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Washington, DC 20549
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x QUARTERLY REPORT UNDER SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934
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OR

“ TRANSITION REPORT UNDER SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934
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Commission file number 001-32639
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incorporation or organization)

48 Wall Street, New York, New York 10005
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(212) 582-3950
(Issuer’s telephone number)

Check whether the issuer: (1) filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange
Act of 1934 during the preceding 12 months (or for such shorter period that the issuer was required to file such
reports), and (2) has been subject to such filing requirements for the past 90 days. Yes x No ~

Indicate by check mark whether the registrant has submitted and posted on its corporate Web site, if any, every
Interactive Data File required to be submitted and posted to Rule 405 of Regulation S-T during the preceding 12
months (or for such shorter period that the registrant was required to submit and post such files).

Yes " No -

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,
or a smaller reporting company. See the definitions of "large accelerated filer," "accelerated filer" and "smaller
reporting company" in Rule 12b-2 of the Exchange Act.

Large accelerated filer ~~  Accelerated filer ~~ Non-accelerated filer = Smaller reporting company x

Indicate by check mark whether the registrant is a shell company (as defined by Rule 12b-2 of the Exchange Act).
Yes™ Nox
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Forward-Looking Statements

This quarterly report on Form 10-Q contains forward-looking statements within the meaning of Section 27A of the

Securities Act of 1933, as amended, or the Securities Act, and Section 21E of the Securities and Exchange Act of

1934. Any statements about our expectations, beliefs, plans, objectives, assumptions or future events or performance

are not historical facts and may be forward-looking. These statements are often, but not always, made through the use

of words or phrases such as “anticipate,” “estimate,” “plan,” “project,” “expect,” “may,” “intend” and similar words or phrases
Accordingly, these statements involve estimates, assumptions and uncertainties that could cause actual results to differ
materially from those expressed in them. These statements are therefore subject to risks and uncertainties, known and
unknown, which could cause actual results and developments to differ materially from those expressed or implied in

such statements. Such risks and uncertainties relate to, among other factors:

99 ¢ LT3 29 ¢

o the development of our drug candidates;
. the regulatory approval of our drug candidates;
o our use of clinical research centers and other contractors;
® our ability to find collaborative partners for research, development and commercialization of potential products;
. acceptance of our products by doctors, patients or payers;
. our ability to market any of our products;
. our history of operating losses;

. our ability to compete against other companies and research institutions;
o our ability to secure adequate protection for our intellectual property;
o our ability to attract and retain key personnel;

. availability of reimbursement for our product candidates;

o the effect of potential strategic transactions on our business;

. our ability to obtain adequate financing; and
o the volatility of our stock price.

Further, any forward-looking statement speaks only as of the date on which it is made, and we undertake no obligation
to update any forward-looking statement or statements to reflect events or circumstances after the date on which such
statement is made or to reflect the occurrence of unanticipated events. New factors emerge from time to time, and it is
not possible for us to predict which factors will arise. In addition, we cannot assess the impact of each factor on our
business or the extent to which any factor, or combination of factors, may cause actual results to differ materially from
those contained in any forward-looking statements.
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Part I — Financial Information
Item 1. Unaudited Condensed Consolidated Financial Statements
MANHATTAN PHARMACEUTICALS, INC. and SUBSIDIARY
(A Development Stage Company)
Condensed Consolidated Balance Sheets

March 31, December 31,
2011 2010
(unaudited) (See Note 1)
Assets

Current assets:
Cash and cash equivalents $591,316 $478,668
Grant receivable 244,479 244,479
Debt issue costs - 4,408
Other current assets 65,807 141,622
Total current assets 901,602 869,177
In-process research and development 17,742,110 17,742,110
Property and equipment, net 2,227 2,984
Other assets 7,750 21,370
Total assets $18,653,689 $18,635,641
Liabilities and Stockholders' Deficiency
Current Liabilities:
Notes payable, current portion, net $2,309,647 $2,054,246
Accounts payable and accrued expenses 183,280 223,516
Interest payable, current portion 565,879 480,890
Derivative liability 292,982 534,846
Total current liabilities 3,351,788 3,293,498
Notes payable, noncurrent portion, net 16,555,463 16,130,571
Interest payable, noncurrent portion 49,578 626,697
Exchange obligation - 3,949,176
Total liabilities 19,956,829 23,999,942
Commitments and contingencies
Stockholders’ deficiency:
Preferred stock, $.001 par value. Authorized 1,500,000 shares; no shares issued and
outstanding at March 31, 2011 and December 31, 2010 - -
Common stock, $.001 par value. Authorized 500,000,000 shares; 129,793,289 shares
issued and outstanding at March 31, 2011 and 120,965,260 shares issued and
outstanding at December 31, 2010 129,794 120,966
Contingently issuable shares 15,890 15,890
Additional paid-in capital 56,028,583 55,808,633
Deficit accumulated during the development stage (57,477,407) (61,309,790)
Total stockholders’ deficiency (1,303,140 ) (5,364,301 )
Total liabilities and stockholders' deficiency $18,653,689 $18,635,641

See accompanying notes to unaudited condensed consolidated financial statements.
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MANHATTAN PHARMACEUTICALS, INC. and SUBSIDIARY
(A Development Stage Company)
Condensed Consolidated Statements of Operations

(Unaudited)
Cumulative period
Three months ended from August 6, 2001
March 31, (inception) to March

2011 2010 31,2011
Revenue $- $- $ -
Costs and expenses:
Research and development 355,177 17,767 29,183,181
General and administrative 210,908 511,678 19,925,305
In-process research and development charge - - 11,887,807
Impairment of intangible assets - - 1,248,230
Loss on disposition of intangible assets - - 1,213,878
Total operating expenses 566,085 529,445 63,458,401
Operating loss (566,085 ) (529,445 ) (63,458,401
Other (income) expense:
Equity in losses of Hedrin JV - - 750,000
Gain on Nordic Settlement (4,517,488 ) (4,517,488
Change in fair value of derivative liability (170,435 ) 942,261 (3,262,418
Interest and other income (143 ) (75,314 ) (2,415,817
Interest expense 289,598 236,777 2,202,046
Loss on early extinguishment of debt - - 159,070
Realized gain on sale of marketable equity securities - - (76,032
Total other (income) expense (4,398,468 ) 1,103,724 (7,160,639
Net income (loss) 3,832,383 (1,633,169 ) (56,297,762
Preferred stock dividends (including imputed amounts) - - (1,179,645
Net income (loss) applicable to common shares $3,832,383 $(1,633,169) $ (57,477,407

Net income (loss) per common share:

Basic and diluted $0.03 $(0.02 )
Weighted average shares of common stock outstanding:
Basic and diluted 127,439,132 84,638,502

See accompanying notes to unaudited condensed consolidated financial statements.




Stock issued at
$0.0004 per share for
subscription
receivable

Net loss

Balance at December
31,2001

Proceeds from
subscription
receivable

Stock issued at
$0.0004 per share for
license rights

Stock options issued

for consulting services

Common stock issued
at $0.63 per share, net
of expenses
Amortization of
unearned consulting
services

Net loss

Balance at December
31, 2002

Common stock issued
at $0.63 per share, net
of expenses

Effect of reverse
acquisition

Payment for fraction
shares for stock
combination
Preferred stock issued
at $10 per share, net o
expenses

Imputed preferred
stock dividend
Amortization of
unearned consulting
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MANHATTAN PHARMACEUTICALS, INC. and SUBSIDIARY
(A Development Stage Company)
Condensed Consolidated Statements of Stockholders' Equity (Deficiency)

(unaudited)
Deficit
accumulated Total
during stockholders'
Common stocKommon stock development equity
shares amounfdditional paid-in capital stage Other (deficiency)
10,167,741 $ 10,168 $ (6,168 ) $ - $ (4000 )S$ -
- - - (56,796 ) - (56,796
10,167,741 10,168 (6,168 ) (56,796 ) (4,000 ) (56,796
; - - - 4,000 4,000
2,541,935 2,542 (1,542 ) - - 1,000
- - 60,589 - (60,589 ) -
3,043,332 3,043 1,701,275 - - 1,704,318
- - - - 22,721 22,721
- - - (1,037,320 ) - (1,037,320 )
15,753,008 15,753 1,754,154 (1,094,116 ) (37,868 ) 637,923
1,321,806 1,322 742,369 - - 743,691
6,287,582 6,287 2,329,954 - - 2,336,241
= - (300 ) - = (300
f
- - 9,045,176 - 1,000 9,046,176
- = 418,182 (418,182 ) - -
- - - - 37,868 37,868
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services

Unrealized loss on
short-term investments
Net loss

Balance at December
31, 2003

Exercise of stock
options

Common stock issued
at $1.10 per share, net
of expenses

Preferred stock
dividend accrued
Preferred stock
dividend paid by
issuance of preferred
shares

Conversion of
preferred stock to
common stock at
$1.10 per share
Warrants issued for
consulting services
Amortization of
unearned consulting
services

Unrealized gain and
reversal of unrealized
loss on short-term
investments

Net loss

Balance at December
31, 2004

Common stock issued
at $1.11 and $1.15 per
share, net of expenses
Common stock issued
at $1.11 in satisfaction
of accounts payable
Exercise of stock
options

Exercise of warrants
Preferred stock
dividend accrued
Preferred stock
dividend paid by
issuance of preferred
shares

Conversion of
preferred stock to
common stock at

23,362,396

27,600

3,368,952

1,550,239

28,309,187
11,917,680
675,675

32,400
279,845

8,146,858

23,362

27

3,369

1,551

28,309
11,918
676

33
279

8,147

14,289,535

30,073

3,358,349

281,073

(1,380

125,558

18,083,208

12,238,291

749,324

32,367
68,212

477,736
(7,251

)

)

(5,960,907 )

(7,473,205 )

(585,799 )

(5,896,031 )

(13,955,035)

(175,663 )

(7,760 ) (7,760 )
- (5,960,907 )
(6,760 ) 6,832,932

- 30,100

- 3,361,718

- (585,799 )
25 281,098
171 ) -

(120,968) 4,590
100,800 100,800
20,997 20,997

- (5,896,031 )
(6,077 ) 4,150,405

- 12,250,209
- 750,000

- 32,400

- 68,491

- (175,663 )
42 477,778
(896 ) -
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$1.10 per share

Stock issued in

connection with

acquisition of Tarpan

Therapeutics, Inc. 10,731,052 10,731 11,042,253 - - 11,052,984
Reversal of unrealized

gain on short-term

investments - - - - (12,250 ) (12,250 )
Share-based

compensation - - 66,971 - 20,168 87,139

Net loss - - - (19,140,997) - (19,140,997)
Balance at December

31, 2005 60,092,697 60,093 42,751,111 (33,271,695) 987 9,540,496
Cashless exercise of

warrants 27,341 27 27 ) - - -

Costs associated with

private placement - - (15,257 ) - - (15,257 )
Unrealized loss on

short-term investments - - - - (987 ) (987 )
Share-based

compensation - - 1,675,499 - - 1,675,499
Net loss - - - (9,695,123 ) - (9,695,123 )
Balance at December

