study that optimized the Altropan&ge acquisition protocol which we
believe will enhance Altropane’s commercial useteAf series of discussions with the FDA and opeexadvisors, the &kinson’s a E
ssential Tremor-2, or POET-2, program was designed as gpavbPhase 11l program using the optimized Altropémage acquisition protoc
The first part of the program was initiated in Desx=r 2007 in a multi-center clinical study in suitgeto acquire the set of Altropane images
which will be used to train the expert readerdgsdke customary process for clinical trials of pwllar imaging agents. The second part
involves two concurrent, replicate, multi-centeaBé I trials. These two concurrent trials, thefidesign of which is under discussion with
the FDA, will be initiated once final agreementtbe design of the trials is reached with the FDA.

To maximize the value of our molecular imagprggram, we are seeking to partner our molecutaging program for the completion of
the Phase Il clinical program and launch and concialization of Altropane. We believe that the expian of the program into other
indications such as DLB and other countries ineglgdhose in Europe could increase the value optbgram for the partner and us.

In addition to Altropane, we are developingeaond generation technetilbased molecular imaging agent for the diagnosBb&nd DLB
We believe the potential use of our technetium-thaselecular imaging agents could be strategic inpautnering efforts for our molecular
imaging program.

Neurodegenerative Disease Program

We are developing a Dopamine Transporter, AT [blocker for the treatment of the symptoms of &t slowing or stopping the
progression of PD. We have identified several psimgi lead compounds, some of which have been showrimate studies to alleviate the
symptoms of PD. In some cases, efficacy results air DAT blocker were comparable to that of a d&d dopamine agonist. Dopamine
agonists are routinely used to treat the symptanfoboth as monotherapy agents and in conjunetitinthe most common treatment,
Levodopa. We have shown that our lead compoundsktbithe DATIn vitro at low concentrations and are effectimevitro at blocking DAT
re-uptake also at low concentrations. Our lead comgsinave also been shown to enter the brain afdosing in rodents and to alleviate
symptoms of PD in hon-human primates. We are sgekipartner to advance our neurodegenerative @iggagram into clinical trials.

Sales and Marketing and Government Regulation

To date, we have not marketed, distributeslotat any products and, with the exception of Alaog and Cethrin, all of our other product
candidates are in preclinical development. Our peodandidates must undergo a rigorous regulatopycval process which includes exten:
preclinical and clinical testing to demonstrateesafind efficacy before any resulting product camrarketed. The FDA has stringent stand
with which we must comply before we can test owdpict candidates in humans or make them commereiadlilable. Preclinical testing and
clinical trials are lengthy and expensive and tis¢ohical rate of failure for product candidatesigh. Clinical trials require sufficient patient
enrollment which is a function of many factors. &el and difficulties in completing patient enrolimean result in increased costs and longer
development times. The foregoing uncertaintiesrasks limit our ability to estimate the timing aathount of future costs that will be required
to complete the clinical development of each progren addition, we are unable to estimate when risteet cash inflows are expected to
commence as a result of the successful complefion@or more of our programs.

Research and Devel opment

Following is information on the direct resdaend development costs incurred on our principaiific technology programs currently
under development. These amounts do not includgrels and development employee and related ovedusasl which total approximately
$25,644,000 on a cumulative basis.
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For the Three For the Six From Inception

Months Ended  Months Endec  (October 16, 1992) t
Program June 30, 2008  June 30, 2008 June 30, 2008
Regenerative therapeuti $ 2,053,000 $ 3,135,000 $ 27,134,00
Molecular imaging $ 420,000 $ 782,000 $ 25,577,00
Neurodegenerative disee $ — $ 20,00¢ $ 1,111,001

Estimating costs and time to complete devekmnof a specific program or technology is difftcdlie to the uncertainties of the
development process and the requirements of the whigh could require additional clinical trials other development and testing. Results of
any testing could lead to a decision to changemnihate development of a technology, in which eimated future costs could change
substantially. In the event we were to enter inicensing or other collaborative agreement wittogoorate partner involving sharing or
funding by such corporate partner of developmests;dhe estimated development costs incurred lopulsl be substantially less than
estimated. Additionally, research and developmestsare extremely difficult to estimate for eastage technologies due to the fact that there
are generally less comprehensive data availablsuch technologies to determine the developmenitaes that would be required prior to the
filing of a New Drug Application, or NDA. As a relsuwe cannot reasonably estimate the cost anddte of completion for any technology
that is not at least in Phase Ill clinical devel@gmidue to the uncertainty regarding the numbeea@idired trials, the size of such trials and the
duration of development. Even in Phase Il clinidavelopment, estimating the cost and the filintg dar an NDA can be challenging due to
the uncertainty regarding the number and sizeefdlguired Phase Ill trials. We are currently arialy what additional expenditures may be
required to complete the Phase llI clinical trisdgram for Altropane for the diagnosis of PS anginca reasonably estimate the cost of this
Phase Il clinical trial program at this time.

Critical Accounting Policies and Estimates

Our discussion and analysis of our financgaddition and results of operations are based upora@nsolidated financial statements which
have been prepared by us in accordance with adogumtinciples generally accepted in the United&taf America. The preparation of these
financial statements requires us to make estinatdgudgments that affect the reported amountsssta, liabilities, revenues and expenses,
and related disclosure of contingent assets ahdifies. Our estimates include those related tokei@ble securities, research contracts, the fair
value and classification of equity instruments, lese accrual and stock-based compensation. Véedbagstimates on historical experience
and on various other assumptions that we beliewd reasonable under the circumstances. Actualtseray differ from these estimates
under different assumptions or conditions.

Marketable Securities

Our marketable securities consist exclusieélinvestments in United States agency bonds arubeate debt obligations. These marketable
securities are adjusted to fair value on the Cadatdd Balance Sheet through other comprehensbgsria. If a decline in the fair value of a
security is considered to be other than tempothgyinvestment is written down to a new cost basisthe unrealized loss is removed from
accumulated other comprehensive loss and recordih@ iConsolidated Statements of Operations. Wiiaeawhether a decline in fair value
other than temporary based on factors such asgh#icance of the decline, the duration of time f¢hich the decline has been in existence
our ability and intent to hold the security to métu To date, we have not recorded any other teamporary impairments related to our
marketable securities. These marketable secuatislassified as current assets because theygdnly hiquid and are available, as required, to
meet working capital and other operating requireiien

Research Contracts

We regularly enter into contracts with thipes to perform research and development a&svith our behalf in connection with our
scientific technologies. Costs incurred under thesdracts are recognized ratably over the terth@tontract or based on actual enroliment
levels which we believe corresponds to the mamarhich the work is performed. Clinical trial, coatt services and other outside costs
require that we make estimates of the costs indurr@ given accounting period and record accrafgeriod end as the third party service
periods and billing terms do not always coincidéwaur period end. We base our estimates on ounlatlge of the research and development
programs, services performed for the period, pasbty for related activities and the expected tareof the third party service contract, wh
applicable.
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Fair Value and Classification of Equity | nstruments

Historically, we have issued warrants to pasghshares of our common stock in connection wittdebt and equity financings. We record
each of the securities issued on a relative fdirevhasis up to the amount of the proceeds receWedestimate the fair value of the warrants
using the Black-Scholes valuation model. The Bl&ckoles valuation model is dependent on a numbearidbles and estimates including:
interest rates; dividend yield; volatility and teepected term of the warrants. Our estimates agedan market interest rates at the date of
issuance, our past history for declaring dividemds,estimated stock price volatility and the caotual term of the warrants. The value
ascribed to the warrants in connection with defdrofgs is considered a cost of capital and ameditip interest expense over the term of the
debt.

We have, at certain times, issued preferrecksand notes, which were convertible into commoglsat a discount from the common stock
market price at the date of issuance. The amouttteofliscount associated with such conversionsigipresents an incremental yield, or
“beneficial conversion feature” that is recordedewlthe consideration allocated to the convertiblaisgty, divided by the number of common
shares into which the security converts, is beloavfair value of the common stock at the date @iasice of the convertible instrument.

A beneficial conversion feature associatedhwie preferred stock is recognized as a retutheaqgreferred stockholders and represents a
non-cash charge in the determination of net lasibatable to common stockholders. The beneficimiversion feature is recognized in full
immediately if there is no redemption date for pineferred stock, or over the period of issuanceuth the redemption date, if applicable. A
beneficial conversion feature associated with delyes, notes or other debt instruments is recograzea discount to the debt and is amortized
as additional interest expense using the effedtitegest method over the remaining term of the defitument.

Lease Accrual

We are required to make significant judgmemts assumptions when estimating the liability for met ongoing obligations under our
amended lease agreement relating to our formeuéxecffices located in Boston, Massachusettadeordance with SFAS 146, “Accounting
for Costs Associated with Exit or Disposal Actie#i” we use a discounted cash-flow analysis tautatle the amount of the liability. We
applied a discount rate of 15% representing our é&g&tgmate of our credit adjusted risk-free ratee Biscounted cash-flow analysis is based on
management’s assumptions and estimates of our magégrse obligations, and income from subleasealrncluding estimates of sublease
timing and sublease rental terms. It is possikd¢ tlur estimates and assumptions will change ifitthee, resulting in additional adjustment:
the amount of the estimated liability, and the effef any adjustments could be material. We revdewassumptions and judgments related to
the lease amendment on at least a quarterly hagisthe outcome is finalized, and make whatevedifications we believe are necessary,
based on our best judgment, to reflect any chaimgeiscumstances.

Stock-Based Compensation

We account for stock-based compensation inrdemce with SFAS No. 123R, “Share-Based Payment3FAS 123R. SFAS 123R requi
companies to measure compensation costs for atdiesed awards at fair value on grant date aranéze it as expense over the requisite
service period or expected performance period ®btliard. We estimate the fair value of stock-baseards using the Black-Scholes valuation
model on the grant date. The BlaBkholes valuation model requires us to make ceasénmptions and estimates concerning the exptte
of the awards, the rate of return of risk-free stagents, our stock price volatility, and our aqtated dividends. If any of our estimates or
assumptions prove incorrect, our results could bterally affected.

Results of Operations

Three Months Ended June 30, 2008 and 2007

Our net loss and net loss attributable to comstockholders was $6,114,786 during the threetinscended June 30, 2008 as compared
$5,292,749 during the three months ended June(®,. Net loss attributable to common stockholdetaléd $0.29 per share for the 2008
period as compared to $0.30 per share for the pe@idd. The increase in net loss in the 2008 pesiad primarily due to higher operating and
interest expenses. The decrease in net loss a#ibileuito common stockholders on a per share badiieei2008 period was primarily due to
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the increase in the weighted average common sbatstanding of approximately 3,400,000 in 2008,clihivas primarily the result of the
conversion of certain notes payable into commoaksto June 2007.

Research and development expenses were $3%&30uring the three months ended June 30, 2008rapared with $2,678,439 during the
three months ended June 30, 2007. The increake 2008 period was primarily attributable to higbests of approximately $1,381,000
associated with our nerve repair program, primaglgted to Cethrin clinical costs including ouraBé I/lla trial and preparations for our Phase
IIb trial. The increase was partially offset by lemcompensation and related costs of approxim&@dy,000 primarily related to the closing of
our Baltimore facility during the 2007 period. Werently anticipate that our research and developiregpenses will increase over the next
twelve months although there may be significanttflations on a quarterly basis. This expected asmas primarily related to higher Cethrin
and Altropane clinical costs. Our working capitahstraints may limit our planned expenditures.

General and administrative expenses were 81888 during the three months ended June 30, 20@8rapared with $2,468,669 during the
three months ended June 30, 2007. The decredse 2008 period was primarily related to a reductiolegal and consulting costs of
approximately $425,000 primarily related to ourdabbration and fundraising efforts. We currentlyieipate that our general and
administrative expenses will remain relatively detent over the next twelve months although theag tre significant fluctuations on a
quarterly basis.

Interest expense was $541,080 during the tmagths ended June 30, 2008 as compared with IB6Tring the three months ended
June 30, 2007. The increase in the 2008 periodaitabutable to the issuance of $10,000,000 andGB®E000 in convertible promissory notes
during 2008 and 2007, respectively, that bear @steat the rate of 5% per annum and the relateetash interest expense of approximately
$158,000 related to the beneficial conversion festof the Highbridge, ISVP and March 2008 RG cotilvle promissory notes. The notes
issued in March 2007 eliminated all outstanding@pal and accrued interest due under the notesqusy issued and a gain related to the
forgiveness of interest of approximately $273,0@GGwecorded during the 2007 period.

Investment income was $15,454 during the thmeaths ended June 30, 2008 as compared with $At@Thg the three months ended
June 30, 2007. The decrease in the 2008 periogbrirasrily due to lower average cash, cash equivaberd marketable securities balances
during the 2008 period.