31, 2006 60,120,038 60,120 44,411,326 (42,966,818) - 1,504,628

6

10
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MANHATTAN PHARMACEUTICALS, INC. and SUBSIDIARY
(A Development Stage Company)
Condensed Consolidated Statements of Stockholders' Equity (Deficiency)

(unaudited)
Deficit
accumulated Total
during stockholders'
Common stock Common stoclAdditional paid- development equity
shares amount in capital stage Other (deficiency)
Common stock issued
at $0.84 and $0.90 per
share, net of expenses 10,185,502 $ 10,186 $ 7,841,999 §$ - $ - $ 7,852,185
Common stock issued
at $0.72 per share in
satisfaction of accounts
payable 27,776 28 19,972 - - 20,000
Common stock issued
with in-licensing
agreement at $0.90 per
share 125,000 125 112,375 - - 112,500
Common stock issued
with in-licensing
agreement at $0.80 per
share 150,000 150 119,850 - - 120,000
Warrants issued for
consulting services - - 83,670 - - 83,670
Exercise of warrants 10,327 15 7,219 - - 7,234
Cashless exercise of
warrants 5,589 - (6 ) - - (6 )
Share-based
compensation - - 1,440,956 - - 1,440,956
Net loss - - - (12,032,252) - (12,032,252)
Balance at December
31, 2007 70,624,232 70,624 54,037,361 (54,999,070) - (891,085 )
Sale of warrant - - 150,000 - - 150,000
Warrants issued with
12% notes - - 170,128 - - 170,128
Share-based
compensation - - 463,890 - - 463,890
Net loss - - - (4,268,858 ) - (4,268,858 )
Balance at December
31, 2008 70,624,232 70,624 54,821,379 (59,267,928) - (4,375,925 )
Cumulative effect of a
change in accounting
principle - - (150,000 ) 127,778 - (22,222 )
Balance at January 1,
2009, as adjusted 70,624,232 70,624 54,671,379 (59,140,150) - (4,398,147 )
- - 46,125 - 46,125

11
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Warrants issued with
secured 12% notes
Warrants issued to
placement agent -
secured 12% notes
Share-based
compensation

Net loss

Balance at December
31, 2009

Common stock issued
at $0.07 per share, net
of expenses
Derivative liability
associated with
warrants issued with
common stock

Shares issued and
issuable in Merger with
Ariston

Share-based
compensation

Net income

Balance at December
31,2010

Share-based
compensation

Shares issued on
achievement of Ariston
milestone

Net income

Balance at March 31,
2011

70,624,232

43,278,605

7,062,423

120,965,260

8,828,029

129,793,289

70,624

43,279

7,063

120,966

8,828

6,919

353,438

55,077,861

2,542,207

(3,497,898 )

1,468,984

217,479

55,808,633

8,077

211,873

(2,793,285 )

(61,933,435)

623,645

(61,309,790)

3,832,383

$ 129,794 $ 56,028,583 $ (57,477.407) $

See accompanying notes to unaudited condensed consolidated financial statements.

15,890

15,890

15,890

6,919

353,438
(2,793,285 )

(6,784,950 )

2,585,486

(3,497,898 )

1,491,937

217,479
623,645

(5,364,301 )

8,077

220,701
3,832,383

$ (1,303,140 )

12
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MANHATTAN PHARMACEUTICALS, INC. and SUBSIDIARY
(A Development Stage Company)
Condensed Consolidated Statements of Cash Flows
(Unaudited)

Cumulative period
from August 6, 2001
Three months ended March 31, (inception) to March
2011 2010 31,2011

Cash flows from operating activities:

Net income/(loss)

$ 3,832,383 $(1,633,169) $§ (56,297,762 )

Adjustments to reconcile net income/(loss) to net cash provided
by/(used in) operating activities:

Equity in losses of Hedrin JV - - 750,000

Non cash gain on Nordic settlement (4,017,488 ) - (4,017,488 )
Share-based compensation 8,077 190,882 4,407,867
Amortization of OID and issue costs 12,062 110,507 948,693
Change in fair value of derivative liability (170,435 ) 942,261 (3,262,417 )
Loss on early extinguishment of debt - - 159,070

Shares issued in connection with in-licensing agreement - - 232,500

Shares issued in connection with Ariston milestone 220,701 - 220,701
Warrants issued to consultant - - 83,670
Amortization of intangible assets - - 145,162

Gain on sale of marketable equity securities - - (76,032 )
Depreciation 757 796 231,620
Noncash portion of in-process research and development

charge - - 11,721,623
Loss on impairment and disposition of intangible assets - - 2,462,108
Other - - 23,917
Changes in operating assets and liabilities, net of acquisitions:

Increase in grant receivable - - (244,479 )
Increase in prepaid expenses and other current assets 75,459 88,343 112,950
Decrease/(increase) in other assets 10,859 - (25,511 )
Decrease in accounts payable and accrued expenses (40,236 ) (426,062 ) (162,544 )
Increase in interest payable 280,509 121,615 1,159,523

Net cash provided by/(used in) operating activities 212,648 (604,827 ) (41,426,829 )
Cash flows from investing activities:

Purchase of property and equipment - - (242,452 )
Cash acquired in connection with acquisitions - 519,365 493,334

Net cash provided from the purchase and sale of short-term

investments - - 435,938
Proceeds from sale of license - - 200,001

Net cash provided by investing activities - 519,365 886,821

Cash flows from financing activities:

Proceeds related to sale of common stock, net - 2,111,746 28,059,748
Proceeds from sale of preferred stock, net - - 9,046,176
Proceeds from the Hedrin JV agreement - - 3,199,176
Proceeds from sale of notes payable - - 1,509,915

13
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Sale of warrant - -
Net repayments of notes payable (100,000 ) (27,000 )

Other, net - -

Net cash provided by/(used in) financing activities (100,000 ) 2,084,746
Net increase in cash and cash equivalents 112,648 1,999,284
Cash and cash equivalents at beginning of period 478,668 17,996
Cash and cash equivalents at end of period $ 591,316 $ 2,017,280

See accompanying notes to unaudited condensed consolidated financial statements.

150,000
(1,207,124
373,433
41,131,324
591,316

$ 591,316

14
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MANHATTAN PHARMACEUTICALS, INC. and SUBSIDIARY
(A Development Stage Company)
Condensed Consolidated Statements of Cash Flows

(Unaudited)

Cumulative period
from August 6, 2001
Three months ended March 31, (inception) to March

2011 2010 31,2011
Supplemental disclosure of cash flow information:
Interest paid $ 330 $ 1,506 $ 67,835
Supplemental disclosure of noncash investing and financing
activities:
Conversion of interest into principal, 5% Notes $ 772,640 $ - $ 772,640
Issuance of common stock for acquisitions - 1,491,937 14,881,163
Investment in Hedrin JV - - 1,250,000
Imputed and accrued preferred stock dividend - - 1,179,644
Common stock issued in satisfaction of accounts payable - - 770,000
Preferred stock dividends paid by issuance of shares - - 759,134
Conversion of debt to common stock and warrants 422.000

Marketable equity securities received in connection with sale of

license
Warrants issued with notes payable

- - 359,907
- - 223,172

Issuance of common stock in connection with in-licensing

agreement
Note issued to settle accrued expenses
Warrants issued to consultant

Conversion of preferred stock to common stock

Cashless exercise of warrants

- - 232,500
- - 211,900
- - 83,670

- - 1,067

- - 33

Net liabilities assumed over assets acquired in business

combination

- - (675,416 )

See accompanying notes to unaudited condensed consolidated financial statements.
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MANHATTAN PHARMACEUTICALS, INC. and SUBSIDIARY
(a Development Stage Company)
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Basis of Presentation

The accompanying unaudited condensed consolidated financial statements of Manhattan Pharmaceuticals,

Inc. (“Manhattan”) and subsidiaries (the “Company”) have been prepared in accordance with accounting principles
generally accepted in the United States of America for interim financial information and the rules and regulations of
the Securities and Exchange Commission. Accordingly, the unaudited condensed consolidated financial statements do
not include all information and footnotes required by accounting principles generally accepted in the United States of
America for complete annual financial statements. In the opinion of management, the accompanying unaudited
condensed consolidated financial statements reflect all adjustments, consisting of only normal recurring adjustments,
considered necessary for a fair presentation. Interim operating results are not necessarily indicative of results that may
be expected for the year ending December 31, 2011 or for any other interim period. These unaudited condensed
consolidated financial statements should be read in conjunction with the Company’s audited financial statements as of
and for the year ended December 31, 2010, which are included in the Company’s Annual Report on Form 10-K for
such year. The condensed balance sheet as of December 31, 2010 has been derived from the audited financial
statements included in the Form 10-K for that year.

As of March 31, 2011, the Company has not generated any revenues from the development of its products and is
therefore still considered to be a development stage company.

In March 2010, Manhattan entered into an Agreement and Plan of Merger (the "Merger Agreement") by and among
the Company, Ariston Pharmaceuticals, Inc., a Delaware corporation ("Ariston") and Ariston Merger Corp., a
Delaware corporation and wholly-owned subsidiary of the Company (the "Merger Sub"). Pursuant to the terms and
conditions set forth in the Merger Agreement, the Merger Sub merged with and into Ariston (the "Merger"), with
Ariston being the surviving corporation of the Merger. As a result of the Merger, Ariston became a wholly-owned
subsidiary of Manhattan. The operating results of Ariston from March 8, 2010 to March 31, 2011 are included in the
accompanying condensed consolidated statements of operations.

Segment Reporting

The Company has determined that it operates in only one segment currently, which is biopharmaceutical research and
development.

Financial Instruments

At March 31, 2011 and December 31, 2010, the fair values of cash and cash equivalents, grant receivable, accounts
payable, the convertible 5% notes payable, the ICON convertible note payable, the non-interest bearing note payable
and the secured 12% note payable approximate their carrying values.

Investment in Joint Venture

The Company accounted for its investment in a joint venture using the equity method of accounting up through
January 4, 2011, the date of the settlement agreement discussed in Note 5, and the cost method subsequent to January

4,2011. Under the equity method, the Company records its pro-rata share of joint venture income or losses and

16
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adjusts the basis of its investment accordingly.
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MANHATTAN PHARMACEUTICALS, INC. and SUBSIDIARY
(a Development Stage Company)
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

Fair Value Measurements

On January 1, 2008, the Company adopted a standard to establish a consistent framework in how to value the fair
value of assets and liabilities. This framework is intended to increase consistency in how fair value determinations are
made under various existing accounting standards that permit, or in some cases require, estimates of fair market

value. This standard also expands financial statement disclosure requirements about a company’s use of fair value
measurements, including the effect of such measures on earnings.