Six months ended June 30, 2008 and 2007

Our net loss and net loss attributable to comstockholders was $11,440,724 during the six hahded June 30, 2008 as compared with
$9,373,890 during the six months ended June 307.206t loss attributable to common stockholdersaléot $0.55 per share for both the 2008
and 2007 periods. The increase in net loss in @08 period was primarily due to higher operatind anerest expenses. There was no change
to net loss attributable to common stockholdera per share basis as the increase in net lossfigas loy an increase in weighted average
common shares outstanding of approximately 3,8@i0@008, primarily the result of the conversidrcertain notes payable into common
stock during the 2007 period.

Research and development expenses were $6,289)266 the six months ended June 30, 2008 as comipate $5,257,185 during the ¢
months ended June 30, 2007. The increase in tH& [28@d was primarily attributable to higher castapproximately $1,757,000 associated
with our nerve repair program, primarily relatedethrin clinical costs including our Phase I/Hialtand preparations for our Phase Ilb trial.
The increase was partially offset by (i) a redutiiv costs of approximately $554,000 associatetl mifr molecular imaging program primarily
related to decreased Altropane clinical costs @phtb{ver compensation and related costs of appnaxely $142,000 primarily associated with
the closing of our Baltimore facility during the @Dperiod.

General and administrative expenses were $£230 during the six months ended June 30, 20@®mpared with $4,066,007 during the
months ended June 30, 2007. The increase in tH& 28@d was primarily related to (i) higher comgation and related costs of approxime
$318,000 primarily related to increased headcdiiphigher commercialization and communicationtsasf approximately $97,000 and
(iii) higher patent and related costs of approxeha$148,000 primarily related to our nerve repaigram. The increase was partially offse
reduced legal and consulting costs of approximéak88i7,000 primarily related to our collaboratiom &andraising efforts.
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Interest expense was $1,000,498 during thensixths ended June 30, 2008 as compared with $#a®@&ing the six months ended June
2007. The increase in the 2008 period was attrildete the issuance of $10,000,000 and $25,000r000nvertible promissory notes during
2008 and 2007, respectively, that bear interesteatate of 5% per annum and the related non-castest expense of approximately $288,000
related to the beneficial conversion features efHiighbridge, ISVP and March 2008 RG convertiblenpissory notes. The notes issued in
March 2007 eliminated all outstanding principal @edrued interest due under the notes previouslies and a gain related to the forgiveness
of interest of approximately $273,000 was recordigdng the 2007 period.

Investment income was $52,279 during the sixtims ended June 30, 2008 as compared with $58)0@ty the six months ended June 30,
2007. The decrease in the 2008 period was primduig/to lower average cash, cash equivalent, amkletadle securities balances during the
2008 period.

Liquidity and Capital Resources

Net cash used for operating activities, prityaelated to our net loss, totaled $8,829,132mtythe six months ended June 30, 2008 as
compared to $16,112,524 during the six months edded 30, 2007. The decrease in cash used durd®&i@@rimarily related to the
$7,500,000 due under our license agreement, ori@etitense, with BioAxone Therapeutic, Inc., ooBixone, in 2006 and paid in
March 2007. Net cash provided by investing acesitiotaled $1,292,514 during the six months endad 30, 2008 as compared to net cash
used for investing activities of $40,277 during fitemonths ended June 30, 2007. The change istimgeactivities in 2008 is primarily
associated with the sale of marketable securisesl to fund operations. Net cash provided by fimanactivities totaled $10,002,541 during
the six months ended June 30, 2008 as compared7{6(5,102 during the six months ended June 307.208e decrease in 2008 primarily
reflects the decrease in convertible notes issu@®08.

To date, we have dedicated most of our firenmeisources to the research and development gfroduct candidates, general and
administrative expenses and costs related to dbtpand protecting patents. Since inception, weet@imarily satisfied our working capital
requirements from the sale of our securities thhopigvate placements. These private placements inalkeded the sale and issuance of
preferred stock, common stock, promissory notescandertible debentures.

A summary of financings completed during thesé years ended June 30, 2008 is as follows:

Date Net Proceeds Raise Securities or Debt Instrument Issuec
June 200¢ $5.0 million Convertible Promissory Nott
March 200¢ $5.0 million Convertible Promissory Nott
August 2007 $10.0 million  Convertible Promissory Nott
May 2007 $6.0 million Convertible Promissory Nott
March 2007 $9.0 million Convertible Promissory Nott
February 200° $2.0 million Convertible Promissory Notes
October 200¢ $6.0 million Convertible Promissory Notes
August 200¢ $2.0 million Convertible Promissory Notes
September 200 $12.8 million  Common Stocl

(1) Converted to shares of our common stock in Juné.:

In the future, our working capital and capidiuirements will depend on numerous factorsputiclg the progress of our research and
development activities, the level of resources ttmtevote to the developmental, clinical, and l&tguy aspects of our technologies, and the
extent to which we enter into collaborative relatibips with pharmaceutical and biotechnology corgsan

At June 30, 2008, we had available cash asld equivalents of approximately $5,399,000.
As of June 30, 2008, we have experienced matblosses since inception of approximately $193,@00 and stockholders’ deficit of
approximately $32,581,000. For the foreseeabladytine expect to experience continuing
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operating losses and negative cash flows from dpesaas our management executes our current tasspien. The cash and cash equivalents
available at June 30, 2008 will not provide suéidi working capital to meet our anticipated expends for the next twelve months. We
believe that the cash and cash equivalents availthlune 30, 2008 and our ability to control ¢ertasts, including those related to clinical
trial programs, preclinical activities, and certgeneral and administrative expenses will enabl® nseet our anticipated cash expenditures
into October 2008.

In order to continue as a going concern, wethérefore need to raise additional capital tlglowne or more of the following: a debt
financing, an equity offering, or a collaborationerger, acquisition or other transaction with onenore pharmaceutical or biotechnology
companies. We are currently engaged in fundraisffayts. There can be no assurance that we witluseessful in our fundraising efforts or
that additional funds will be available on accefgabrms, if at all. We also cannot be sure thatwiliebe able to obtain additional credit from,
or effect additional sales of debt or equity se@sito the Purchasers. If we are unable to ralg@ianal or sufficient capital, we will need to
cease operations or reduce, cease or delay onererahour research or development programs, adjusturrent business plan and may nc
able to continue as a going concern. If we viokatkebt covenant or default under the Purchase Awpts, we may need to cease operatiol
reduce, cease or delay one or more of our researdévelopment programs, adjust our current busip&m and may not be able to continu
a going concern.

In connection with the March 2005 Financing, agreed with the March 2005 Investors, that, stiltjecertain exceptions, we would not
issue any shares of our common stock at a per ghiaeeless than $2.50 without the prior conserthefMarch 2005 Investors holding at lee
majority of the shares issued in the March 200&fdmg. On August 4, 2008, the closing price of @ammon stock was $2.18. The failure to
receive the requisite waiver or consent of the M&@05 Investors could have the effect of delagingreventing the consummation of a
financing by us should the price per share in dimdncing be set at less than $2.50.

Contractual Obligations and Commitments

Except as set forth below, the disclosureatired to our contractual obligations in our AnnRaport on Form 10-K for the year ended
December 31, 2007 have not materially changed siectled that report.

In March 2008, we issued a convertible proomgsote to Robert Gipson in the aggregate prin@pzount of $5,000,000 pursuant to the
March 2008 Amended Purchase Agreement. In June, 209&sued a convertible promissory note to RoBgrson in the aggregate principal
amount of $5,000,000 pursuant to the June 2008hBsecAgreement. At June 30, 2008, we had borro&$0,000 in convertible
promissory notes under the Purchase Agreementswaed approximately $1,439,700 in accrued interaghose notes.

In April 2008, we entered into an option agneat with BioAxone pursuant to which we were grdrde option to amend our Cethrin
License, or the BioAxone Option Agreement. The BioAe Option Agreement provides that we can exemiseption to amend certain terms
of the Cethrin License until the earlier of (a)esat issuance of shares of our capital stock, diclythe sale of debt that is convertible into
shares of our capital stock, which results in aggte gross proceeds of not less than $25,000,0a0ba October 27, 2008. If the option is
exercised, we will pay a fee of $7,000,000 to BioAg and we will enter into an amendment to the @etticense.

The amendment to the Cethrin License willaeplthe existing $25,000,000 in milestone paymamdsroyalty payments with a requirement
that we pay $7,000,000 to BioAxone on or beforeddalger 31, 2009, or upon BioAxone’s written requiéste assign all of our rights and
interest in and to the underlying licensed intellat property (as defined in the Cethrin Licengelpr to December 31, 2009. In addition, the
amendment will provide that we will make royaltyyp@ents to BioAxone based on a percentage of ammaiaales of certain products speci
in the Cethrin License for the treatment of acpieal cord injury equal to 4% of such net sales &%dof such net sales for all other products
specified in the Cethrin License for indicationeartthan acute spinal cord injury, until the eadiEDecember 31, 2021 or the Royalty
Expiration Date (as defined in the Cethrin License)

The amendment to the Cethrin License will gdsavide that BioAxone will grant to us a fully paiip, irrevocable, perpetual worldwide
license to the underlying licensed intellectualpandy, and take steps to transfer to us certaiillamncintellectual property rights related ther
In addition, the amendment will provide that
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BioAxone will release us from certain developmemd aommercialization requirements imposed by thini@eLicense.

Our current office leases expire in 2008.Uly 2008, we entered into a noncancelable operédiage agreement for new office space in
Hopkinton, Massachusetts that expires in Septe@®&t. The annual rent expense is approximately $205

Recent Accounting Pronouncements

In February 2008, the FASB issued FASB Stafiffon (“FSP”) No. 157-2, “Effective Date of FASBatement No. 157,” (“SFAS 157-27).
This FSP delays the effective date of SFAS 15h&or-financial assets and non-financial liabilitiescept for items that are recognized or
disclosed at fair value in the financial statememts recurring basis (at least annually). SFASW#litherefore be applicable to non-financial
assets and liabilities for our fiscal year commagclanuary 1, 2009. We are currently reviewingrgact of the adoption of SFAS 157 for all
non-financial assets and liabilities on our finahstatements.

In May 2008, the FASB issued FSP No. APB 14Atcounting for Convertible Debt Instruments Théay Be Settled in Cash upon
Conversion” (“FSP APB 14-1"). FSP APB ldspecifies that issuers of convertible debt imagrnts that may be settled in cash upon conve
(including partial cash settlement) should sep&ratecount for the liability and equity componeimts manner that will reflect the entity’s
nonconvertible debt borrowing rate when interest é®recognized in subsequent periods. FSP APB is4ffective for fiscal years beginning
after December 15, 2008. We are currently evalgdtie impact that the adoption of FSP APB 14-1 halve on our financial position, results
of operations and cash flow.

Iltem 3 — Quantitative and Qualitative Disclosures Adout Market Risk

There have been no material changes in thkendsks reported in our Annual Report on FormKLfdr the year ended
December 31, 2007.

We generally maintain a portfolio of cash eqlénts, and short-term and long-term marketaltariées in a variety of securities which can
include commercial paper, certificates of depasitney market funds and government and non-goverhdwsdt securities. The fair value of
these available-for-sale securities are subjechémges in market interest rates and may fall inevéi market interest rates increase. Our
investment portfolio includes only marketable sé@ms with active secondary or resale markets tp lesure liquidity. We have implemented
policies regarding the amount and credit ratingseéstments. Due to the conservative nature afelpmlicies, we do not believe we have
material exposure due to market risk. We may neelthe ability to hold our fixed income investmentgil maturity, and therefore our future
operating results or cash flows could be affectedeiare required to sell investments during aqeeim which increases in market interest rates
have adversely affected the value of our securii@folio. For fixed rate debt, changes in intérases generally affect the fair market value of
the debt instrument, but not earnings or cash flds do not have an obligation to prepay any firetd debt prior to maturity and, therefore,
interest rate risk and changes in the fair markéiev of fixed rate debt should not have a signifiéenpact on earnings or cash flows until such
debt is refinanced, if necessary. The terms reltedir fixed rate debt are described in Note théoconsolidated financial statements. For
variable rate debt, changes in interest rates gpelo not impact the fair market value of the tiaistrument, but do affect future earnings and
cash flows. We did not have any variable rate delkgtanding during the six months ended June 308.20

Iltem 4T — Controls and Procedures

Our management, with the participation of chief executive officer and chief financial officewvaluated the effectiveness of our disclo:
controls and procedures as of June 30, 2008. The“tisclosure controls and procedures,” as definddules 13a-15(e) and 15d-15(e) under
the Securities Exchange Act of 1934, as amendetthedExchange Act, means controls and other pragesdf a company that are designed to
ensure that information required to be disclosed lopmpany in the reports that it files or submitder the Exchange Act is recorded,
processed, summarized and reported, within the pien@ds specified in the SE€tules and forms. Disclosure controls and procesiinclude
without limitation, controls and procedures desijt@ensure that information
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required to be disclosed by a company in the regbat it files or submits under the Exchange &cdcumulated and communicated to the
company’s management, including its principal exigeland principal financial officers, as appropeito allow timely decisions regarding
required disclosure. Our management recognizesathatontrols and procedures, no matter how wealigghed and operated, can provide only
reasonable assurance of achieving their objectimdsmanagement necessarily applies its judgmentadfuating the codtenefit relationship ¢
possible controls and procedures. Based on theati@h of our disclosure controls and proceduresf dsine 30, 2008, our chief executive
officer and chief financial officer concluded thag of such date, our disclosure controls and plures were effective at the reasonable
assurance level.