This standard defines fair value as the exchange price that would be received for an asset or paid to transfer a liability
(an exit price) in the principal or most advantageous market for the asset or liability in an orderly transaction between
market participants on the measurement date. This standard also establishes a fair value hierarchy which requires an
entity to maximize the use of observable inputs and minimize the use of unobservable inputs when measuring fair
value. That hierarchy is as follows:

Level 1 — Quoted prices in active markets for identical assets or liabilities.

Level 2 — Observable inputs other than Level 1 prices such as quoted prices for similar assets or liabilities, quoted
prices in markets that are not active, or other inputs that are observable or can be corroborated by observable market
data for substantially the full term of the assets or liabilities.

Level 3 — Observable inputs that are supported by little or no market activity and that are significant to the fair value of
the assets or liabilities.

The Company utilizes the market approach to measure fair value of its financial assets and liabilities. The market
approach uses prices and other relevant information generated by market transactions involving identical or
comparable assets and liabilities. The Company’s financial assets (cash equivalents) as of March 31, 2011 and
December 31, 2010 were held in money market funds which is a Level 1 measurable input.

The Company utilizes the Black-Scholes Option Pricing model to estimate the fair value of its derivative liability
associated with warrant obligations and a convertible note obligation (see Note 9). The Company considers them to
be Level 3 instruments. The following table shows the weighted average assumptions the Company used to develop
the fair value estimates for the determination of the derivative liability at March 31, 2011 and 2010:

2011 2010
Fair value $0.0040 - $0.0043 $0.0508 - $0.0613
Expected volatility 89% 88%
Dividend yield - -
Expected term (in years) 3.58 -4.02 3.01-4.58
Risk-free interest rate 1.78% 2.47%

The following table summarizes the changes in Level 3 instruments for the three month periods ended March 31, 2011
and 2010:

2011 2010
Fair value at January 1 $ 534,846 $ 784,777
Purchases, sales, issuances and settlements (71,429 ) 2,893,960
Net unrealized (gain)/loss (170,435 ) 942,261
Fair value at March 31 $ 292,982 $ 4,620,998
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MANHATTAN PHARMACEUTICALS, INC. and SUBSIDIARY
(a Development Stage Company)
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

New Accounting Pronouncements

In April 2010, the FASB issued a new pronouncement “Revenue Recognition — Milestone Method”. This pronouncement
provides guidance on the criteria that should be met for determining whether the milestone method of revenue
recognition is appropriate. A vendor can recognize consideration that is contingent upon achievement of a milestone
in its entirety as revenue in the period in which the milestone is achieved only if the milestone meets all criteria to be
considered substantive. The following criteria must be met for a milestone to be considered substantive. The
consideration earned by achieving the milestone should: 1. Be commensurate with either the level of effort required
to achieve the milestone or the enhancement of the value of the item delivered as a result of a specific outcome
resulting from the vendor’s performance to achieve the milestone; 2. Related solely to past performance; and 3. Be
reasonably relative to all deliverables and payment terms in the arrangement. No bifurcation of an individual
milestone is allowed and there can be more than one milestone in an arrangement. Accordingly, an arrangement may
contain both substantive and nonsubstantive milestones. This pronouncement became effective on a prospective
basis for milestones achieved in fiscal years, and interim periods within those years, beginning on or after June 15,
2010. The adoption of this guidance does not have a material impact on our financial statements.

2. LIQUIDITY

The Company had a net income of $3,832,383 and cash flows from operating activities of $212,648 for the three
month period ended March 31, 2011. Net income for the three month period ended March 31, 2011 includes a
$4,517,488 gain on settlement with Nordic Biotech Ventures IT K/S of which $4,017,488 was non cash. The
Company had a net loss of $1,633,169 and negative cash flows from operating activities of $604,827 for the three
month period ended March 31, 2010. The net loss applicable to common shares from date of inception, August 6,
2001, to March 31, 2011 amounts to $57,477,407.

During the three months ended March 31, 2010 the Company received approximately $2.1 million from an equity
financing transaction (see Note 6) and approximately $40,000 from Ariston Pharmaceuticals, Inc. in exchange for a
note. During the three months ended March 31, 2011 the Company received approximately $0.5 million from the
Nordic Settlement (see Note 5) and repaid $100,000 of principal on the ICON note payable (see Note 8).

Management believes that the Company will continue to incur net losses through at least March 31, 2012 and for the
foreseeable future. Based on the resources of the Company available at March 31, 2011, management believes that
the Company has sufficient capital to fund its operations through the end of 2011. Management believes that the
Company will need additional equity or debt financing or generate revenues through licensing of its products or
entering into strategic alliances to be able to sustain its operations into 2012. Furthermore, the Company will need
additional financing thereafter to complete development and commercialization of its products. There can be no
assurances that we can successfully complete development and commercialization of our products. In addition,
$250,000 of debt matures in November 2011 and $1,725,000 principal amount of debt plus interest thereon matures in
December 2011. The Company intends to convert the $1,725,000 plus interest thereon onto equity.

The Company’s continued operation will depend on its ability to raise additional funds through various potential
sources such as equity and debt financing, collaborative agreements, strategic alliances and its ability to realize the full
potential of its technology in development. Additional funds may not become available on acceptable terms, and there
can be no assurance that any additional funding that the Company does obtain will be sufficient to meet the Company’s
needs in the long-term.

20



Edgar Filing: MANHATTAN PHARMACEUTICALS INC - Form 10-Q

These matters raise substantial doubt about the Company’s ability to continue as a going concern. The accompanying
financial statements do not include any adjustments that might result from the outcome of this uncertainty.
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NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

3. COMPUTATION OF NET INCOME (LOSS) PER COMMON SHARE

Basic net income (loss) per common share is calculated by dividing net income (loss) applicable to common shares by
the weighted-average number of common shares outstanding for the period. Diluted net income (loss) per common
share is the same as basic net income (loss) per common share for the three months ended March 31, 2011 and 2010,
since potentially dilutive securities would have an antidilutive effect either because such potentially dilutive securities
were out of the money and the Company realized net income in the period or because the Company incurred a net loss
in the period. The amounts of potentially dilutive securities excluded from the calculation were 198,635,960 and
164,890,446 shares at March 31, 2011 and 2010, respectively. The 2010 amount does not include the 71,428,571
shares issuable upon the exercise of the put or call rights issued in connection with the Hedrin JV (see Note 5), which
rights expired in January 2011.

4. SHARE-BASED COMPENSATION

The Company has stockholder-approved stock incentive plans for employees, directors, officers and consultants.
Prior to January 1, 2006, the Company accounted for the employee, director and officer plans using the intrinsic value
method. On January 1, 2006, the Company adopted the share-based payment method for employee options using the
modified prospective transition method.

The Company recognizes compensation expense related to stock option grants on a straight-line basis over the vesting
period. The Company recognized share-based compensation cost of $8,077 and $190,882 for the three month
periods ended March 31, 2011 and 2010 respectively. The Company did not capitalize any share-based compensation
cost.

Options granted to consultants and other non-employees are recorded at fair value at the date of grant and
subsequently adjusted to fair value at the end of each reporting period until such options vest, and the fair value of the
options, as adjusted, is amortized to consulting expense over the related vesting period. As a result of adjusting
consultant and other non-employee options to fair value, the Company recognized share-based compensation cost of
$0 and $249, respectively, for the three months ended March 31, 2011 and 2010. The Company has allocated
share-based compensation costs to general and administrative and research and development expenses as follows:

Three months ended

March 31,

2011 2010
General and administrative expense:
Share-based employee compensation cost $ 8,807 $ 190,633
Share-based consultant and non-employee cost - 25
Total general and administrative expense 8,807 190,658
Research and development expense:
Share-based employee compensation cost - -
Share-based consultant and non-employee cost - 224
Total research and development expense - 224
Total share-based cost $ 8,807 $ 190,882
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NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

To compute compensation charges in 2011 and 2010 the Company estimated the fair value of each option award on
the date of grant using the Black-Scholes model. The Company based the expected volatility assumption on a
volatility index of peer companies as the Company did not have a sufficient number of years of historical volatility of
its common stock. The expected term of options granted represents the period of time that options are expected to be
outstanding. The Company estimated the expected term of stock options by the simplified method. The expected
forfeiture rates are based on the historical employee forfeiture experiences. To determine the risk-free interest rate, the
Company utilized the U.S. Treasury yield curve in effect at the time of grant with a term consistent with the expected
term of the Company’s awards. The Company has not declared a dividend on its common stock since its inception and
has no intentions of declaring a dividend in the foreseeable future and therefore used a dividend yield of zero.

The following table shows the weighted average assumptions the Company used to develop the fair value estimates
for the stock options granted in the three month period ended March 31, 2010 (there were no options granted in the

three month period ended March 31, 2011):

Three months ended March 31,

2011 2010
Expected volatility - 88 %
Dividend yield - -
Expected term (in years) - 6
Risk-free interest rate - 247 %

The Company has shareholder-approved incentive stock option plans for employees under which it has granted
non-qualified and incentive stock options. In December 2003, the Company established the 2003 Stock Option Plan
(the “2003 Plan”), which provided for the granting of up to 5,400,000 options to officers, directors, employees and
consultants for the purchase of stock. Subsequently, the Company increased the number of shares of common stock
reserved for issuance under the 2003 Plan by 9,600,000. At March 31, 2011, 15,000,000 shares were authorized for
issuance. The options have a maximum term of 10 years and vest over a period determined by the Company’s Board
of Directors (generally 3 years) and are issued at an exercise price equal to or greater than the fair market value of the
shares at the date of grant. The 2003 Plan expires on December 10, 2013 or when all options have been granted,
whichever is sooner. At March 31, 2011 options to purchase 10,437,696 shares were outstanding, 27,776 shares of
common stock were issued and there were 4,534,528 shares reserved for future grants under the 2003 Plan.