No change in our internal control over finateceporting (as defined in Rules 13a-15(f) and-15¢f) under the Exchange Act) occurred
during the fiscal quarter ended June 30, 2008Hastmaterially affected, or is reasonably likelyrtaterially affect, our internal control over
financial reporting.

Part Il — Other Information

Iltem 1A — Risk Factors

Statements contained or incorporated by raferén this Quarterly Report on Form 10-Q thatravebased on historical fact are “forward-
looking statements” within the meaning of the Pi@v8ecurities Litigation Reform Act of 1995, Sent®7A of the Securities Act of 1933, as
amended, and Section 21E of the Exchange Act. Tloesard-looking statements regarding future evami3 our future results are based on
current expectations, estimates, forecasts, arjdqgtians, and the beliefs and assumptions of ouragement including, without limitation, our
expectations regarding our product candidatesudtiey the success and timing of our preclinicahical and development programs, the
submission of regulatory filings and proposed penitig arrangements, collaboration, merger, acgomsédnd fund raising efforts, results of
operations, selling, general and administrativeeesps, research and development expenses andftbierscy of our cash for future
operations. Forward-looking statements may be ifledtby the use of forward-looking terminology suas “may,” “could,” “will,” “expect,”
“estimate,” “anticipate,” “continue,” or similartes, variations of such terms or the negative oféhterms.

We cannot assure investors that our assungpénd expectations will prove to have been corftegiortant factors could cause our actual
results to differ materially from those indicatedmplied by forward-looking statements. Such fastthat could cause or contribute to such
differences include those factors discussed belgesundertake no intention or obligation to updateswise any forward-looking statements,
whether as a result of new information, future esem otherwise. If any of the following risks aally occur, our business, financial condition
or results of operations would likely suffer.

Risks Related to our Financial Results and Need fokdditional Financing

WE ARE A DEVELOPMENT STAGE COMPANY. WE HAVE INCURRED LOSSES FROM OUR OPERATIONS SINCE INCEPTION
AND ANTICIPATE LOSSES FOR THE FORESEEABLE FUTURE. WE WILL NOT BE ABLE TO ACHIEVE PROFITABILITY
UNLESS WE OBTAIN REGULATORY APPROVAL AND MARKET ACCEPTANCE OF OUR PRODUCT CANDIDATES. WE WILL
NEED SUBSTANTIAL ADDITIONAL FUNDING IN ORDER TO CONTINUE OUR BUSINESS AND OPERATIONS. IF WE ARE
UNABLE TO SECURE SUCH FUNDING ON ACCEPTABLE TERMS, WE WILL NEED TO CEASE OPERATIONS, SIGNIFICANTLY
REDUCE, DELAY OR CEASE ONE OR MORE OF OUR RESEARCH OR DEVELOPMENT PROGRAMS, OR SURRENDER RIGHTS
TO SOME OR ALL OF OUR TECHNOLOGIES. IF WE VIOLATE A DEBT COVENANT OR DEFAULT UNDER OUR DEBT
AGREEMENTS, WE MAY NEED TO CEASE OPERATIONS OR REDUCE, CEASE OR DELAY ONE OR MORE OF OUR
RESEARCH OR DEVELOPMENT PROGRAMS, ADJUST OUR CURRENT BUSINESS PLAN AND MAY NOT BE ABLE TO
CONTINUE AS A GOING CONCERN.

Biotechnology companies that have no apprg@reducts or other sources of revenue are geneefbyred to as development stage
companies. We have never generated revenues fratigrsales and we do not currently expect to géeeevenues from product sales for at
least the next three years. If we do generate t@s&and operating profits in the future, our apilit continue to do so in the long term could be
affected by the introduction of competitors’ prottuand other market factors. We expect to incuniBgant operating losses for at least the
next three years. The level of our operating lossag increase in the future if more of our prodtanididates begin human clinical trials. We
will never generate revenues or achieve profitbilnless we obtain regulatory approval and maskeeptance of our product candidates. '
will require us to be successful in a range of lemajing
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activities, including clinical trial stages of déspment, obtaining regulatory approval for our prodcandidates, and manufacturing, marketing
and selling them. We may never succeed in the$édtaas, and may never generate revenues thatigméisant enough to achieve profitability.
Even if we do achieve profitability, we may notddgle to sustain or increase profitability on a ¢grdy or annual basis.

We require significant funds to conduct reshand development activities, including preclihgtdies and clinical trials of our
technologies, and to commercialize our product whatds. Because the successful development ofrodupt candidates is uncertain, we are
unable to estimate the actual funds we will reqtordevelop and commercialize them. Our fundinginesments depend on many factors,
including:

. The scope, rate of progress and cost of our clitvigds and other research and development aietsy

. Future clinical trial results

. The terms and timing of any collaborative, licegsamd other arrangements that we may estat

. The cost and timing of regulatory approvals andsifblishing sales, marketing and distribution béjias;

. The cost of establishing clinical and commercigd@ies of our product candidates and any prodieswe may develoj
. The cost of obtaining and maintaining licensesd®e patented technologie

. The effect of competing technological and marketettgpments; an

. The cost of filing, prosecuting, defending anébecing any patent claims and other intellectualparty rights and other patent-related
costs, including litigation costs and the resuftsuah litigation.

Until such time, if ever, as we can generatestantial revenue from product sales or throudlaloorative arrangements with third parties,
we will need to raise additional capital. To date, have experienced negative cash flows from ojpeimtind have funded our operations
primarily from equity and debt financings.

As of June 30, 2008, we have experienced tatlosses since inception of approximately $193,@00 and stockholders’ deficit of
approximately $32,581,000. For the foreseeablaéutue expect to experience continuing operatisgds and negative cash flows from
operations as our management executes our cumisimdss plan. The cash and cash equivalents aleadltune 30, 2008 will not provide
sufficient working capital to meet our anticipa&enditures for the next twelve months. We beliéat the cash and cash equivalents
available at June 30, 2008 and our ability to adrtertain costs, including those related to chihitial programs, preclinical activities, and
certain general and administrative expenses wibénus to meet our anticipated cash expenditatesictober 2008.

In order to continue as a going concern, wethérefore need to raise additional capital tlglowne or more of the following: a debt
financing, an equity offering, or a collaboratiomerger, acquisition or other transaction with onenore pharmaceutical or biotechnology
companies. We are currently engaged in fundraisffagts. There can be no assurance that we wilueeessful in our fundraising efforts or
that additional funds will be available on accepgabrms, if at all. We also cannot be sure thatwiliebe able to obtain additional credit from,
or effect additional sales of debt or equity sd@sito the Purchasers. If we are unable to ralg@ianal or sufficient capital, we will need to
cease operations or reduce, cease or delay onererahour research or development programs, adjusturrent business plan and may nc
able to continue as a going concern. If we viokatkebt covenant or default under the Purchase Agrets, we may need to cease operatiol
reduce, cease or delay one or more of our researdévelopment programs, adjust our current busipis and may not be able to continu
a going concern.

In connection with the March 2005 Financing, agreed with the March 2005 Investors that, stiltgecertain exceptions, we would not
issue any shares of our common stock at a per ghiaeeless than $2.50 without the prior conserthefMarch 2005 Investors holding at lee
majority of the shares issued in the March 200&fomg.
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On August 4, 2008, the closing price of our comratmtk was $2.18. The failure to receive the retpiisiiver or consent of the March 2005
Investors could have the effect of delaying or preing the consummation of a financing by us shthwdprice per share in such financing be
set at less than $2.50.

Alternatively, to secure funds, we may be fegfuto enter financing arrangements with otheas thay require us to surrender rights to s
or all of our technologies or grant licenses omtethat are not favorable to us. If the resultswfcurrent or future clinical trials are not
favorable, it may negatively affect our abilityraise additional funds. If we are successful irobihg additional equity and/or debt financing,
the terms of such financing will have the effectidfiting the holdings and the rights of our stoakders. Estimates about how much funding
will be required are based on a number of assumtiall of which are subject to change based omegbelts and progress of our research and
development activities. If we are unable to raddittonal capital we will need to reduce, ceasdealay one or more of our research or
development programs and adjust our current busiples.

Our ability to continue development of ounatal programs, including the development of Cetlad the Altropane molecular imaging
agent, and our preclinical programs will be affddg the availability of financial resources to fluesach program. Financial considerations
cause us to modify planned development activitbehe or more of our programs, and we may decideispend development of one or more
programs until we are able to secure additionakimgrcapital. If we are not able to raise additiocegpital, we will not have sufficient funds to
complete the clinical trial programs for Cethrintioe Altropane molecular imaging agent.

OUR ESTIMATES OF OUR LIABILITY UNDER OUR BOSTON, MASSACHUSETTS LEASE MAY CHANGE.

Our lease in Boston, Massachusetts expiré®12. We have entered into two sublease agreeroewsing all 6,600 square feet under this
lease through the date of expiration. In deterngirdar obligations under the lease that we do npeeixto occupy, we have made certain
assumptions for the discounted estimated cash ftelated to the rental payments that our subterfeus agreed to pay. We may be required
to change our estimates in the future as a re§uhoong other things, the default of one or bdtbwr subtenants with respect to their payment
obligations. Any such adjustments to the estimétability could be material.

Risks Related to Commercialization

OUR SUCCESSDEPENDS ON OUR ABILITY TO SUCCESSFULLY DEVELOP OUR PRODUCT CANDIDATESINTO
COMMERCIAL PRODUCTS.

To date, we have not marketed, distributesiotat any products and, with the exception of Cathrid the Altropane molecular imaging
agent, all of our technologies and early-stage yebdandidates are in preclinical development. Jixess of our business depends primarily
upon our ability to successfully develop and conuiadize our product candidates. Successful researdiproduct development in the
biotechnology industry is highly uncertain, andytaw research and development projects produeerenercial product. In the biotechnolo
industry, it has been estimated that less thangereent of the technologies for which researchdeelopment efforts are initiated ultimately
result in an approved product. If we are unablsutcessfully commercialize Cethrin or the Altropam&ecular imaging agent or any of our
other product candidates, our business would benmly harmed.

EVEN IF WE RECEIVE APPROVAL TO MARKET OUR DRUG CANDIDATES, THE MARKET MAY NOT BE RECEPTIVE TO OUR
DRUG CANDIDATES UPON THEIR COMMERCIAL INTRODUCTION, WHICH COULD PREVENT US FROM SUCCESSFULLY
COMMERCIALIZING OUR PRODUCTS AND FROM BEING PROFITABLE.

Even if our drug candidates are successfudlyetbped, our success and growth will also depga the acceptance of these drug
candidates by physicians and third-party payorgefaitance of our product development candidatesowilh function of our products being
clinically useful, being cost effective and demaoatihg superior diagnostic or therapeutic effedhvein acceptable side effect profile as
compared to existing or future treatments. In addjteven if our products achieve market acceptaneanay not be able to maintain that
market acceptance
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over time. Factors that we believe will materiaffect market acceptance of our drug candidatestuaelvelopment include:

The timing of our receipt of any marketing apprevahe terms of any approval and the countrieshithvapprovals are obtaine
The safety, efficacy and ease of administratioawfproducts

The competitive pricing of our produc

The success of our education and marketing progt

The sales and marketing efforts of competitors;

The availability and amount of government and t-party payor reimbursemer

If our products do not achieve market acceg@awe will not be able to generate sufficient rewes from product sales to maintain or grow
our business.

ACQUISITIONS PRESENT MANY RISKS, AND WE MAY NOT REALIZE THE ANTICIPATED FINANCIAL AND STRATEGIC
GOALSFOR ANY SUCH TRANSACTIONS.