In July 1995, the Company established the 1995 Stock Option Plan (the”’1995 Plan”), which provided for the granting of
options to purchase up to 130,000 shares of the Company’s common stock to officers, directors, employees and
consultants. The 1995 Plan was amended several times to increase the number of shares reserved for stock option
grants. In June 2005, the 1995 Plan expired and no further options can be granted. At March 31, 2011 options to
purchase 1,127,240 shares were outstanding and no shares were reserved for future stock option grants under the 1995
Plan.
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A summary of the status of the Company’s stock options as of March 31, 2011 and changes during the period then
ended is presented below:

Weighted
Average
Weighted Remaining
average Contractual Aggregate
Shares exercise price Term (years) Intrinsic Value

Outstanding at December 31, 2010 11,574,936 $ 0.487 6.970
Granted -
Exercised -
Cancelled (10,000 ) $ 0.280
Outstanding at March 31, 2011 11,564,936 $ 0.487 5.690 $ -
Exercisable at March 31, 2011 10,514,937 $ 0.529 5.360 $ -
Vested and expected to vest at March 31, 2011 11,473,272 $ 0.049 6.177 $ -

As of March 31, 2011, the total compensation cost related to nonvested option awards not yet recognized is
$48,040. The weighted average period over which it is expected to be recognized is approximately 1.93 years.

5. JOINT VENTURE

In February 2008, the Company and Nordic Biotech Advisors ApS through its investment fund Nordic Biotech
Venture Fund II K/S (“Nordic”) entered into a joint venture agreement (the “Hedrin JV Agreement”) to develop and
commercialize the Company's North American rights (under license) to its Hedrin product.

Pursuant to the Hedrin JV Agreement, Nordic formed a new Danish limited partnership, H Pharmaceuticals K/S, (the
"Hedrin JV") and provided it with $5.5 million funding in several tranches through January of 2010 and the Company
assigned and transferred its North American rights in Hedrin to the Hedrin JV in return for a $3.5 million cash
payment from the Hedrin JV, paid in several tranches, and equity in the Hedrin JV representing 47.62% of the
nominal equity interests in the Hedrin JV. Through January 2010 the Company recognized an investment in the
Hedrin JV of $0.75 million and an exchange obligation of $3.95 million. The exchange obligation represents the
Company’s obligation to Nordic to issue the Company’s common stock in exchange for all or a portion of Nordic’s
equity interest in the Hedrin JV upon the exercise by Nordic of the put issued to Nordic in the Hedrin JV Agreement
transaction. The put is described below.

Nordic had an option to put all or a portion of its equity interest in the Hedrin JV to the Company in exchange for the
Company’s common stock (the “Nordic Put”). The Company had an option to, under certain conditions, call all or a
portion of Nordic’s equity interest in the Hedrin JV in exchange for the Company’s common stock (the “Nordic
Call”). The Nordic Put and the Nordic Call terminated upon the execution, on January 4, 2011, of a settlement and
release agreement between Nordic and the Company. The settlement and release agreement is discussed below.

Nordic paid the Company a non-refundable fee of $150,000 in February 2008 for the right to receive a warrant

covering shares of the Company’s commons stock. The warrant (the “Nordic Warrant”) was issued in 2008. The Nordic
Warrant terminated upon the execution, on January 4, 2011, of a settlement and release agreement between Nordic
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and the Company. The settlement and release agreement is discussed below.
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The Hedrin JV is responsible for the development and commercialization of Hedrin for the North American market
and all associated costs including clinical trials, regulatory costs, patent costs, and future milestone payments owed to
Thornton & Ross, Ltd., the licensor of Hedrin.

The Hedrin JV engaged the Company to provide management services to the Hedrin JV in exchange for a
management fee. For the three months ended March 31, 2011 and 2010, the Company has recognized $0 and
$75,000, respectively, of management fees earned from the Hedrin JV which is included in the Company’s
consolidated statements of operations as a component of interest and other income. The management services
agreement terminated upon the execution, on January 4, 2011, of a settlement and release agreement between Nordic
and the Company. The settlement and release agreement is discussed below.

As previously reported, the Company and Nordic have had various disputes relating to the Hedrin JV, to the Nordic

Put and the Nordic Warrant. On January 4, 2011 the Company entered into a settlement and release agreement (the
“Nordic Settlement”) with Nordic and the Hedrin JV that resolves all disputes between and among the Company, Nordic
and the Hedrin JV.

The principal terms of the Nordic Settlement are:

®The Nordic Put has been terminated. The Company believed the Nordic Put permitted Nordic to become the owner,
upon exercise of the Nordic Put, of 71,428,571 shares of the Company’s common stock. Nordic asserted that the
Nordic Put would have permitted Nordic to become the owner of 183,333,333 shares of the Company’s common
stock.

®The Nordic Warrant has been terminated. The Company believed the Nordic Warrant covered 14,285,714 shares of
the Company’s common stock. Nordic asserted that the Nordic Warrant covered 33,333,333 shares of the Company’s
common stock.

e Nordic was required to make an additional, non-dilutive capital contribution to the Hedrin JV of $1,500,000, which
includes $300,000 contributed to the Hedrin JV by Nordic on December 15, 2010.

e The Hedrin JV has paid to the Company a settlement amount of $500,000, less any "Excess Payment" (defined
below). An "Excess Payment" is the amount by which Nordic’s and the Hedrin JV’s reasonable out-of-pocket legal
and other costs incurred with respect to the Settlement and Release Agreement exceed $70,000. To date there have
been no Excess Payments.

¢ Our equity interest in the Hedrin JV was reduced to 15%, and further reductions in our equity interest are possible if
and when Nordic makes additional capital contributions to the Hedrin JV. In no event shall the capital contributions
by Nordic reduce our ownership in the Hedrin JV below 5%.

e The Hedrin JV has paid $75,000 to the Company under the Services Agreement, dated February 21, 2008, and that
Services Agreement is terminated as of December 31, 2010.

®The Hedrin JV Agreement, dated January 31, 2008, as amended on February 18, 2008, and as further amended by
an Omnibus Amendment on June 9, 2008, between the Company and Nordic; the Shareholders’ Agreement, dated
February 21, 2008, as amended by an Omnibus Amendment on June 9, 2008, with respect to the Hedrin JV, and the
Registration Rights Agreement, dated February 25, 2009, are terminated.

The Company recognized a gain on the Nordic Settlement of approximately $4.5 million during the three months
ended March 31, 2011. The components of the gain on the Nordic Settlement are as follows:

Total Cash portion Non cash portion
Exchange obligation, termination of the Nordic Put $ 3949,176 $ - $ 3,949,176
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Termination of the Nordic Warrant
Payment of settlement amount
Other

Totals

16
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71,429
500,000
3,117 )
4,517,488 $

500,000
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4,017,488

)
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The Company has been informed by Nordic that on April 19, 2011 the Hedrin JV filed a demand for arbitration of a
dispute with Thornton & Ross LTD (“T&R”) with the American Arbitration Association. The dispute between the
Hedrin JV and T&R includes, but is not limited to the following:

. Termination of the License Agreement

§ In March 2011, T&R claimed that it had terminated the License Agreement by a letter dated October 19, 2010.

§ The October 19, 2010 letter was marked “DRAFT”, made no reference to termination, but rather sought reassurances
that the Hedrin JV would make an anticipated milestone payment (it did) and that the Hedrin JV is ready, able and
willing to meet its obligations under the License Agreement (it was and is).

o T&R’s Breach of the License Agreement

§ T&R failed to provide the necessary Drug Master File or Master Access File references for the two ingredients of
the Hedrin lotion, despite numerous, ongoing requests for the information. T&R’s breaches hindered the Hedrin JV’s
ability to secure approvals from the FDA.

6. 2010 EQUITY FINANCING

On March 2, 2010, the Company raised aggregate gross proceeds of approximately $2,547,500 pursuant to a private
placement of its securities (the “2010 Equity Financing”). The Company entered into subscription agreements (the
"Subscription Agreements") with seventy-seven accredited investors (the "Investors") pursuant to which the Company
sold an aggregate of 101.9 Units (as defined herein) for a purchase price of $25,000 per Unit. Pursuant to the
Subscription Agreements, the Company issued to each Investor units (the "Units") consisting of (i) 357,143 shares of
common stock, $0.001 par value per share (the “Common Stock” or “Shares”) of the Company and (ii) 535,714 warrants
(each a “Warrant” and collectively the “Warrants™), each of which will entitle the holder to purchase one additional share
of Common Stock for a period of five years (each a “Warrant Share” and collectively the “Warrant Shares”) at an exercise
price of $0.08 per share. Because the Warrant Shares are convertible into shares of the Company, subject to

adjustment, the conversion feature is subject to Derivative Liability accounting (see Note 9).

National Securities Corporation (‘“National”) was the placement agent for the 2010 Equity Financing transaction. In
connection with the issuance of the Securities, the Company issued warrants to purchase an aggregate of 3,639,289
shares of Common Stock at an exercise price of $0.08 per share, subject to adjustment, to the placement agent and
certain of its designees. Because the warrant is convertible into shares of the Company, subject to adjustment, the
warrants are subject to Derivative Liability accounting (see Note 9). The warrants expire on March 2, 2015.

All of the Investors represented that they were “accredited investors,” as that term is defined in Rule 501(a) of
Regulation D under the Securities Act, and the sale of the Units was made in reliance on exemptions provided by
Regulation D and Section 4(2) of the Securities Act of 1933, as amended.

In connection with the closing of the private placement, the Company, the placement agent acting in connection with
the private placement (the “Placement Agent”) and the Investors entered into a Registration Rights Agreement, dated as
of March 2, 2010, and the Company agreed to, and did, file a registration statement to register the resale of the Shares,
within 60 days of the final closing date and the registration statement was declared effective within the time limits of
the Registration Rights Agreement.

The Company received net proceeds of approximately $2,100,000 after payment of an aggregate of approximately

$300,000 of commissions and expense allowance to the Placement Agent, and approximately $100,000 of other
offering and related costs in connection with the private placement.
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The Company did not use any form of advertising or general solicitation in connection with the sale of the Units. The
Shares, the Warrants and the Warrant Shares are non-transferable in the absence of an effective registration statement
under the Act, or an available exemption therefrom, and all certificates are imprinted with a restrictive legend to that
effect.
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On April 8, 2010, the Company completed the final closing of the 2010 Equity Financing. In connection with the
final closing, the Company sold an aggregate of 2.4 additional Units and received net proceeds of approximately
$51,700 after payment of an aggregate of $8,300 of commissions and expense allowance to placement agent. In
connection with the final closing, the Company also issued a warrant to purchase 12,857 shares of Common Stock at
an exercise price of $0.08 per share to the placement agent as additional compensation for its services.

In addition, on April 8, 2010, the holder of the Convertible 12% Note (see Note 8) with a stated value of $400,000 and
$22,000 of accrued interest, exercised its option to convert its Debenture (including all accrued interest thereon) into
16.88 Units. The conversion price was equal to the per Unit purchase price paid by the Investors in the private
placement.

The Company issued a total of 6,885,717 shares of common stock and warrants to purchase 10,328,566 shares of
common stock at an exercise price of $0.08 per share to the investors in the final closing of the 2010 Equity
Financing, including the conversion of the 12% Convertible Note.

7. ARISTON MERGER

On March 8, 2010, the Company entered into the Merger Agreement by and among the Company, Ariston and Merger
Sub. Pursuant to the terms and conditions set forth in the Merger Agreement, on March 8, 2010, the Merger Sub
merged with and into Ariston, with Ariston being the surviving corporation of the Merger. As a result of the Merger,
Ariston became a wholly-owned subsidiary of the Company.

Under the terms of the Merger Agreement, the consideration payable by Manhattan to the stockholders and note
holders of Ariston consists of the issuance of 7,062,423 shares of Manhattan’s common stock, par value $0.001 per
share, ("Common Stock") at Closing (as defined in the Merger Agreement) plus the right to receive up to an additional
24,718,481 shares of Common Stock (the “Milestone Shares”) upon the achievement of certain product-related
milestones described below. In addition, Manhattan has reserved 38,630,723 shares of its Common Stock for possible
future issuance in connection with the conversion of $15.45 million of outstanding Ariston convertible promissory
notes. The noteholders will not have any recourse to Manhattan for repayment of the notes (their sole recourse being
to Ariston), but the noteholders will have the right to convert the notes into shares of the Manhattan’s Common Stock
at the rate of $0.40 per share. Further, Manhattan has reserved 5,000,000 shares of its Common Stock for possible
future issuance in connection with the conversion of the $1.0 million outstanding Ariston convertible promissory note
issued in satisfaction of a trade payable. The noteholder will not have any recourse to Manhattan for repayment of
the note (their sole recourse being to Ariston), but the noteholder will have the right to convert the note into shares of
Manhattan’s Common Stock at the rate of $0.20 per share.

Upon the achievement of the milestones described below, Manhattan would be obligated to issue portions of the
Milestone Shares to the former Ariston stockholders and noteholders:
¢ Upon the affirmative decision of Manhattan’s Board of Directors, provided that such decision is made prior to March
8, 2011, to further develop the AST-915, either internally or through a corporate partnership, Manhattan would
issue 8,828,029 of the Milestone Shares. This milestone was attained in January 2011 and the shares were issued in
March 2011. The Company recognized approximately $220,000 of research and development expense during the
three months ended March 31, 2011 from the issuance of these shares.
*Upon the acceptance by the FDA of the Ariston’s filing of the first New Drug Application for the AST-726 product
candidate, Manhattan would issue 7,062,423 of the Milestone Shares.
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e Upon the Company receiving FDA approval to market the AST-726 product candidate in the United States of
America, Manhattan would issue 8,828,029 of the Milestone Shares.
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Certain members and former members of Manhattan’s board of directors and principal stockholders of Manhattan at
the time of the Merger owned Ariston securities as of the closing of the Merger:

e Timothy Mclnerney, a director of Manhattan, owned 16,668 shares of Ariston common stock which represented
less than 1% of Ariston’s outstanding common stock as of the closing of the Merger.

®Neil Herskowitz, a director of Manhattan, indirectly owned convertible promissory notes of Ariston with interest
and principal in the amount of $192,739.

e Michael Weiser, a former director of Manhattan, owned 117,342 shares of Ariston common stock, which
represented approximately 2.1% of Ariston’s outstanding common stock as of the closing of the Merger.

e[ indsay Rosenwald, a more than 5% beneficial owner of Manhattan common stock, in his individual capacity and
indirectly through trusts and companies he controls, owned 497,911 shares of Ariston common stock, which
represented approximately 8.9% of Ariston’s outstanding common stock as of the closing of the Merger and
indirectly owned convertible promissory notes of Ariston in the amount of $141,438.

The Company merged with Ariston principally to add new products to its portfolio. Prior to the Merger, Ariston was a
private, clinical stage specialty biopharmaceutical company based in Shrewsbury, Massachusetts that in-licensed,
developed and planned to market novel therapeutics for the treatment of serious disorders of the central and peripheral
nervous systems.

The Merger date fair value of the total consideration paid was $1,491,937 which consisted of 7,062,423 shares of the
Company’s common stock issued upon the Merger and 15,890,452 contingently issuable shares upon Ariston’s
attaining certain milestones as described above. At the time of the Merger, the Company did not believe the
attainment of the milestone for AST-915 was highly probable and, therefore, recorded no contingent consideration
relative to it. The par value of the contingently issuable common shares is reflected in the accompanying consolidated
balance sheets as of March 31, 2011 and December 31, 2010 as a component of stockholders’ deficiency, contingently
issuable shares. The Company incurred $9,527 of acquisition related costs.

The following table summarizes the fair values of the assets acquired and liabilities assumed at the Merger date:

Cash and cash equivalents $519,365
Other assets 120,870
Total identifiable assets 640,235
Accounts payable and accrued expenses 437,615
ICON convertible note payable 1,000,000
5% convertible notes payable 15,452,793
Total identifiable liabilities 16,890,408
Net identifiable assets (liabilities) (16,250,173)
In-process research and development acquired 17,742,110
Net assets acquired $1,491,937

The following supplemental pro forma information presents the financial results as if the acquisition of Ariston had
occurred on January 1, 2010 for the three months ended March 31, 2010. This supplemental pro forma information
has been prepared for comparative purposes and does not purport to be indicative of what would have occurred had
the acquisition been made on January 1, 2010, nor are they indicative of future results.
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Pro forma consolidated results:

Three Month Period
Ended March 31, 2010
Revenue $ -
Net loss $ (1,787,172 )
Basic and diluted loss per share $ (0.02 )
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8. NOTES PAYABLE

The following is a summary of Notes Payable:

At March 31, 2011 At December 31, 2010
Current Non-current Current Non-current
portion, net portion, net Total portion, net portion, net Total
Secured 12%
Note Payable $ 1,725,000 $ - $ 1,725,000 $ 1,722,346 $ - $ 1,722,346
Non-interest
Bearing Note
Payable 236,900 - 236,900 231,900 - 231,900
Convertible 5%
Notes Payable - 16,225,433 16,225,433 - 15,452,793 15,452,793
ICON
Convertible Note 347,747 330,030 677,777 100,000 677,778 777,778
Total $ 2,309,647 $ 16,555,463 $ 18,865,110 $ 2,054,246 $ 16,130,571 $ 18,184,817
a. Secured 12% Notes Payable

In 2008 and 2009 the Company sold $1,725,000 of 12% senior secured notes (the “Secured 12% Notes”) that mature
two years after issuance and issued warrants to the investors to purchase 57.5 million shares of the Company’s
common stock at $0.09 per share. The warrants expire on December 31, 2013. Net proceeds of $1.4 million were
realized and $78,000 of issuance costs were paid outside of the closings. On February 9, 2011 the maturity date of the
Secured 12% Notes was extended to December 31, 2011.

National Securities Corporation (‘“National”) was the placement agent for the Secured 12% Notes Transaction. The
Company issued to national, as a component of their placement agent fee, warrants to purchase 8.6 million shares of
the Company’s common stock at $0.09 per share. The warrants expire on December 31, 2013.

Interest on the Secured 12% Notes is compounded quarterly and payable at maturity. At March 31, 2011 and
December 31, 2010, accrued and unpaid interest on the Secured 12% Notes amounted to approximately $547,000 and
$481,000, and is reflected in the accompanying balance sheets at March 31, 2011 and December 31, 2010,

respectively, as part of interest payable. The Secured 12% Notes are secured by a pledge of all of the Company’s assets
except for its investment in the Hedrin JV. In addition, to provide additional security for the Company’s obligations
under the notes, the Company entered into a default agreement, which provides that upon an event of default under the
notes, the Company shall, at the request of the holders of the notes, use reasonable commercial efforts to either (i) sell

a part or all of the Company’s interests in the Hedrin joint venture or (ii) transfer all or part of the Company’s interest in
the Hedrin JV to the holders of the notes, as necessary, in order to fulfill the Company’s obligations under the notes, to
the extent required and to the extent permitted by the applicable Hedrin joint venture agreements.

The Company incurred a total of approximately $424,000 of costs in the issuance of the $1,725,000 of Secured 12%
Notes sold in 2008 and 2009. These costs were capitalized and were amortized over the life of the Secured 12% Notes
into interest expense. During the three months ended March 31, 2011 and the year ended December 31, 2010, the
amount amortized into interest expense was approximately $4,000 and $197,000, respectively. At March 31, 2011 the
costs of issuance were fully amortized. At December 31, 2010 the remaining unamortized balance of approximately
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$4,000 is reflected in the accompanying balance sheet as of December 31, 2010 as debt issue costs.

The Company recognized an original issue discount (the “OID”) of approximately $194,000 on the issuance of the
Secured 12% Notes sold for the value of the warrants issued to the investors. The OID is being amortized over the life
of the Secured 12% Notes into interest expense. During the three months ended March 31, 2011 and year ended
December 31, 2010 the amount amortized into interest expense was approximately $3,000 and $91,000,

respectively. At March 31, 2011 the OID was fully amortized. At December 31, 2010 the remaining unamortized
balance of approximately $3,000 has been netted against the face amount of Notes Payable in the accompanying
balance sheet as of December 31, 2010.
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MANHATTAN PHARMACEUTICALS, INC. and SUBSIDIARY
(a Development Stage Company)
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

On February 9, 2011, the Company entered into a waiver and forbearance agreement (the “Extension Agreement”) with
the requisite holders of the Secured 12% Notes whereby the holders of the notes (the “Noteholders”) agreed to forbear
the exercise of their rights under the Notes and waive the default thereof until December 31, 2011. As part of the
Extension Agreement, the Company has agreed to take prompt steps to seek to reduce its outstanding indebtedness by
permitting the Noteholders to convert the Secured 12% Notes into shares of the Company's common stock at a
conversion price of $0.01 per share, which will require the Company to obtain stockholder approval to, among other
things, increase the number of its authorized common stock. If the Secured 12% Notes convert into common stock at

a conversion price of $0.01 the antidilution rights of the warrants issued with Secured 12% Notes, the warrants issued
with the Convertible 12% Note and the warrants issued in the 2010 Equity Pipe transaction will be triggered causing
significant potential dilution to our current stockholders. The following table illustrates the potential dilution:

Conversion of
Secured 12%

As of March 31, 2011 Notes After Conversion

Shares % Shares (1) Shares %
Shares outstanding:
Before conversion 129,793,289 45.66 % 129,793,289 878 %
Conversion of Secured
12% Notes 231,826,600 231,826,600 15.67 %
Total outstanding 129,793,289 231,826,600 361,619,889
Shares issuable:
Options 11,564,936 407 % 11,564,936 078 %
Warrants:
With antidilution rights:
Issued with Secured
12% Notes 57,500,115 2023 % 460,000,920 517,501,035 3499 %
Other 72,411,248 2547 % 503,037,467 575,448,715 3890 %
Without antidilution
rights 12,989,189 457 % 12,989,189 088 %
Total issuable 154,465,488 963,038,387 1,117,503,875
Total outstanding and
issuable 284,258,777 100.00 %  1,194,864,987 1,479,123,764 100.00 %

(1) Share conversion assumes conversion of principal and interest on May 31, 2011, the date on which we project the
conversion will occur.

b. 8% Note Payable

On December 21, 2009, the Company entered into a Future Advance Promissory Note (the “8% Note”) with Ariston
under which the Company may withdraw up to $67,000 bearing interest at a rate of 8%. As of December 31, 2009,
the Company had withdrawn $27,000 from Ariston subject to the terms of the 8% Note. On January 13, 2010, the
Company withdrew an additional $20,000 subject to the 8% Note and on January 28, 2010, the Company withdrew an
additional $20,000 subject to the 8% Note. On March 4, 2010, the Company repaid Ariston the $67,000 withdrawn
subject to the 8% Note and accrued interest of $816.

c. Non-interest Bearing Note Payable
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On October 27, 2009, the Company entered into a Settlement Agreement and Mutual Release with Swiss Pharma
Contract LTD (“Swiss Pharma”) pursuant to which the Company agreed to pay Swiss Pharma $200,000 and issue to
Swiss Pharma an interest free promissory note in the principal amount of $250,000 in full satisfaction of the
September 5, 2008 arbitration award.