We may in the future acquire complementary ganies, products and technologies. Such acquisitiorolve a number of risks, including:

We may find that the acquired company or assetsotifurther our business strategy, or that we oaidrfor the company or assets,
that economic conditions change, all of which magerate a future impairment char

We may have difficulty integrating the operati@ml personnel of the acquired business, and maydifficulty retaining the key
personnel of the acquired busine

We may have difficulty incorporating the acquiredhnologies

We may encounter technical difficulties or failukeish the performance of the acquired technologiedrug products or me
experience unfavorable results in the clinical Esidelated to such technologies or prodt

We may face product liability risks associated with sale of the acquired comp’s products

Our ongoing business and managenseatiention may be disrupted or diverted by trégrsior integration issues and the complexit
managing diverse location

We may have difficulty maintaining uniform standsirihternal controls, procedures and policies aclosations
The acquisition may result in litigation from termated employees or th-parties; anc

We may experience significant problems or lial@btassociated with product quality, technology legdl contingencies

These factors could have a material adveffeetedn our business, results of operations arahfifal condition or cash flows, particularly in
the case of a larger acquisition or multiple acitjoiss in a short period of time. From time to tinnee may enter into negotiations for
acquisitions that are not ultimately consummateathShegotiations could result in significant divensof management time, as well as out-of-
pocket costs.
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The consideration paid in connection with aguasition also affects our financial results. & were to proceed with one or more significant
acquisitions in which the consideration includedicave could be required to use a substantialgodf our available cash to consummate any
acquisition. To the extent we issue shares of stoakher rights to purchase stock, including apdior other rights, existing stockholders may
be diluted and earnings per share may decreaseldition, acquisitions may result in the incurrenteebt, large one-time write-offs (such as
acquired in-process research and development @udsestructuring charges. They may also resgoodwill and other intangible assets that
are subject to impairment tests, which could rasufiiture impairment charges.

Risks Related to Regulation

IF OUR PRECLINICAL TESTING AND CLINICAL TRIALS ARE NOT SUCCESSFUL, WE WILL NOT OBTAIN REGULATORY
APPROVAL FOR COMMERCIAL SALE OF OUR PRODUCT CANDIDATES.

We will be required to demonstrate, througcfinical testing and clinical trials, that our greet candidates are safe and effective before we
can obtain regulatory approval for the commeraid ®f our product candidates. Preclinical testing clinical trials are lengthy and expensive
and the historical rate of failure for product calades is high. Product candidates that appearipnognin the early phases of development,
such as in preclinical study or in early humanichhtrials, may fail to demonstrate safety andceffy in clinical trials.

Except for Cethrin and the Altropane moleciutaaging agent, we have not yet received Investgat New Drug, or IND, approval from
the Food and Drug Administration, or FDA, for odher product candidates which will be required befee can begin clinical trials in the
United States. We may not submit INDs for our piaddiandidates if we are unable to accumulate thessary preclinical data for the filing of
an IND. The FDA may request additional preclinidata before allowing us to commence clinical trialse FDA or other applicable regulat
authorities may suspend clinical trials of a dragdidate at any time if we or they believe the sdtgj or patients participating in such trials are
being exposed to unacceptable health risks ortf@raeasons. Adverse side effects of a drug catelioh subjects or patients in a clinical trial
could result in the FDA or foreign regulatory auilies refusing to approve a particular drug caatbdor any or all indications of use.

We have met with the FDA, Health Canada, theopean Medicines Agency, and with regulatory arities in selected European countries
to review the Phase I/lla results and our Cethiimical development plan, including our planned &h#b trial. Our preliminary planning for
the Phase lIb trial of Cethrin called for us toahup to 100 subjects in 80 sites worldwide. Omgpinputs, including the results to date in the
Phase I/lla trial, discussions with the regulatauyhorities and our expert advisors, now indiché& & placebo-controlled trial to demonstrate
the potential efficacy of Cethrin can be accomg@skvith fewer patients and sites, and provide db vesults from the trial approximately a
year earlier. We are now planning to initiate ad@mnized, doubl-blind, placebocontrolled, Phase IIb trial in subjects with accgéevical SCI it
the first quarter of 2009 at sites across North Acae

After a series of discussions with the FDA and expert advisors, the POET-2 program was desligis a two-part Phase Il program using
the optimized Altropane image acquisition protoddie first part of the program was initiated in Betber 2007 in a multenter clinical stud
in subjects to acquire the set of Altropane imagleih will be used to train the expert readerdsake customary process for clinical trials of
molecular imaging agents. The second part invaiwesconcurrent, replicate, multi-center Phaserldlls. These two concurrent trials, the final
design of which is under discussion with the FDA| ke initiated once final agreement on the desfithe trials is reached with the FDA.

There is no assurance that the results olstamdate and/or any further work completed inftitare will be sufficient to achieve the
approvability of Cethrin or the Altropane molecuileraging agent.

Clinical trials require sufficient patient eiment which is a function of many factors, indlugl the size of the potential patient population,
the nature of the protocol, the availability of&iig treatments for the indicated disease anelthibility criteria for enrolling in the clinical
trial. Delays or difficulties in completing patieabroliment can result in increased costs and lodgeelopment times.
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We cannot predict whether we will encounterbpems with any of our completed, ongoing or plahoknical trials that will cause us or
regulatory authorities to delay or suspend thdséstror delay the analysis of data from our conggleor ongoing clinical trials. Any of the
following could delay the initiation or the comptat of our ongoing and planned clinical trials:

. Ongoing discussions with the FDA or comparableifpreuthorities regarding the scope or design ofctinical trials;
. Delays in enrolling patients and volunteers infaoichl trials;
. Lower than anticipated retention rate of patiemd @olunteers in clinical trial

. Negative or inconclusive results of clinical triglsadverse medical events during a clinical w@lld cause a clinical trial to
repeated or a program to be terminated, even érattudies or trials related to the program areessful;

. Insufficient supply or deficient quality of drugradidate materials or other materials necessarthfoconduct of our clinical trial:
. Serious and unexpected d-related sid-effects experienced by participants in our clintcells; or
. The placement of a clinical trial on ho

OUR PRODUCT CANDIDATES ARE SUBJECT TO RIGOROUS REGULATORY REVIEW AND, EVEN |F APPROVED, REMAIN
SUBJECT TO EXTENSIVE REGULATION.

Our technologies and product candidates mudengo a rigorous regulatory approval process winicludes extensive preclinical and
clinical testing to demonstrate safety and effichefore any resulting product can be marketed.résgarch and development activities are
regulated by a number of government authoritighénUnited States and other countries, includimgRBA pursuant to the Federal Food, D
and Cosmetic Act. The clinical trial and regulatapproval process usually requires many years abstantial cost. To date, neither the FDA
nor any of its international equivalents has appdany of our product candidates for marketing.

The FDA regulates drugs in the United Stateduding their testing, manufacturing and markgtibata obtained from testing is subject to
varying interpretations which can delay, limit aepent FDA approval. The FDA has stringent labasat;md manufacturing standards which
must be complied with before we can test our probdandidates in people or make them commercialiylable. Examples of these standards
include Good Laboratory Practices and current Qdadufacturing Practices, or cGMP. Our compliancthhese standards is subject to
initial certification by independent inspectors amhtinuing audits thereafter. In addition, mantdeers of our product candidates are subje
the FDA’s cGMP regulations and similar foreign stards and we do not have control over compliantle thiese regulations by our
manufacturers. If any of these third-party manufests fail to perform as required, this could inmpmir ability to deliver our products on a
timely basis or cause delays in our clinical trizagl applications for regulatory approval.

Obtaining FDA approval to sell our product diates is time-consuming and expensive. The FDAllstakes at least 12 to 18 months to
review an NDA which must be submitted before thedRfall consider granting approval to sell a produéthe FDA requests additional
information, it may take even longer for the FDAmake a decision especially if the additional imrfation that they request requires us to
complete additional studies. We may encounter aingiélays in foreign countries. After reviewing aMpA we submit, the FDA or its foreign
equivalents may decide not to approve our prodéetsure to obtain regulatory approval for a pradeendidate will prevent us from
commercializing our product candidates.

Other risks associated with the regulatoryrapal process include:

. Regulatory approvals may impose significant limitas on the uses for which any approved products eamarketec

. Any marketed product and its manufacturer argestitto periodic reviews and audits, and any discpwf previously unrecognized
problems with a product or manufacturer could reisususpension or limitation of approva
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. Changes in existing regulatory requirements, ortigctment of additional regulations or statutes|cprevent or affect the timing
our ability to achieve regulatory compliance. Fafland state laws, regulations and policies maghiaaged with possible retroactive
effect, and how these rules actually operate caemttheavily on administrative policies and intetation over which we have no
control, and we may possess inadequate experieragsess their full impact upon our business;

. The approval may impose significant restrictionghe indicated uses, conditions for use, labekalyertising, promotion, marketing
and/or production of such product, and may impasgng requirements for post-approval studies pidiclg additional research and
development and clinical trial

OUR PRODUCTS COULD BE SUBJECT TO RESTRICTIONS OR WITHDRAWAL FROM THE MARKET AND WE MAY BE
SUBJECT TO PENALTIESIF WE FAIL TO COMPLY WITH REGULATORY REQUIREMENTS, OR IF WE EXPERIENCE
UNANTICIPATED PROBLEMSWITH OUR PRODUCTS, WHEN AND IF ANY OF THEM ARE APPROVED.

Any product for which we obtain marketing apyal, along with the manufacturing processes, ppgtroval clinical data, labeling,
advertising and promotional activities for suchdurot, will be subject to continual requirementsofl review by the FDA and other regulatory
bodies. These requirements include submissionafefysand other post-marketing information and regaegistration requirements, quality
assurance and corresponding maintenance of reancddocuments, requirements regarding the distoibutf samples to physicians and
recordkeeping. The manufacturer and the manufagtdaicilities we use to make any of our productdidates will also be subject to periodic
review and inspection by the FDA. The subsequestadiery of previously unknown problems with a pragdmanufacturer or facility may
result in restrictions on the product or manufaatar facility, including withdrawal of the produitbm the market. Even if regulatory approval
of a product is granted, the approval may be stibgelimitations on the indicated uses for whick firoduct may be marketed or to the
conditions of approval, or contain requirementsdostly post-marketing testing and surveillancentmitor the safety or efficacy of the
product. Later discovery of previously unknown gesbs with our products, manufacturers or manuféaoguprocesses, or failure to comply
with regulatory requirements, may result in:

. Restrictions on such products, manufacturers omfa&turing processe

. Warning letters

. Withdrawal of the products from the mark

. Refusal to approve pending applications or suppiegsn® approved applications that we sub
. Recall;

. Fines;

. Suspension or withdrawal of regulatory approv

. Refusal to permit the import or export of our proty

. Product seizure; ar

. Injunctions or the imposition of civil or crimingenalties

FAILURE TO OBTAIN REGULATORY APPROVAL IN FOREIGN JURISDICTIONSWOULD PREVENT USFROM MARKETING
OUR PRODUCTS ABROAD.

Although we have not initiated any marketiffipes in foreign jurisdictions, we intend in thetéire to market our products outside the
United States. In order to market our producth@European Union and many other foreign jurisdittj we must obtain separate regulatory
approvals and comply with numerous and varying legry requirements. The approval procedure vameeng countries and can involve
additional testing. The time required to obtainrappl abroad may differ from that required to obtBDA approval. The foreign regulatory
approval process may include all of the risks assed with obtaining FDA approval and we may not
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obtain foreign regulatory approvals on a timelyibai§ at all. Approval by the FDA does not ensapproval by regulatory authorities in other
countries, and approval by one foreign regulatoatherity does not ensure approval by regulatorpatities in other foreign countries or
approval by the FDA. We may not be able to filefegulatory approvals and may not receive necesggsovals to commercialize our
products in any market outside the United Stathe. failure to obtain these approvals could matgradversely affect our business, financial
condition and results of operations.

FOREIGN GOVERNMENTS TEND TO IMPOSE STRICT PRICE CONTROLSWHICH MAY ADVERSELY AFFECT OUR
REVENUES, IF ANY.

The pricing of prescription pharmaceuticalsubject to governmental control in some foreigantdes. In these countries, pricing
negotiations with governmental authorities can tatwsiderable time after the receipt of marketipgraval for a product. To obtain
reimbursement or pricing approval in some countriesmay be required to conduct a clinical tri@ttbompares the cost-effectiveness of our
product candidate to other available therapieeithbursement of our products is unavailable oitéchin scope or amount, or if pricing is set
at unsatisfactory levels, our business could bedly affected.

Risks Related to our Intellectual Property

IF WE ARE UNABLE TO SECURE ADEQUATE PATENT PROTECTION FOR OUR TECHNOLOGIES, THEN WE MAY NOT BE
ABLE TO COMPETE EFFECTIVELY ASA BIOTECHNOLOGY COMPANY.

At the present time, we do not have patentegton for all uses of our technologies. Thersigmificant competition in the field of CNS
diseases, our primary scientific area of reseanchdgvelopment. Our competitors may seek patemegtion for their technologies, and such
patent applications or rights might conflict witietpatent protection that we are seeking for athrielogies. If we do not obtain patent
protection for our technologies, or if others obtpatent rights that block our ability to developmlanarket our technologies, our business
prospects may be significantly and negatively afdcFurther, even if patents can be obtainedethatents may not provide us with any
competitive advantage if our competitors have gfevpatent positions or if their product candidatesk better in clinical trials than our
product candidates. Our patents may alsoha#lenged, narrowed, invalidated or circumventguich could limit our ability to stop competitc
from marketing similar products or limit the lengthterm of patent protection we may have for owduicts.