In connection with the non-interest bearing note, the Company recognized an original issue discount of $40,000 of
imputed interest on the note, which is being amortized into interest expense on a straight-line basis over the two-year
term of the note. For the three months ended March 31, 2011 and the year ended December 31, 2010, the Company
amortized $5,000 and $20,000 of the OID into interest expense, respectively. The remaining unamortized balances of
$13,100 and $18,100 have been netted against the face amount of Notes payable, current portion, net in the
accompanying balance sheets as of March 31, 2011 and December 31, 2010, respectively.
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MANHATTAN PHARMACEUTICALS, INC. and SUBSIDIARY
(a Development Stage Company)
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

d. Convertible 12% Note Payable

In October 2009, the Company sold a 12% Original Issue Discount Senior Subordinated Convertible Debenture with a
stated value of $400,000 (the “Convertible 12% Note”) and a warrant to purchase 2,222,222 shares of the Company’s
common stock for a purchase price of $200,000. National was the placement agent for the Convertible 12% Note
transaction. The Company issued to National, as a component of their placement agent fee, warrants to purchase
222,222 shares of the Company’s common stock. The warrants issued to the investors and National expire in October
2014 and were exercisable at an original price of $0.11 per share, subject to adjustment. As a result of the 2010
Equity Financing the exercise price and number of shares represented by these warrants adjusted to 3,492,063 shares
at $0.07 per share for the investors and 349,206 shares at $0.07 per share for National.

The Convertible 12% Note was convertible into shares of the Company’s common stock in the event the Company
issues new securities in connection with a financing. The Convertible 12% Note may be converted into such new
securities at a conversion price equal to the purchase price paid by the purchasers of such new securities. On April 8,
2010, the holder of the Convertible12% Note exercised its option to convert its note, including all accrued interest
thereon, into 16.88 Units of the 2010 Equity Financing.

e. Convertible 5% Notes Payable

Upon the Merger, Ariston issued $15,452,793 of five-year 5% notes payable (the “5% Notes”) in satisfaction of several
note payable issuances. The cumulative liability including accrued and unpaid interest of these several issuances of
notes was $15,452,793 as of the Merger date. The 5% Notes and accrued and unpaid interest thereon are convertible at
the option of the holder into the Manhattan’s common stock at the conversion price of $0.40 per share. Ariston agreed
to make quarterly payments on the 5% Notes equal to 50% of the net product cash flow received from the
exploitation or commercialization of Ariston’s product candidates, AST-726 and AST-915. The 5% Notes are solely
the obligation of Ariston and have no recourse to Manhattan other than the conversion feature discussed

above. Interest accrues monthly, is added to principal on an annual basis, every March 8, and is payable at

maturity. For the three months ended March 31, 2011, the Company recorded approximately $196,000 of interest
expense on the 5% Notes. On March 8, 2011 the accrued and unpaid interest on the 5% Notes was $772,640 and was
added to the principal amount of the 5% Notes Payable. At March 31, 2011 the principal amount of the 5% Notes was
$16,225,433 and interest payable on the 5% Notes Payable was $49,578 and were reflected as components of notes
payable, noncurrent portion, net and interest payable, noncurrent portion, respectively, in the accompanying balance
sheet as of March 31, 2011. At December 31, 2010 the principal amount of the 5% Notes was $15,452,793 and
interest payable on the 5% Notes Payable was $626,697 and were reflected as components of notes payable,
noncurrent portion, net and interest payable, noncurrent portion, respectively, in the accompanying balance sheet as of
December 31, 2010.
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MANHATTAN PHARMACEUTICALS, INC. and SUBSIDIARY
(a Development Stage Company)
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

f. ICON Convertible Note Payable

Upon the Merger, Ariston satisfied an account payable of $1,275,188 to ICON Clinical Research Limited (“ICON")
through the payment of $275,188 in cash and the issuance of a three-year 5% note payable (the “ICON Note”). The
principal was to be repaid in 36 monthly installments of $27,778 commencing in April 2010. Interest was payable
monthly in arrears. On March 1, 2011 Ariston entered into an amended and restated convertible promissory note (the
“Amended ICON Note”) with ICON. The principal terms of the Amended ICON Note are that monthly payments of
principal and interest will be waived for the thirteen month period ended December 31, 2011 (the “Waiver Period”) in
exchange for a single payment of $100,000 on March 31, 2011, an increase in the interest on the Amended ICON
Note from 5% to 8% per annum during the Waiver Period and a balloon payment on January 31, 2012. The Amended
Note will decrease the debt service requirements of the Company and Ariston by approximately $300,000 during the
thirteen-month period ended December 31, 2011. The Amended ICON Note is convertible at the option of the holder
into the Company’s common stock at the conversion price of $0.20 per share. During the three months ended March
31, 2011, the Company has recorded approximately $16,000 of interest expense on the Amended ICON Note. At
March 31, 2011 the principal amount of the Amended ICON Note was $667,777, of which $347,747 was current, and
interest payable on the Amended ICON Note was $18,812 and were reflected as components of notes payable, current
portion, net, notes payable, noncurrent portion, net, and interest payable, current portion, respectively, in the
accompanying balance sheet as of March 31, 2011. At December 31, 2010 the principal amount of the Amended
ICON Note was $777,778, of which $100,000 was current, and interest payable on the Amended ICON Note was
$3,303 and were reflected as components of notes payable, current portion, net, notes payable, noncurrent portion, net
and interest payable, current portion, respectively, in the accompanying balance sheet as of December 31, 2010.

9. DERIVATIVE LIABILITY

In April 2008, the FASB issued ASC 815 which provides guidance on determining what types of instruments or
embedded features in an instrument held by a reporting entity can be considered indexed to its own stock for the
purpose of evaluating the first criteria of the scope exception in the pronouncement on accounting for derivatives. This
pronouncement was effective for financial statements issued for fiscal years beginning after December 15, 2008. The
adoption of these requirements can affect the accounting for warrants and many convertible instruments with
provisions that protect holders from a decline in the stock price (or “down-round” provisions). For example, warrants
with such provisions will no longer be recorded in equity. Down-round provisions reduce the exercise price of a
warrant or convertible instrument if a company either issues equity shares for a price that is lower than the exercise
price of those instruments or issues new warrants or convertible instruments that have a lower exercise price. We
evaluated whether warrants to acquire stock of the Company contain provisions that protect holders from declines in
the stock price or otherwise could result in modification of the exercise price under the respective warrant agreements.
We determined that the warrant issued to Nordic in April 2008 (the “Nordic Warrant”), contained such provisions,
thereby concluding it was not indexed to the Company’s own stock and was reclassified from equity to derivative
liabilities.

In accordance with ASC 815, the Company estimated the fair value of the Nordic Warrant as of January 1, 2009 to be
$22,222 by recording a reduction in additional paid-in capital of $150,000 and a decrease in deficit accumulated
during the development stage of $127,778. The effect of this adjustment was recorded as a cumulative effect of
change in accounting principle in our statements of stockholders’ equity (deficiency).
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MANHATTAN PHARMACEUTICALS, INC. and SUBSIDIARY
(a Development Stage Company)
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

We also determined that the Convertible 12% Note Payable issued in 2009, the warrants issued in connection with the
Convertible 12% Note Payable, and the warrants issued in connection with the 2010 Equity Financing contained such
provisions and therefore are derivatives. We determined the fair value based on significant inputs not observable in
the market and thus represents a Level 3 measurement as defined in ASC 815. The fair values of these derivatives are
as follows:

Change in Fair Value
Purchases, During Three Months
March 31, December 31, sales, issuances Ended March 31,
2011 2010 and settlements 2011

Nordic Warrant $ - $ 71,429 $ (71429 ) $ -
Warrants issued with
Convertible 12% Notes 9,778 15,644 - (5,866 )
Warrants issued in 2010 Equity
Financing 283,204 447,773 - (164,569 )
Total $ 292,982 $ 534,846 $ (71429 ) $ (170,435 )

In accordance with ASC 815, the fair value of these derivatives were recorded in the accompanying condensed
consolidated balance sheets as of March 31, 2011 and December 31, 2010, as a component of a current liability,
derivative liability. The changes in fair value during the three months ended March 31, 2011 and 2010 were
($170,435) and $942,261, respectively and are reported as a non-cash charge in the accompanying condensed
consolidated statements of operations as a component of other (income) expense.

10. SUBSEQUENT EVENTS

In May 2011 the Company entered into an amendment of a Cooperative Research and Development Agreement
(“CRADA”) with the National Institute of Health (“HIH”) for the conduct of two efficacy studies utilizing the Company’s
AST-915 product candidate. The Company’s commitment under the CRADA is the payment of $50,000 to the NIH

and to provide a neurologist to assist the NIH in the conduct of these two efficacy studies.

In April 2011 the Company received $244,479 in cash from the grant receivable reflected in the accompanying
balance sheets.
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Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations.

You should read the following discussion of our results of operations and financial condition in conjunction with our
Annual Report on Form 10-K for the year ended December 31, 2010 (the “Annual Report”) and our financial statements
for the three month period ended March 31, 2011 included elsewhere in this report.