Our patent strategy is to obtain broad pgbentection, in the United States and in major dewetl countries, for our technologies and their
related medical indications. Risks associated wititecting our patent and proprietary rights ineltide following:

. Our ability to protect our technologies could béagled or negatively affected if the United StataseRt and Trademark Office,
USPTO, requires additional experimental evideneg¢ dlr technologies worl

. Our competitors may develop similar technologiepraducts, or duplicate any technology developedsy
. Our competitors may develop products which arelamtd ours but which do not infringe our patentgmducts:
. Our competitors may successfully challenge one arerof our patents in an interference or litigatwoceeding

. Our technologies may infringe the patents or riglitsther parties who may decide not to grantenée to us. We may have to cha
our products or processes, pay licensing feesoprcstrtain activities because of the patent rightbird parties which could cause
additional unexpected costs and del:

. Patent law in the fields of healthcare and biotebdbgy is still evolving and future changes in slelrs might conflict with our existir
and future patent rights, or the rights of oth
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. Our collaborators, employees and consultants magdbrthe confidentiality agreements that we enterto protect our trade secr
and proprietary kno-how. We may not have adequate remedies for suelthranc

. There may be disputes as to the ownership oftdobical information developed by consultantsestific advisors or other third
parties which may not be resolved in our fa

WE IN-LICENSE A SIGNIFICANT PORTION OF OUR INTELLECTUAL PROPERTY AND IF WE FAIL TO COMPLY WITH OUR
OBLIGATIONS UNDER ANY OF THE RELATED AGREEMENTS, WE COULD LOSE LICENSE RIGHTS THAT ARE NECESSARY
TO DEVELOP OUR PRODUCT CANDIDATES.

We have entered into license agreements widhBne, Harvard University and its affiliated hdtsgs, or Harvard and its Affiliates, and
Children’s Medical Center Corporation, or CMCC,tthave us rights to intellectual property that ecessary for our business. These license
arrangements impose various development, royatfyodimer obligations on us. If we breach these aliligs and fail to cure such breach in a
timely manner, these exclusive licenses could mvexded to non-exclusive licenses or the agreentnitkl be terminated, which would result
in our being unable to develop, manufacture andosetiucts that are covered by the licensed tecgyolin particular, the development of our
nerve repair program is highly dependent upon @Getkhich we licensed from BioAxone. If we are ureabd meet our obligations in the time
period specified in the Cethrin License, includadieving the development and clinical milestommés$aining a commercial agreement for the
delivery of Cethrin and the out-license of Cettd@velopment in Japan, our business could be mbyenarmed.

In order to continue to expand our businessnag need to acquire additional product candidiadading those in clinical development
through in-licensing that we believe will be a stgic fit with us. We may not be able to in-licessdtable product candidates at an acceptable
price or at all. Engaging in any in-license wiltur a variety of costs, and we may never realigeaifticipated benefits of any such in-license.

IF WE BECOME INVOLVED IN PATENT LITIGATION OR OTHER PROCEEDINGS RELATED TO A DETERMINATION OF
RIGHTS, WE COULD INCUR SUBSTANTIAL COSTS AND EXPENSES, SUBSTANTIAL LIABILITY FOR DAMAGES OR BE
REQUIRED TO STOP OUR PRODUCT DEVELOPMENT AND COMMERCIALIZATION EFFORTS.

A third party may sue us for infringing itsteat rights. Likewise, we may need to resort tigdition to enforce a patent issued or licensed to
us or to determine the scope and validity of thuedtty proprietary rights. In addition, a third pamay claim that we have improperly obtained
or used its confidential or proprietary informatidere has been substantial litigation and othecgedings regarding patent and other
intellectual property rights in the pharmaceutaadl biotechnology industries. In addition to inframent claims against us, we may become a
party to other patent litigation and other procagdj including interference proceedings declarednasg us by the USPTO, regarding
intellectual property rights with respect to ouogucts and technology. The cost to us of any litigeor other proceeding relating to
intellectual property rights, even if resolved i davor, could be substantial, and the litigatieould divert our management’s efforts. Some of
our competitors may be able to sustain the costemwiplex patent litigation more effectively than ean because they have substantially
greater resources. Uncertainties resulting fromirthiation and continuation of any litigation caluimit our ability to continue our operations.

If any parties successfully claim that ouratien or use of proprietary technologies infringgen their intellectual property rights, we might
be forced to pay damages, potentially includingleelamages, if we are found to have willfully inffed on such parties’ patent rights. In
addition to any damages we might have to pay, & cowld require us to stop the infringing activitiyobtain a license. Any license required
under any patent may not be made available on cooiatig acceptable terms, if at all. In additiongch licenses are likely to be non-exclusive
and, therefore, our competitors may have accetheteame technology licensed to us. If we faillitam a required license and are unable to
design around a patent, we may be unable to effdgtmarket some of our technology and productsckvbould limit our ability to generate
revenues or achieve profitability and possibly prews from generating revenue sufficient to snstar operations. We might be required to
redesign the formulation of a product candidatéhat it does not infringe, which may not be possital could require substantial funds and
time. Ultimately, we could be prevented from comaieizing a product or be forced to cease somecggeur business operations if we are
unable to enter into license agreements that arepsable to us.
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Moreover, we expect that a number of our collalionstwill provide that royalties payable to us ficenses to our intellectual property may be
offset by amounts paid by our collaborators todipiarties who have competing or superior intellalcpwoperty positions in the relevant fields,
which could result in significant reductions in gewvenues from products developed through collalmrs

CONFIDENTIALITY AGREEMENTSWITH EMPLOYEES AND OTHERS MAY NOT ADEQUATELY PREVENT DISCLOSURE OF
TRADE SECRETS AND OTHER PROPRIETARY INFORMATION.

In order to protect our proprietary technol@d processes, we rely in part on confidenti@gyeements with our collaborators, employees,
consultants, outside scientific collaborators goohsored researchers, and other advisors. Theseragnts may be breached, may not
effectively prevent disclosure of confidential infeation and may not provide an adequate remedyeietent of unauthorized disclosure of
confidential information. In addition, others maydependently discover trade secrets and proprigtesymation, and in such cases we could
not assert any trade secret rights against sudh. g2ostly and time-consuming litigation could tecassary to enforce and determine the scope
of our proprietary rights, and failure to obtainnoaintain trade secret protection could adversictour competitive business position.

Risks Related to our Dependence on Third Parties

IF ANY COLLABORATOR TERMINATES OR FAILSTO PERFORM ITSOR THEIR OBLIGATIONS UNDER AGREEMENTS WITH
US, THE DEVELOPMENT AND COMMERCIALIZATION OF OUR PRODUCT CANDIDATES COULD BE DELAYED OR
TERMINATED.

We are dependent on expert advisors and diabooations with research and development sefqwiogiders. Our business could be
adversely affected if any collaborator terminateollaboration agreement with us or fails to perf its obligations under that agreement.
Most biotechnology and pharmaceutical companieg leatablished internal research and developmegtanres, including their own facilities
and employees which are under their direct conBglcontrast, we have limited internal researchatdjiy and have elected to outsource
substantially all of our research and developmert;linical and clinical activities. As a resultewsre dependent upon our network of expert
advisors and our collaborations with other researazhdevelopment service providers for the devetaygrof our technologies and product
candidates. These expert advisors are not our gegdabut provide us with important information &ndwledge that may enhance our prot
development strategies and plans. Our collaboratidgth research and development service providerg@ortant for the testing and
evaluation of our technologies, in both the precihand clinical stages.

Many of our expert advisors are employed lyhave their own collaborative relationship withrizrd and its Affiliates or CMCC. A
summary of the key scientific, research and devekq professionals with whom we work, and a contpasfi their professional background
and affiliations is as follows:

. Larry I. Benowitz, Ph.D., Director, Laboratories fdeuroscience Research in Neurosurgery, Chi’s Hospital, Boston; Associa
Professor of Neurosurgery, Harvard Medical Sch

. Joseph R. Bianchine, M.D., Ph.D., F.A.C.P., F.£.@., Scientific Advisory Board Member, AlseresaRhaceuticals, Inc.; former
Senior Scientific Advisor, Schwarz Pharma #

. Zhigang He, Ph.D., BM, Research Associate, DepartmieNeurology, Childre’s Hospital Boston; Associate Professor of Neural
Department of Neurology, Harvard Medical Schu

. Robert S. Langer, Jr., Sc.D., Director, Alserkarfhaceuticals, Inc., Institute Professor of Chataoid Biomedical Engineering,
Massachusetts Institute of Technolo

. Peter Meltzer, Ph.D., President, Organix, Inc., WabMA.

Dr. Benowitz, Dr. Bianchine, Dr. He, and Dariger provide scientific consultative services Iteésyin total payments of approximately
$125,000 per year. Dr. Benowitz and Dr. He prowadentific consultative services primarily relatecour nerve repair program. Dr. Bianchine
provides scientific consultative services primarily
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related to our nerve repair and neurodegeneratbease programs. Dr. Langer provides consultagweces primarily related to scientific and
business services.

We do not have a consulting agreement withMBaltzer but do enter into research and developroentracts from time to time with
Organix, Inc., of which Dr. Meltzer is president.

Our significant collaborations include:

. Childrer's Hospital in Boston, Massachusetts where cerfaiuiocollaborating scientists perform their resbagfforts;

. Harvard Medical School in Boston, Massachusettsrevhertain of our collaborating scientists perfahair research effort:
. MDS Nordion in Vancouver, British Colombia which mdactures the Altropane molecular imaging agemd;

. Organix, Inc. in Woburn, Massachusetts which presidor-radioactive Altropane for FDA mandated studies symthesizes ot
compounds for the treatment of PD and for axonmeggion.

We generally have a number of collaboratioith vesearch and development service providersioggt any point in time. These
agreements generally cover a specific projectuystare usually for a duration between one momtbnie year, and expire upon completion of
the project. Under these agreements, we are soemtiaguired to make an initial payment upon exeoutf the agreement with the remaining
payments based upon the completion of certain fipecnilestones such as completion of a study tiveley of a report.

We cannot control the amount and timing obteses our advisors and collaborators devote tgpmgrams or technologies. Our advisors
and collaborators may have employment commitmentsrtconsulting or advisory contracts with, otbatities that may limit their availability
to us. If any of our advisors or collaborators werdreach or terminate their agreement with ustieerwise fail to conduct their activities
successfully and in a timely manner, the preclindeaclinical development or commercialization afrdechnologies and product candidates or
our research programs could be delayed or termdnatey such delay or termination could have a niatedverse effect on our business,
financial condition or results of operations.

Disputes may arise in the future with respedhe ownership of rights to any technology depebbwith our advisors or collaborators. Th
and other possible disagreements could lead tysi@iahe collaborative research, development amoercialization of our technologies, or
could require or result in litigation to resolvenyAsuch event could have a material adverse effecur business, financial condition or results
of operations.

Our advisors and collaborators sign agreeméatgprovide for confidentiality of our proprieyainformation. Nonetheless, they may not
maintain the confidentiality of our technology asttier confidential information in connection withegy advisory or collaboration
arrangement, and any unauthorized disseminatiouofonfidential information could have a mateddVerse effect on our business, financial
condition or results of operations.

IF WE ARE UNABLE TO MAINTAIN OUR KEY WORKING RELATIONSHIPSWITH OUR LICENSORS, INCLUDING BIOAXONE,
HARVARD AND ITSAFFILIATES AND CMCC, WE MAY NOT BE SUCCESSFUL SINCE SUBSTANTIALLY ALL OF OUR
CURRENT TECHNOLOGIES WERE LICENSED FROM SUCH LICENSORS.

We maintain relationships with our licensang]uding BioAxone, Harvard and its Affiliates, a@MCC. Substantially all of our
technologies were licensed from these licensorgledthe terms of our license agreements with BigAexdarvard and its Affiliates and
CMCC, we acquired the exclusive, worldwide licettsenake, use, and sell the technology covered bly ezspective agreement. Among other
things, the technologies licensed under these agets include:
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. Cethrin compositions and methods of t

. Altropane molecular imaging agent compositions eaethods of use

. Technetiun-based molecular imaging agent compositions andadethf use
. Inosine methods of use; a

. DAT blocker compositions and methods of t

Generally, each of these license agreemeetfastive until the last patent licensed relatinghe technology expires or a fixed and
determined date. The patents on Cethrin expirenpégg in 2022. The patents on the Altropane mobkatmhaging agent expire beginning in
2013. The patents on the technetium-based moleicuéging agents expire beginning in 2017. The gatfar Inosine expire beginning in
2017. The patents for our DAT blockers expire beiig in 2012.