We were incorporated in Delaware in 1993 under the name “Atlantic Pharmaceuticals, Inc.” and, in March 2000, we
changed our name to “Atlantic Technology Ventures, Inc.” In 2003, we completed a “reverse acquisition” of privately
held “Manhattan Research Development, Inc”. In connection with this transaction, we also changed our name to
“Manhattan Pharmaceuticals, Inc.” From an accounting perspective, the accounting acquirer is considered to be
Manbhattan Research Development, Inc. and accordingly, the historical financial statements are those of Manhattan
Research Development, Inc. During 2005 we merged with Tarpan Therapeutics, Inc. (“Tarpan™). Tarpan was a
privately held New York based biopharmaceutical company developing dermatological therapeutics. This
transaction was accounted for as a purchase of Tarpan by the Company.

On March 8, 2010, the Company entered into an Agreement and Plan of Merger (the "Merger Agreement") by and
among the Company, Ariston Pharmaceuticals, Inc., a Delaware corporation ("Ariston") and Ariston Merger Corp., a
Delaware corporation and wholly-owned subsidiary of the Company (the "Merger Sub"). Pursuant to the terms and
conditions set forth in the Merger Agreement, on March 8, 2010, the Merger Sub merged with and into Ariston (the
"Merger"), with Ariston being the surviving corporation of the Merger. As a result of the Merger, Ariston became a
wholly-owned subsidiary of the Company. The operating results of Ariston from March 8, 2010 to March 31, 2011
are included in the accompanying Condensed Consolidated Statements of Operations.

We are a specialty healthcare product company focused on developing and commercializing pharmaceutical
treatments for underserved patient populations. We aim to acquire rights to these technologies by licensing or
otherwise acquiring an ownership interest, funding their research and development and eventually either bringing the
technologies to market or out-licensing.

This discussion includes “forward-looking” statements that reflect our current views with respect to future events and
financial performance. We use words such as we “expect,” “anticipate,” “believe,” and “intend” and similar expressions to
identify forward-looking statements. Investors should be aware that actual results may differ materially from our
expressed expectations because of risks and uncertainties inherent in future events, particularly those risks identified

under the heading “Risk Factors” following Item 1 in the Annual Report, and should not unduly rely on these forward
looking statements.
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Results of Operations
Three-month Periods ended March 31, 2011 vs 2010:

Three months ended March 31, Increase/ % Increase/

2011 2010 (decrease)  (decrease)
Costs and expenses:
Research and development:
Share-based compensation $ - $ - $- N/A
Other research and development expenses 355,000 18,000 337,000 1872.22 %
Total research and development expenses 355,000 18,000 337,000 1872.22 %
General and administrative:
Share-based compensation 9,000 191,000 (182,000 ) -95.29 %
Other general and administrative expenses 202,000 320,000 (118,000 ) -36.88 %
Total general and administrative expenses 211,000 511,000 (300,000 ) -58.71 %
Other income/(expense):
Gain on Nordic Settlement 4,517,000 - 4,517,000 N/A
Change in fair value of derivative liability 170,000 (942,000 ) 1,112,000 -118.05 %
Interest expense (290,000 ) (237,000 ) (53,000 ) 22.36 %
Interest and other (income)/expense 1,000 75,000 (74,000 ) -98.67 %
Total other income/(expense) 4,398,000 (1,104,000 ) 5,502,000 -498.37 %
Net income/(loss) $ 3,832,000 $ (1,633,000 ) $5,465,000 -334.66 %

During each of the three month periods ended March 31, 2011 and 2010, we did not recognize any revenues. We are
considered a development stage company and do not expect to have revenues relating to our products candidates prior
to March 31, 2012, if at all.

For the three months ended March 31, 2011 research and development expense was $355,000 as compared to $18,000
for the three months ended March 31, 2010. This increase of $337,000, or 1,872%, is primarily due to development
activities, including the issuance of milestone shares in connection with the Ariston Merger, on the products acquired
in the Ariston Merger during the 2011 period and limited product development activity during the 2010 period.

For the three months ended March 31, 2011 general and administrative expense was $211,000 as compared to
$511,000 for the three months ended March 31, 2010. This decrease of $300,000, or 59%, is primarily due to a
reduction in staff and other cost cutting measures.

For the three months ended March 31, 2011 other income/(expense) was $4,398,000 as compared to $(1,104,000) for
the three months ended March 31, 2010. This change of $5,502,000, or (498)%, is primarily due the recognition of a
gain on the Nordic Settlement of $4,517,000 and to a change in fair value of derivative liability of $1,112,000, offset
by an increase in interest expense of $53,000, and a change in other income/(expense) of $74,000.

Net income for the three months ended March 31, 2011 was $3,832,000 as compared to a net loss of $1,633,000 for
the three months ended March 31, 2010. This change of $5,465,000, or (334)%, is primarily due to a change in other

income/(expense) of $5,502,000 and a increase in expenses of $37,000.

Liquidity and Capital Resources
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From inception to March 31, 2011, we incurred a deficit during the development stage of $57,477,000 primarily as a
result of our net losses, and we expect to continue to incur additional losses through at least March 31, 2012 and for
the foreseeable future. These losses have been incurred through a combination of research and development activities
related to the various technologies under our control and expenses supporting those activities.
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We have financed our operations since inception primarily through equity and debt financings and a joint venture
transaction. During the three months ended March 31, 2011, we had a net increase in cash and cash equivalents of
$0.1 million. This increase resulted largely from net cash provided by operating activities of $0.2 million offset by net
cash used in financing activities of $0.1 million. Total liquid resources as of March 31, 2011 were $0.6 million
compared to $0.5 million at December 31, 2010.

Our current liabilities as of March 31, 2011 were $3,352,000 compared to $3,293,000 at December 31, 2010, an
increase of $59,000. As of March 31, 2011, we had working capital deficit of $2,450,000 compared to working
capital deficit of $2,424,000 at December 31, 2010.

During the quarter ended March 31, 2011, the Company received $500,000 from the Nordic settlement and repaid
$100,000 of debt.

During the quarter ended March 31, 2010, the Company received net proceeds of approximately $2,100,000 from the
2010 Equity Financing. The Company also acquired $519,000 of cash in the merger with Ariston and repaid $27,000
of debt.

Our available working capital and capital requirements will depend upon numerous factors, including progress of our
research and development programs, our progress in and the cost of ongoing and planned nonclinical and clinical
testing, the timing and cost of obtaining regulatory approvals, the cost of filing, prosecuting, defending, and enforcing
patent claims and other intellectual property rights, in-licensing activities, competing technological and market
developments, changes in our existing collaborative and licensing relationships, the resources that we devote to
developing manufacturing and commercializing capabilities, the status of our competitors, our ability to establish
collaborative arrangements with other organizations and our need to purchase additional capital equipment.

Our continued operations will depend on whether we are able to raise additional funds through various potential
sources, such as equity and debt financing, other collaborative agreements, strategic alliances, and our ability to
realize the full potential of our technology in development. Such additional funds may not become available on
acceptable terms and there can be no assurance that any additional funding that we do obtain will be sufficient to meet
our needs in the long term. Through March 31, 2011, a significant portion of our financing has been through private
placements of debt, common stock and warrants and the Hedrin JV. Unless our operations generate significant
revenues and cash flows from operating activities, we will continue to fund operations from cash on hand and through
the similar sources of capital previously described. We can give no assurances that any additional capital that we are
able to obtain will be sufficient to meet our needs. We believe that we will continue to incur net losses and negative
cash flows from operating activities for the foreseeable future.

Based on the resources of the Company available at March 31, 2011, management believes that the Company has
sufficient capital to fund its operations through 2011. Management believes that the Company will need additional
equity or debt financing or generate revenues through licensing of its products or entering into strategic alliances to be
able to sustain its operations into 2012. Furthermore, the Company will need additional financing thereafter to
complete development and commercialization of its products. There can be no assurances that we can successfully
complete development and commercialization of our products. In addition, $250,000 of debt matures in November
and $1,725,000 principal amount of debt plus interest thereon matures in December 2011. The Company intends to
convert the $1,725,000 of debt plus interest thereon into equity.

The Company does not have the financial resources necessary to conduct the pivotal trial of AST-726 and will have to
raise funds or secure a partner for that purpose.
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These matters raise substantial doubt about the Company’s ability to continue as a going concern. The accompanying
financial statements do not include any adjustments that might result from the outcome of this uncertainty.

We have reported net income of $3,832,000 for the three month periods ended March 31, 2011 and a net loss of
$1,633,000 for the three month periods ended March 31, 2010. The net income for the three month period in 2011
resulted primarily from a gain on the Nordic Settlement. Without the effect of this item, the Company would have
sustained a loss during the 2011 period. The net loss attributable to common shares from date of inception, including
preferred stock dividends, August 6, 2001 to March 31, 2011, amounts to $57,477,000. Management believes that we
will continue to incur net losses through at least March 31, 2012.
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Joint Venture Agreement

In February 2008, the Company and Nordic Biotech Advisors ApS through its investment fund Nordic Biotech
Venture Fund II K/S (“Nordic”) entered into a joint venture agreement (the “Hedrin JV Agreement”) to develop and
commercialize the Company's North American rights (under license) to its Hedrin product.

Pursuant to the Hedrin JV Agreement, Nordic formed a new Danish limited partnership, H Pharmaceuticals K/S, (the
"Hedrin JV") and provided it with $5.5 million funding in several tranches through January of 2010 and the Company
assigned and transferred its North American rights in Hedrin to the Hedrin JV in return for a $3.5 million cash
payment from the Hedrin JV, paid in several tranches, and equity in the Hedrin JV representing 47.62% of the
nominal equity interests in the Hedrin JV. Through January 2010 the Company recognized an investment in the
Hedrin JV of $0.75 million and an exchange obligation of $3.95 million. The exchange obligation represents the
Company’s obligation to Nordic to issue the Company’s common stock in exchange for all or a portion of Nordic’s
equity interest in the Hedrin JV upon the exercise by Nordic of the put issued to Nordic in the Hedrin JV Agreement
transaction. The put is described below.

Nordic had an option to put all or a portion of its equity interest in the Hedrin JV to the Company in exchange for the
Company’s common stock (the “Nordic Put”). The Company had an option to, under certain conditions, call all or a
portion of Nordic’s equity interest in the Hedrin JV in exchange for the Company’s common stock (the “Nordic
Call”). The Nordic Put and the Nordic Call terminated upon the execution, on January 4, 2011, of a settlement and
release agreement between Nordic and the Company. The settlement and release agreement is discussed below.

Nordic paid the Company a non-refundable fee of $150,000 in February 2008 for the right to receive a warrant

covering shares of the Company’s commons stock. The warrant (the “Nordic Warrant”) was issued in 2008. The Nordic
Warrant terminated upon the execution, on January 4, 2011, of a settlement and release agreement between Nordic

and the Company. The settlement and release agreement is discussed below.