We are required to make certain payments uodelicense agreements with our licensors whiategally include:
. An initial licensing fee payment upon the executidrthe agreement and annual license maintenae¢

. Reimbursement payments for all patent relatetsdosurred by the licensor, including fees asdediavith the filing of continuation-
in-part patent application

. Milestone payments as licensed technology progsesseugh each stage of development (filing of IdBmpletion of one or mol
clinical stages and submission and approval of BA}Nand

. Royalty payments on the sales of any products basehle licensed technolog

In December 2006, we entered into the Cethidanse pursuant to which we were granted an eixausorldwide license to develop and
commercialize specified compounds including, butlimoited to, Cethrin as further defined in the @t License. The Cethrin License calls
us to conduct development and commercializatioiviies of Cethrin, to pay certain pre-commerciation milestones and on-going royalties
on sales of Cethrin when and if approved for manmiefThe Cethrin License includes a developmemi pliah discrete development milestones
which, if not met, could result in additional paymeto BioAxone and/or loss of some or all of aoehse rights. Under the Cethrin License
paid $10,000,000 in up-front payments. We alsoedjte pay BioAxone up to $25,000,000 upon the agimeent of certain milestone events
and royalties based on 10-12% of the worldwidesaéts of licensed products, subject to specifiemims, in each calendar year until either
the expiration of a valid claim covering a licengedduct or a certain time period after the lauoth licensed product, in each case applicable
to the specific country. If we fail to launch aditsed product within twelve months of obtaining keéing approval for such product in the
United States, at least two specified European tci@snor Japan, BioAxone may terminate our righdear the Cethrin License in whole or in
part in the United States, the European Union pada

In April 2008, we entered into the BioAxonet@p Agreement. There can be no assurance thatilvexarcise our rights under the
BioAxone Option Agreement and amend the Cethrirehse.

We have entered into license agreements eo€MCC Licenses, with CMCC to acquire the exclusizgldwide rights to certain axon
regeneration technologies. The CMCC Licenses peofad future milestone payments of up to an aggeeghapproximately $425,000 for e
product candidate upon achievement of certain e¢gry milestones. Additionally, we entered into tegonsored research agreements with
CMCC which provide for a total of $550,000 in anhesgpenditures through May 2009.

We have entered into license agreementsedftrvard License Agreements, with Harvard andffiiates to acquire the exclusive
worldwide rights to certain technologies within anolecular imaging and neurodegenerative diseasgrgms. The Harvard License
Agreements obligate us to pay up to an aggregaapmoximately
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$2,520,000 in milestone payments in the future. flingre milestone payments are generally payable \gpon achievement of certain
regulatory milestones.

Our license agreements with Harvard and ifdiates and CMCC generally provide for royalty pagnts equal to specified percentages of
product sales, annual license maintenance feesantthuing patent prosecution costs.

We have entered into sponsored research agrésmwith certain key collaborators, including CMQ@hder these agreements, we provide
funding so that the sponsored scientists can coatineir research efforts. These payments are @ignerade in equal quarterly installments
over the term of the agreements which are usuatipfe to three years.

Universities and other not-for-profit reseanstitutions are becoming increasingly aware ef¢tbhmmercial value of their findings and are
becoming more active in seeking patent protectimhleensing arrangements to collect royaltiesttieruse of technology that they have
developed. The loss of our relationship with onenore of our key licensors could adversely affagt@angoing development programs and
could make it more costly and difficult for us tbtain the licensing rights to new scientific disedes.

IF WE ARE UNABLE TO ESTABLISH, MAINTAIN AND RELY ON NEW COLLABORATIVE RELATIONSHIPS, THEN WE MAY
NOT BE ABLE TO SUCCESSFULLY DEVELOP AND COMMERCIALIZE OUR TECHNOLOGIES.

To date, our operations have primarily focusadhe preclinical development of most of our teslbgies, as well as conducting clinical
trials for certain of our technologies. We currgrkpect that the continued development of ournieldgies will result in the initiation of
additional clinical trials. We expect that thesealepments will require us to establish, maintaid sely on new collaborative relationships in
order to successfully develop and commercializetecinologies. We face significant competitionéeldng appropriate collaborators.
Collaboration arrangements are complex to negagiatetime consuming to document. We may not beesstal in our efforts to establish
additional collaborations or other alternative agments, and the terms of any such collaborati@iternative arrangement may not be
favorable to us. There is no certainty that:

. We will be able to enter into such collaborationseconomically feasible and otherwise acceptabfesend conditions

. Such collaborations will not require us to undket substantial additional obligations or requsdadevote additional resources
beyond those we have identified at pres

. Any of our collaborators will not breach or termti@aheir agreements with us or otherwise fail todiect their activities on time
thereby delaying the development or commercialiratif the technology for which the parties areatmilrating; ant

. The parties will not dispute the ownership riglitsihy technologies developed under such collatmorsy

IF ONE OF OUR COLLABORATORS WERE TO CHANGE ITSSTRATEGY OR THE FOCUS OF ITSDEVELOPMENT AND
COMMERCIALIZATION EFFORTSWITH RESPECT TO OUR RELATIONSHIP, THE SUCCESS OF OUR PRODUCT
CANDIDATES AND OUR OPERATIONS COULD BE ADVERSELY AFFECTED.

There are a number of factors external tdyasrnay change our collaborators’ strategy or foeitis respect to our relationship with them,
including:

. The amount and timing of resources that our coliatoos may devote to the product candide
. Our collaborators may experience financial diffizs;

. We may be required to relinquish important rightshsas marketing and distribution rigt

39




Table of Contents

Should a collaborator fail to develop or commeiz&bne of our product candidates, we may not vecany future mileston
payments and will not receive any royalties for pheduct candidate

Business combinations or significant changesdoliaborator’s business strategy may also advweedéct a collaboratos willingnes:
or ability to complete its obligations under anyaagement

A collaborator may not devote sufficient time aedaurces to any collaboration with us, which cqarlevent us from realizing tt
potential commercial benefits of that collaborati

A collaborator may terminate their collaboratiavith us, which could make it difficult for us téti@ct new collaborators or adversely
affect how we are perceived in the business arahfiiml communities; ar

A collaborator could move forward with a competpgduct candidate developed either independently ocollaboration with other:
including our competitor

If any of these occur, the development androensialization of one or more drug candidates cdeldielayed, curtailed or terminated
because we may not have sufficient financial resesior capabilities to continue such developmedtcammercialization on our own.

Risks Related to Competition

WE ARE ENGAGED IN HIGHLY COMPETITIVE INDUSTRIESDOMINATED BY LARGER, MORE EXPERIENCED AND BETTER
CAPITALIZED COMPANIES.

The biotechnology and pharmaceutical industi® highly competitive, rapidly changing, and doeninated by larger, more experienced
and better capitalized companies. Such greateriexpe and financial strength may enable themitwgttheir products to market sooner than
us, thereby gaining the competitive advantage ofgothe first to market. Research on the causeamf possible treatments for, diseases for
which we are trying to develop therapeutic or dizgjit products are developing rapidly and theke pstential for extensive technological
innovation in relatively short periods of time. k@s affecting our ability to successfully manalge technological changes occurring in the
biotechnology and pharmaceutical industries, as agebur ability to successfully compete, include:

Many of our potential competitors in the field dNS research have significantly greater experiehaa tve do in completin
preclinical and clinical testing of new pharmaceaitiproducts, the manufacturing and commerciabizagirocess, and obtaining FDA
and other regulatory approvals of produ

Many of our potential competitors have productd tteve been approved or are in late stages of dewednt;

Many of our potential competitors may develop pridwr other novel technologies that are more #ffecsafer or less costly thi
any that we are developin

Many of our potential competitors have collabiwafrrangements in our target markets with leadompanies and research
institutions;

The timing and scope of regulatory approvals festhproducts

The availability and amount of th-party reimbursemen

The strength of our patent positic

Many of our potential competitors are in a stemnfinancial position than us, and are thus beitde to finance the significant cost of
developing, manufacturing and selling new produeist

40




Table of Contents

. Companies with established positions and prior ggpee in the pharmaceutical industry may be betés to develop and mark
products for the treatment of those diseases fachwive are trying to develop produc

To our knowledge, there is presently no appdatherapeutic focused on the nerve repair of CiN&ders resulting from traumas, such as
SCI. We are aware of other companies who are dpwgjdherapeutics to treat the CNS disorders rieguftom SCI. These companies have
significantly greater infrastructure and financiedources than us and if they were to able to wint@rketing approval for their products it
could significantly adversely affect our compettiposition. Given the challenges of achieving fiomal recovery in severe CNS disorders, we
believe some of these competitors are developingee or drugs that could potentially be used injaoction with the therapeutics we are
developing.

To our knowledge, there is presently no appdodiagnostic in the United States for PD and oth@vement disorders. To our knowledge,
there is only one company, GE Healthcare (formEglgomed/Amersham), that has marketed a diagnostiging agent for PD, DaTSCAN.
To date, GE Healthcare has obtained marketing &apomly in certain countries in Europe. To our Wwiedge, GE Healthcare is not presently
seeking approval of DaTSCAN in the United States.H&althcare has significantly greater infrastroetand financial resources than us, and
their decision to seek approval in the United Stateuld significantly adversely affect our compeditposition. Their established market
presence, and greater financial strength in thefgan market may make it difficult for us to sustelty market Altropane in Europe.

IF WE ARE UNABLE TO COMPETE EFFECTIVELY, OUR PRODUCT CANDIDATES MAY BE RENDERED NONCOMPETITIVE
OR OBSOLETE.

Our competitors may develop or commercializgareffective, safer or more affordable productylitain more effective patent protection,
than we are able to. Accordingly, our competitoesyraommercialize products more rapidly or effedfitban we are able to, which would
adversely affect our competitive position, the litkeod that our product candidates will achievei@imarket acceptance, and our ability to
generate meaningful revenues from our product cites. Even if our product candidates achieveainitiarket acceptance, competitive
products may render our products obsolete, nonctiivpeor uneconomical. If our product candidates @endered obsolete, we may not be
able to recover the expenses of developing and @riatizing those product candidates.

IF THIRD-PARTY PAYORS DO NOT ADEQUATELY REIMBURSE OUR CUSTOMERS FOR ANY OF OUR PRODUCTS THAT ARE
APPROVED FOR MARKETING, THEY MIGHT NOT BE ACCEPTED BY PHYSICIANS AND PATIENTS OR PURCHASED OR
USED, AND OUR REVENUES AND PROFITSWILL NOT DEVELOP OR INCREASE.

Substantially all biotechnology products aistrtbuted to patients by physicians and hospitatsl in most cases, such patients rely on
insurance coverage and reimbursement to pay foeswrall of the cost of the product. In recent ge#ire continuing efforts of government :
third party payors to contain or reduce health casts have limited, and in certain cases preveptegsicians and patients from receiving
insurance coverage and reimbursement for medicalygts, especially newer technologies. We belibaéthe efforts of governments and
third-party payors to contain or reduce the costeslthcare will continue to affect the business famancial condition of pharmaceutical and
biopharmaceutical companies. Obtaining reimbursémeproval for a product from each governmentaitber third-party payor is a time-
consuming and costly process that could requitte psovide to each prospective payor scientifimichl and coseffectiveness data for the
of our products. If we succeed in bringing any of product candidates to market and third-partyopagetermine that the product is eligible
for coverage; the third-party payors may nonettseéssablish and maintain price levels insufficntus to realize a sufficient return on our
investment in product development. Moreover, elifjbfor coverage does not imply that any prodwt be reimbursed in all cases.

Our ability to generate adequate revenuesopedating profits could be adversely affected dtslimitations or restrictions are placed on
sale of our products. Specific risks associateti wiedical insurance coverage and reimbursementdacl

. Significant uncertainty exists as to the reimbursetstatus of newly approved health care prod
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. Third-party payors are increasingly challenging the grictearged for medical products and servi

. Adequate insurance coverage and reimbursemennotdye available to allow us to charge pricespfmducts which are adequate for
us to realize an appropriate return on our devetgroosts. If adequate coverage and reimbursememioh provided for use of our
products, the market acceptance of these prodiltisennegatively affectec

. Health maintenance organizations and other maneg®dcompanies may seek to negotiate substantiaheodiscounts for the sale
our products to their members thereby reducingpoofit margins; anc

. In recent years, bills proposing comprehensiva@theare reform have been introduced in Congiestsvtould potentially limit
pharmaceutical prices and establish mandatory lontary refunds. It is uncertain if any legislatipeoposals will be adopted and how
federal, state or private payors for health camdgand services will respond to any health cdoemes.

U.S. drug prices may be further constrainegdssible Congressional action regarding drug remagion into the United States. Some
proposed legislation would allow the reimportatafrapproved drugs originally manufactured in thdtebh States back into the United States
from other countries where the drugs are soldlaivar price. Some governmental authorities in th®.ldre pursuing lawsuits to obtain
expanded reimportation authority. Such legislatregulations, or judicial decisions could reduce phices we receive for any products that we
may develop, negatively affecting our revenues@modpects for profitability. Even without legiskati authorizing reimportation, increasing
numbers of patients have been purchasing presamigtiugs from Canadian and other non-United Stdasces, which has reduced the price
received by pharmaceutical companies for their petsl

The Centers for Medicare and Medicaid Servioe€MS, the agency within the Department of Healtd Human Services that administers
Medicare and that is responsible for setting Me@icaimbursement payment rates and coverage mofimieany product candidates that we
commercialize, has authority to decline to covetipalar drugs if it determines that they are n@dsonable and necessary” for Medicare
beneficiaries or to cover them at lower rates flece budgetary constraints or to match previowagiproved reimbursement rates for products
that CMS considers to be therapeutically comparathed-party payors often follow Medicare coveragmicy and payment limitations in
setting their own reimbursement rates, and bothitéed and other third-party payors may have suficimarket power to demand significant
price reductions.

Moreover, marketing and promotion arrangemantse pharmaceutical industry are heavily regddily CMS, and many marketing and
promotional practices that are common in other stides are prohibited or restricted. These resbristare often ambiguous and subject to
conflicting interpretations, but carry severe adstnative, civil, and criminal penalties for noncplance. It may be costly for us to implement
internal controls to facilitate compliance by oates and marketing personnel.

As a result of the trend towards managed heafe in the United States, as well as legislgiieposals to constrain the growth of federal
healthcare program expenditures, third-party pagoesncreasingly attempting to contain healthcasts by demanding price discounts or
rebates and limiting both coverage and the leve¢mhbursement of new drug products. Consequesitipificant uncertainty exists as to the
reimbursement status of newly approved healthcaréygts.

MEDICARE PRESCRIPTION DRUG COVERAGE LEGISLATION AND FUTURE LEGISLATIVE OR REGULATORY REFORM OF
THE HEALTH CARE SYSTEM MAY AFFECT OUR ABILITY TO SELL OUR PRODUCT CANDIDATES PROFITABLY.

A number of legislative and regulatory progeta change the healthcare system in the UnitateS&and other major healthcare markets
have been proposed in recent years. In additiogoiog initiatives in the United States have exegrd will continue to exert pressure on drug
pricing. In some foreign countries, particularlyuotries of the European Union, the pricing of prggion pharmaceuticals is subject to
governmental control. Significant changes in thaltheare system in the United States or elsewlwekiding changes resulting from the
implementation of the Medicare prescription drugarage legislation and adverse trends in thirdypart
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reimbursement programs, could limit our abilityr&ise capital and successfully commercialize oadpct candidates.

In particular, the Medicare Prescription Diagprovement and Modernization Act of 2003 estalgiish new Medicare prescription drug
benefit. The prescription drug program and futureeadments or regulatory interpretations of theslagjion could affect the prices we are able
to charge for any products we develop and selu$erby Medicare beneficiaries and could also cthiggparty payors other than the federal
government, including the states under the Medipaagiram, to discontinue coverage for any produetsievelop or to lower reimbursement
amounts that they pay. The legislation changednté#hodology used to calculate reimbursement fogslthat are administered in physicians’
offices in a manner intended to reduce the amdaitis subject to reimbursement. In addition, thredMare prescription drug benefit program
that took effect in January 2006 directed the Satyef Health and Human Services to contract withcurement organizations to purchase
physician- administered drugs from manufacturets@ovided physicians with the option to obtainglrthrough these organizations as an
alternative to purchasing from manufacturers, wisigme physicians may find advantageous. Becausewenot received marketing appro
or established a price for any product, it is difft to predict how this new legislation will affegs, but the legislation generally is expected to
constrain or reduce reimbursement for certain tyesugs.

Further federal, state and foreign healthpaoposals and reforms are likely. While we canmetjrt the legislative or regulatory proposals
that will be adopted or what effect those propossdy have on our business, including the futumalbeirsement status of any of our product
candidates, the announcement or adoption of suggtopels could have an adverse effect on potemtiginues from product candidates that we
may successfully develop.

WE HAVE NO MANUFACTURING CAPACITY AND LIMITED MARKETING INFRASTRUCTURE AND EXPECT TO BE HEAVILY
DEPENDENT UPON THIRD PARTIES TO MANUFACTURE AND MARKET APPROVED PRODUCTS.

We currently have no manufacturing faciliies either clinical trial or commercial quantitie§any of our product candidates and currently
have no plans to obtain additional facilities. Teded we have obtained the limited quantities ofjdsroduct required for preclinical and clinical
trials from contract manufacturing companies. Wend to continue using contract manufacturing ayeaments with experienced firms for the
supply of material for both clinical trials and agyentual commercial sale.

We will depend upon third parties to prodund deliver products in accordance with all FDA atiter governmental regulations. We may
not be able to contract with manufacturers whofo#ill our requirements for quality, quantity atigheliness, or be able to find substitute
manufacturers, if necessary. The failure by amdtparty to perform their obligations in a timefshion and in accordance with the applicable
regulations may delay clinical trials, the commalization of products, and the ability to supplpguct for sale. In addition, any change in
manufacturers could be costly because the comnhéecias of any new arrangement could be less félerand because the expenses relating
to the transfer of necessary technology and presessuld be significant.

Under our Cethrin License, we acquired cGMEh@e that we are planning to use in our Phaseriéth. In June 2007, we entered into an
agreement with a cGMP manufacturer to produce oGP Cethrin for use in our future clinical devaitognt. We do not presently have
arrangements with any other suppliers in the ethéatsupplier is unable to manufacture CethrindarWe could encounter a significant delay
before another supplier could manufacture Cettmirué due to the time required to establish a c@h\Aufacturing process for Cethrin. We
are aware that our current supplier may have cGMPptiance issues. If our current supplier is unablanwilling to satisfy FDA or other
regulatory requirements, it could delay clinic#ls, regulatory submissions and commercializatib@ethrin, delay or prevent us from
achieving development milestones under the Cetlidense or result in the termination of developmanCethrin, adversely affecting our
revenues and product development timetable, whi¢hrin could adversely affect our business andstagk price.

MDS Nordion has supplied Altropane to us siB081. We are highly dependent upon MDS Nordiordédrihe terms of our agreement,
which currently expires on December 31, 2008, MOBdibn manufactures the Altropane molecular imagiggnt for our clinical trials. We
not presently have arrangements with any otherlgrppn the event that MDS Nordion is unable tonofacture Altropane for us. We could
encounter a significant delay before another sepplbuld manufacture Altropane for us due to theetrequired to establish a cGMP
manufacturing process for Altropane. We hope ta sig extension with MDS Nordion before December2BD8 but there can be no assure
that we will be able to or that the terms will lre@ptable. We do not have a manufacturing agreerakating to the commercial production of
Altropane with MDS Nordion or any other manufactul&e can provide no assurances that such an agreemil be executed on acceptable
terms.
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We currently have a limited marketing infrasture. In order to earn a profit on any futuredoret, we will be required to invest in the
necessary sales and marketing infrastructure er émb collaborations with third parties with respto executing sales and marketing
activities. We may encounter difficulty in negoiief sales and marketing collaborations with thiadties on favorable terms for us. Most of
companies who can provide such services are finiypatronger and more experienced in selling pleentical products than we are. As a
result, they may be in a position to negotiate raangement that is more favorable to them. We cenfzbrience significant delays in market
any of our products if we are required to intemadkvelop a sales and marketing organization @bésh collaborations with a partner. There
are risks involved with establishing our own saed marketing capabilities. We have no experiengeerforming such activities and could
incur significant costs in developing such a calitgbi

USE OF THIRD PARTY MANUFACTURERS MAY INCREASE THE RISK THAT WE WILL NOT HAVE ADEQUATE SUPPLIES OF
OUR PRODUCT CANDIDATES.

Reliance on third party manufacturers entéslss to which we would not be subject if we mamtfiaed product candidates or products
ourselves, including:

. Reliance on the third party for regulatory comptiamnd quality assuranc
. The possible breach of the manufacturing agreeimetite third party; an

. The possible termination or nonrenewal of theeagrent by the third party, based on its own busipesrities, at a time that is costly
or inconvenient for us

If we are not able to obtain adequate supjpliesir product candidates and any approved praditavill be more difficult for us to develop
our product candidates and compete effectively. @oduct candidates and any products that we ssitdlysdevelop may compete with
product candidates and products of third partiesifmess to manufacturing facilities. Our contraahufacturers are subject to ongoing,
periodic, unannounced inspection by the FDA andesponding state and foreign agencies or theigdesis to ensure strict compliance with
cGMP regulations and other governmental regulatéordscorresponding foreign standards. We cannoehliain that our present or future
manufacturers will be able to comply with cGMP riagions and other FDA regulatory requirements orilgir regulatory requirements outside
the United States. We do not control compliancelnycontract manufacturers with these regulatiortsstandards. Failure of our third party
manufacturers or us to comply with applicable ragjahs could result in sanctions being imposedsrincluding fines, injunctions, civil
penalties, failure of regulatory authorities torgranarketing approval of our product candidatetayde suspension or withdrawal of approvals,
license revocation, seizures or recalls of prodacdidates or products, operating restrictionsaimdinal prosecutions, any of which could
significantly and adversely affect supplies of purduct candidates and products.

Risks Related to Employees and Growth

IF WE ARE UNABLE TO RETAIN OUR KEY PERSONNEL AND/OR RECRUIT ADDITIONAL KEY PERSONNEL IN THE FUTURE,
THEN WE MAY NOT BE ABLE TO OPERATE EFFECTIVELY.

Our success depends significantly upon odityalo attract, retain and motivate highly quadii scientific and management personnel who
are able to formulate, implement and maintain therations of a biotechnology company such as dMesconsider retaining Peter Savas, our
Chairman and Chief Executive Officer, Mark Pyketir President and Chief Operating Officer, KenrletRice, Jr., our Executive Vice
President Finance and Administration and Chief iirel Officer and Frank Bobe, our Executive Vice$tdent and Chief Business Officer to
be key to our efforts to develop and commerciadizeproduct candidates. The loss of the serviangfof these key executives may
significantly delay or prevent the achievement mfduct development and other business objectivesh&Ve entered into employment and
non-compete agreements with Messrs. Savas, Pykett,aRit@obe. We do not presently carry key perseniisurance on any of our scient
or management personnel.
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We currently outsource most of our researchdevelopment, preclinical and clinical activiti#fswe decide to increase our internal rese
and development capabilities for any of our tecbgias, we may need to hire additional key managéamah scientific personnel to assist the
limited number of employees that we currently emgplthere is significant competition for such penmseinfrom other companies, research and
academic institutions, government entities androdihganizations. If we fail to attract such persainit could have a significant negative effect
on our ability to develop our technologies.

Risks Related to our Stock

OUR STOCK PRICE MAY CONTINUE TO BE VOLATILE AND CAN BE AFFECTED BY FACTORS UNRELATED TO OUR
BUSINESS AND OPERATING PERFORMANCE.

The market price of our common stock may flaté significantly in response to factors thatl@gond our control. The stock market in
general periodically experiences significant paoel volume fluctuations. The market prices of séiesrof pharmaceutical and biotechnology
companies have been volatile, and have experidiioadations that often have been unrelated orrdizprtionate to the operating performance
of these companies. These broad market fluctuationkl result in significant fluctuations in théqa of our common stock, which could cause
a decline in the value of your investment. The raggkice of our common stock may be influenced lanynfactors, including:

. Announcements of technological innovations or nemmercial products by our competitors or
. Announcements in the scientific and research conityiL
. Developments concerning proprietary rights, inahgdpatents

. Delay or failure in initiating, conducting, comgleg or analyzing clinical trials or problems retagito the design, conduct or results
these trials

. Announcement of FDA approval or r-approval of our product candidates or delays inRD& review process
. Developments concerning our collaboratic

. Publicity regarding actual or potential medicalulesrelating to products under development byammpetitors or us
. Failure of any of our product candidates to achiem@mercial succes

. Our ability to manufacture products to commerciahdards

. Conditions and publicity regarding the life sciemagdustry generally

. Regulatory developments in the United States argldn countries

. Changes in the structure of health care paymenesys

. Perioc-to-period fluctuations in our financial results or $kecof companies that are perceived to be similast
. Departure of our key personn

. Future sales of our common sto

. Investor’ perceptions of us, our products, the economy andrgémarket condition:
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. Differences in actual financial results versusiiicial estimates by securities analysts and chaingkese estimates; al

. Litigation.

ltem 2 — Unregistered Sales of Equity Securities ahUse of Proceeds

On June 25, 2008, we entered into the Jun8 P0Bchase Agreement with Robert Gipson pursuawhioh we could borrow up to
$5,000,000. In June 2008, we issued a convertiftimgsory note to Robert Gipson in the aggregatejpal amount of $5,000,000 pursuan
the June 2008 Purchase Agreement.

The cumulative $35,000,000 borrowed by us viftke March 2008 Amended Purchase Agreement anduite 2008 Purchase Agreement
bears interest at the rate of 5% per annum andbaapnverted, at the option of the Purchasers,(ipshares of our common stock at a
conversion price per share of $2.50, (ii) the righteceive future royalty payments related tomtecular imaging products (including
Altropane and Fluoratec) in amounts equal to 2%uofpre-commercial revenue related to such prodaloss0.5% of future net sales of such
products for each $1,000,000 of outstanding pradcmd interest that a Purchaser elects to comterfuture payments, or (iii) a combination
of (i) and (ii). Any outstanding notes that are nohverted into our common stock or into the righteceive future payments will become due
and payable by the earlier of December 31, 20tBedate on which a Purchaser declares an evelgfafilt (as defined in the March 2008
Amended Purchase Agreement). However, each Purcisgs®hibited from effecting a conversion if ettime of such conversion the
common stock issuable to such Purchaser, when taiether with all shares of common stock then leeldtherwise beneficially owned by
such Purchaser exceeds 19.9%, or 9.99% for Higidréehd ISVP of the total number of issued and antihg shares of our common stock
immediately prior to such conversion unless and oot stockholders approve the conversion of athe shares of common stock issuable
thereunder.

The convertible promissory notes were offeard sold pursuant to the March 2008 Amended Puechgseement and June 2008 Purchase
Agreement to selected institutional investors atitoaccredited investors without registration urttle Securities Act, or state securities laws,
in reliance on the exemptions provided by Secti@) df the Securities Act and Regulation D promtégiathereunder and in reliance on sim
exemptions under applicable state laws.

Item 4 — Submission of Matters to a Vote of SecurjtHolders

We held our Annual Meeting of Stockholderslane 12, 2008.

There were present at the Annual Meeting sqe or by proxy stockholders holding an aggregétes,916,290 shares of common stock.
The results of the vote taken at the Annual Meetiitf respect to the election of the director noaeism were as follows:

Nominees For Withheld
Peter G. Savs 15,787,96 128,32:
Henry Brem 15,788,86 127,42¢
Gary E. Frashie 15,720,34 195,94
William L.S. Guinnes: 15,781,37 134,91¢
Robert S. Langer J 15,689,94 226,34«
Michael J. Muller 15,781,38 134,90:
John T. Presto 15,788,75 127,53¢

In addition, a vote of the stockholders wa®taat the Annual Meeting with respect to the psapdo ratify the selection by the Audit
Committee of the appointment of McGladrey & PullehP as our independent registered public accogrftim for the year ending
December 31, 2008. Of the shares voted, 15,814H8s voted in favor of such proposal, 53,446eshaere voted against such proposal and
48,350 shares abstained from voting.

46




Table of Contents

Iltem 6 — Exhibits

10.1 Option Agreement, dated May 2, 2008, by and betwieerCompany and BioAxone Therapeutic Inc. (Incoaged by
reference to the Current Report on Foi-K filed on May 6, 2008

10.2 Convertible Promissory Note Purchase Agreemengrigybetween the Company and Robert Gipson, dated2h) 200¢
(Incorporated by reference to the Current Repoffem ¢-K filed on June 20, 200¢

31.1 Principal Executive OfficeCertification pursuant to Rule 1-14(a) or Rule 15-14(a) of the Securities Exchange Act of 1¢
as adopted pursuant to Section 302 of the Sar-Oxley Act of 2002

31.2 Principal Financial OfficeCertification pursuant to Rule 1-14(a) or Rule 15-14(a) of the Securities Exchange Act of 1¢
as adopted pursuant to Section 302 of the Sar-Oxley Act of 2002

32.1 Principal Executive Officer—Certification pursudaatRule 13a-14(b) or Rule 15d4(b) of the Securities Exchange Act of 1!
and 18 U.S.C. Section 1350, as adopted pursu&@edtion 906 of the Sarbal-Oxley Act of 2002

32.2 Principal Financial Officer—Certification pursuantRule 13a-14(b) or Rule 15d-14(b) of the Secesittxchange Act of 1934
and 18 U.S.C. Section 1350, as adopted pursu&@edtion 906 of the Sarbal-Oxley Act of 2002
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SIGNATURES

Pursuant to the requirements of the Secutitiehange Act of 1934, the registrant has duly edukis report to be signed on its behalf by
the undersigned thereunto duly authorized.

ALSERES PHARMACEUTICALS, INC
(Registrant)

DATE: August 14, 200¢ /s/ PETER G. SAVAS
Peter G. Savas
Chief Executive Officer
(Principal Executive Officer)

DATE: August 14, 2008 /s/ KENNETH L. RICE, (R.
Kenneth L. Rice, Jr.
Executive Vice President Finance an
Administration And Chief Financial Officer
(Principal Financial and Accounting Officer)
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32.2

Option Agreement, dated May 2, 2008, by and betwieerCompany and BioAxone Therapeutic Inc. (Incoaped by
reference to the Current Report on Foi-K filed on May 6, 2008

Convertible Promissory Note Purchase Agreemengraybetween the Company and Robert Gipson, dated2hkj 2008
(Incorporated by reference to the Current Repoff@m ¢-K filed on June 20, 200¢

Principal Executive Officer—Certification pursudaatRule 13a-14(a) or Rule 15@Ka) of the Securities Exchange Act of 1!
as adopted pursuant to Section 302 of the Sar-Oxley Act of 2002

Principal Financial Officer—Certification pursuantRule 13a-14(a) or Rule 15d-14(a) of the Se@sikxchange Act of 1934,
as adopted pursuant to Section 302 of the Sar-Oxley Act of 2002

Principal Executive Officer—Certification pursudaatRule 13a-14(b) or Rule 15d4(b) of the Securities Exchange Act of 1!
and 18 U.S.C. Section 1350, as adopted pursu&@edtion 906 of the Sarbal-Oxley Act of 2002

Principal Financial Officer—Certification pursuantRule 13a-14(b) or Rule 15d-14(b) of the Secesittxchange Act of 1934
and 18 U.S.C. Section 1350, as adopted pursu&@edtion 906 of the Sarbal-Oxley Act of 2002
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Exhibit 31.1

CERTIFICATIONS

I, Peter G. Savas, certify that:

1.
2.

| have reviewed this quarterly report on Forn-Q of Alseres Pharmaceuticals, Ir

Based on my knowledge, this report does not comtaynuntrue statement of a material fact or omététe a material fact necessar
make the statements made, in light of the circunt&s under which such statements were made, nigtadisg with respect to the period
covered by this repor

Based on my knowledge, the financial statement$,oéimer financial information included in this repdairly present in all materi:
respects the financial condition, results of operstand cash flows of the registrant as of, amgdtfe periods presented in this rep

The registrant’s other certifying officer anare responsible for establishing and maintaimiisglosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15@))%(d internal control over financial reportirag @efined in Exchange Act Rules
13&15(f) and 15-15(f)) for the registrant and hay

(a) Designed such disclosure controls and proceduresiused such disclosure controls and procedutes tiesigned under o
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtibsidiaries, is made known to us
by others within those entities, particularly dgyithe period in which this report is being prepa

(b) Designed such internal control over financial réjpgr or caused such internal control over finah@gaorting to be designed unc
our supervision to provide reasonable assuranadey the reliability of financial reporting anldet preparation of financial
statements for external purposes in accordancegeitierally accepted accounting princip

(c) Evaluated the effectiveness of the regidtsedisclosure controls and procedures and preddntthis report our conclusions about
the effectiveness of the disclosure controls andguiures, as of the end of the period coveredibyeport based on such
evaluation; ant

(d) Disclosed in this report any change inrgistrant’s internal control over financial repogtthat occurred during the registrant’s
most recent fiscal quarter (the registrant’s fodiikbal quarter in the case of an annual repo#) tias materially affected, or is
reasonably likely to materially affect, the regast’ s internal control over financial reporting; &

The registrar's other certifying officer and | have disclosedsdrhon our most recent evaluation of internal @mver financia
reporting, to the registrant’s auditors and theittemmmittee of the registrant’s board of directfws persons performing the equivalent
functions):

(&) All significant deficiencies and materiat@knesses in the design or operation of internatabover financial reporting which are
reasonably likely to adversely affect the regid’s ability to record, process, summarize and refpmhcial information; ant

(b) Any fraud, whether or not material, that involveamagement or other employees who have a significémin the registra’s
internal control over financial reportin

DATE: August 14, 2008 /s/ PETER G. SAVAS

Peter G. Savas
Chief Executive Officer



Exhibit 31.2

CERTIFICATIONS

I, Kenneth L. Rice, Jr., certify that:

1. I have reviewed this quarterly report on Forn-Q of Alseres Pharmaceuticals, In
2.  Based on my knowledge, this report does notado any untrue statement of a material fact oit torstate a material fact necessary to
make the statements made, in light of the circunt&s under which such statements were made, nk#adisg with respect to the period
covered by this repor
3. Based on my knowledge, the financial statements$ atéimer financial information included in this repdairly present in all materi
respects the financial condition, results of operstand cash flows of the registrant as of, amgdtfe periods presented in this rep
4.  The registrant’s other certifying officer anare responsible for establishing and maintaimisglosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&))}%(nd internal control over financial reportirg @defined in Exchange Act Rules
13&15(f) and 15-15(f)) for the registrant and hay
(a) Designed such disclosure controls and phares, or caused such disclosure controls and guoes to be designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgubsidiaries, is made known to us
by others within those entities, particularly dgrite period in which this report is being prepa
(b) Designed such internal control over financial réjpgr; or caused such internal control over finahetporting to be designed unc
our supervision to provide reasonable assuranaday the reliability of financial reporting anltet preparation of financial
statements for external purposes in accordancegeitierally accepted accounting princip
(c) Evaluated the effectiveness of the regis’s disclosure controls and procedures and preséantbd report our conclusions abc
the effectiveness of the disclosure controls andguiures, as of the end of the period coveredibyeport based on such
evaluation; ant
(d) Disclosed in this report any change in the regid’s internal control over financial reporting thatomed during the registre's
most recent fiscal quarter (the registrant’s fodiikbal quarter in the case of an annual repo#) tias materially affected, or is
reasonably likely to materially affect, the regast’ s internal control over financial reporting; e
5.  The registrant’s other certifying officer ahldave disclosed, based on our most recent evatuafiinternal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct@spersons performing the equivalent
functions):
(&) All significant deficiencies and material weaknessethe design or operation of internal contratiofinancial reporting which al
reasonably likely to adversely affect the regid’s ability to record, process, summarize and refpmhcial information; ant
(b) Any fraud, whether or not material, thatdotves management or other employees who havendisant role in the registrant’s
internal control over financial reportin
DATE: August 14, 200¢ /s/ KENNETH L. RICE, (R.

Kenneth L. Rice, Jr.
Executive Vice President Finance an
Administration and Chief

Financial Officer



Exhibit 32.1

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly Report of AlseRfsarmaceuticals, Inc. (the “Company”) on Form 1@he quarter ended June 30, 2008 as
filed with the Securities and Exchange Commisstbe (Report”), |, Peter G. Savas, Chief Executiiid@r of the Company, certify, pursuant

to 18 U.S.C. Section 1350, as adopted pursuaned¢td® 906 of the Sarbanes-Oxley Act of 2002, that:
1. The Report fully complies with the requiremts of section 13(a) or 15(d) of the SecuritiesHaxge Act of 1934; and

2. The information contained in the Reportlygpresents, in all material respects, the finahcondition and results of operations of the
Company.

/s/ PETER G. SAVAS
Peter G. Savas
Chief Executive Officer

Date: August 14, 2008



Exhibit 32.2

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly Report of AlseRfsarmaceuticals, Inc. (the “Company”) on Form 1@he quarter ended June 30, 2008 as
filed with the Securities and Exchange Commisstbe (Report”), I, Kenneth L. Rice, Jr., Chief Firtdal Officer of the Company, certify,
pursuant to 18 U.S.C. Section 1350, as adoptedipntso Section 906 of the Sarbanes-Oxley Act 6f2@hat:

1. The Report fully complies with the requirems of section 13(a) or 15(d) of the Securitiestaxge Act of 1934; and

2. The information contained in the Repontlygpresents, in all material respects, the finahcondition and results of operations of the
Company.

/s/ KENNETH L. RICE, (R.
Kenneth L. Rice, Jr.
Executive Vice President Finance an
Administration and Chief Financial Officer

Date: August 14, 2008