The Hedrin JV is responsible for the development and commercialization of Hedrin for the North American market
and all associated costs including clinical trials, regulatory costs, patent costs, and future milestone payments owed to
Thornton & Ross, Ltd. (‘T&R”) the licensor of Hedrin.

The Hedrin JV engaged the Company to provide management services to the Hedrin JV in exchange for a
management fee. For the three months ended March 31, 2011 and 2010, the Company has recognized $0 and
$75,000, respectively, of management fees earned from the Hedrin JV which is included in the Company’s
consolidated statements of operations as a component of interest and other income. The management services
agreement terminated upon the execution, on January 4, 2011, of a settlement and release agreement between Nordic
and the Company. The settlement and release agreement is discussed below.

As previously reported, the Company and Nordic have had various disputes relating to the Hedrin JV, to the Nordic

Put and the Nordic Warrant. On January 4, 2011 the Company entered into a settlement and release agreement (the
“Nordic Settlement”) with Nordic and the Hedrin JV that resolves all disputes between and among the Company, Nordic
and the Hedrin JV.

The principal terms of the Nordic Settlement are:
®The Nordic Put has been terminated. The Company believed the Nordic Put permitted Nordic to become the owner,
upon exercise of the Nordic Put, of 71,428,571 shares of the Company’s common stock. Nordic asserted that the
Nordic Put would have permitted Nordic to become the owner of 183,333,333 shares of the Company’s common

stock.
[ ]
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The Nordic Warrant has been terminated. The Company believed the Nordic Warrant covered 14,285,714 shares of
the Company’s common stock. Nordic asserted that the Nordic Warrant covered 33,333,333 shares of the Company’s
common stock.

e Nordic was required to make an additional, non-dilutive capital contribution to the Hedrin JV of $1,500,000, which
includes $300,000 contributed to the Hedrin JV by Nordic on December 15, 2010.

e The Hedrin JV has paid to the Company a settlement amount of $500,000, less any "Excess Payment" (defined
below). An "Excess Payment" is the amount by which Nordic’s and the Hedrin JV’s reasonable out-of-pocket legal
and other costs incurred with respect to the Settlement and Release Agreement exceed $70,000. To date there have
been no Excess Payments.

¢ Our equity interest in the Hedrin JV was reduced to 15%, and further reductions in our equity interest are possible if
and when Nordic makes additional capital contributions to the Hedrin JV. In no event shall the capital contributions
by Nordic reduce our ownership in the Hedrin JV below 5%.
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e The Hedrin JV has paid $75,000 to the Company under the Services Agreement, dated February 21, 2008, and that
Services Agreement is terminated as of December 31, 2010.

®The Hedrin JV Agreement, dated January 31, 2008, as amended on February 18, 2008, and as further amended by
an Omnibus Amendment on June 9, 2008, between the Company and Nordic; the Shareholders’ Agreement, dated
February 21, 2008, as amended by an Omnibus Amendment on June 9, 2008, with respect to the Hedrin JV, and the
Registration Rights Agreement, dated February 25, 2009, are terminated.

At December 31, 2010 the Company had unrecognized equity in its share of the losses of the Hedrin JV of
approximately $560,000. In conjunction with the Nordic Settlement the Company recognized this $560,000 of its
share of equity in the losses of the Hedrin JV during the three months ended March 31, 2011. The Company also
recognized a gain on the Nordic Settlement of approximately $5.0 million during the three months ended March 31,
2011. The components of the gain on the Nordic Settlement are as follows:

Total Cash portion Non cash portion
Exchange obligation, termination of the Nordic Put $ 3,949,176 $ - $ 3,949,176
Termination of the Nordic Warrant 71,429 - 71,429
Payment of settlement amount 500,000 500,000 -
Other (3,117 ) - (3,117 )
Totals $ 4,517,488 $ 500,000 $ 4,017,488

The Company has been informed by the Hedrin JV that on April 19, 2011 the Hedrin JV filed a demand for arbitration
of a dispute with Thonrton & Ross LTD (“T&R’) with the American Arbitration Association. The dispute between
Nordic and T&R includes, but is not limited to the following:

. Termination of the License Agreement

§ In March 2011, T&R claimed that it had terminated the License Agreement by a letter dated October 19, 2010.

§ The October 19, 2010 letter was marked “DRAFT”, made no reference to termination, but rather sought reassurances
that the Hedrin JV would make an anticipated milestone payment (it did) and that the Hedrin JV is ready, able and
willing to meet its obligations under the License Agreement (it was and is).

o T&R’s Breach of the License Agreement

§ T&R failed to provide the necessary Drug Master File or Master Access File references for the two ingredients of
the Hedrin lotion, despite numerous, ongoing requests for the information. T&R’s breaches hindered the Hedrin JV’s
ability to secure approvals from the FDA.

2010 Equity Financing

On March and April 2010, we raised aggregate gross proceeds of approximately $2.6 million pursuant to a private
placement of our securities (the “2010 Equity Financing”). We sold an aggregate of 104.3 Units for a purchase price of
$25,000 per Unit. We issued to each Investor units (the "Units") consisting of 357,143 shares of common stock,
$0.001 par value per share of the Company and 535,714 warrants, each of which will entitle the holder to purchase

one additional share of Common Stock for a period of five years at an exercise price of $0.08 per share. In addition,

in April 2010, the holder of the 12% Convertible Note with a stated value of $400,000 and $22,000 of accrued

interest, exercised its option to convert its Debenture (including all accrued interest thereon) into 16.88 Units. The
conversion price was equal to the per Unit purchase price paid by the investors in the private placement.

Convertible 12% Note Payable

In October 2009, we sold a 12% Original Issue Discount Senior Subordinated Convertible Debenture with a stated
value of $400,000 and a warrant to purchase 2,222,222 shares of the Company’s common stock, par value $.001 per
share for a purchase price of $200,000. The Convertible 12% Note is convertible into shares of Common Stock at an
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initial conversion price of $0.09 per share, subject to adjustment, or, in the event the Company issues new securities in
connection with a financing, the Convertible 12% Note may be converted into such new securities at a conversion
price equal to the purchase price paid by the purchasers of such new securities. The Convertible 12% Note was
converted into the 2010 Equity Financing in April 2010, as described above.
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Secured 12% Notes Payable

On February 3, 2009, we completed a private placement of 345 units, with each unit consisting of Secured 12% Notes
in the principal amount of $5,000 and a warrant to purchase up to 166,667 shares of our common stock at an exercise
price of $.09 per share which expires on December 31, 2013, for aggregate gross proceeds of $1,725,000. The private
placement was completed in three closings which occurred on November 19, 2008 with respect to 207 units,
December 23, 2008 with respect to 56 units and February 3, 2009 with respect to 82 units.

To secure our obligations under the notes, we entered into a security agreement and a default agreement with the
investors. The security agreement provides that the notes will be secured by a pledge of our assets other than (i) our
interest in the Hedrin joint venture, including, without limitation, our interest in H Pharmaceuticals K/S and H
Pharmaceuticals General Partner ApS, (ii) our rent deposit for our former office space, (iii) our refund of a
prepayment and (iv) our tax refund for the 2007 fiscal year from the State of New York and City of New York. In
addition, to provide additional security for our obligations under the notes, we entered into a default agreement, which
provides that upon an event of default under the notes, we shall, at the request of the holders of the notes, use our
reasonable commercial efforts to either (i) sell a part or all of our interests in the Hedrin JV or (ii) transfer all or part of
our interest in the Hedrin JV to the holders of the notes, as necessary, in order to fulfill our obligations under the

notes, to the extent required and to the extent permitted by the applicable Hedrin JV agreements.

On February 9, 2011, the Company entered into a waiver and forbearance agreement (the “Extension Agreement”) with
the requisite holders of the Secured 12% Notes whereby the holders of the notes (the “Noteholders”) agreed to forbear
the exercise of their rights under the Notes and waive the default thereof until December 31, 2011. As part of the
Extension Agreement, the Company has agreed to take prompt steps to seek to reduce its outstanding indebtedness by
permitting the Noteholders to convert the Secured 12% Notes into shares of the Company's common stock at a
conversion price of $0.01 per share, which will require the Company to obtain stockholder approval to, among other
things, increase the number of its authorized common stock. If the Secured 12% Notes convert into common stock at

a conversion price of $0.01 the antidilution rights of the warrants issued with Secured 12% Notes, the warrants issued
with the Convertible 12% Note and the warrants issued in the 2010 Equity Pipe transaction will be triggered causing
significant potential dilution to our current stockholders. The following table illustrates the potential dilution:

Conversion of
Secured 12%

As of March 31, 2011 Notes After Conversion
Shares % Shares (1) Shares %

Shares outstanding:
Before conversion 129,793,289 45.66 % 129,793,289 878 %
Conversion of
Secured 12% Notes 231,826,600 231,826,600 15.67 %
Total outstanding 129,793,289 231,826,600 361,619,889
Shares issuable:
Options 11,574,936 407 % 11,574,936 078 %
Warrants:
With antidilution
rights:
Issued with Secured
12% Notes 57,500,115 2023 % 460,000,920 517,501,035 3499 %
Other 72,411,248 2547 % 503,037,467 575,448,715 38.90 %
Without antidilution
rights 12,989,189 457 % 12,989,189 088 %
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Total issuable 154,475,488 963,038,387 1,117,513,875
Total outstanding and

issuable 284,268,777 100.00 %  1,194,864,987 1,479,133,764
Commitments

Development Commitments

At present the Company has no development commitments.

30

100.00 %
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Research and Development Projects

AST-726

AST-726 is a nasally delivered form of hydroxocobalamin for the treatment of Vitamin B12 deficiency. We acquired
global rights to AST-726 as part of the Ariston acquisition. AST-726 has demonstrated pharmacokinetic equivalence
to a marketed intramuscular injection product for Vitamin B122 remediation. We believe that AST-726 may enable
both a single, once-monthly treatment for maintenance of normal Vitamin B12 levels in deficient patients, and more
frequent administration to restore normal levels in newly diagnosed B12 deficiency. Further, we believe that
AST-726 could offer a convenient, painless, safe and cost-effective treatment for Vitamin B12 deficiency, eliminating
the need for intramuscular injections.

Product Development

AST-726, a commercial nasal spray formulation of hydroxocobalamin, has satisfactorily completed preclinical
toxicology, and an Investigational New Drug (“IND”’) Application has been filed with the FDA. This product candidate
is being developed utilizing the 505(b)(2) regulatory pathway. AST-726 has also successfully completed a safety and
pharmacokinetic study in healthy volunteers and an end of Phase II meeting with FDA has been completed.

In February 2011, Manhattan Pharmaceuticals filed a Special Protocol Assessment (“SPA”) with the FDA for a pivotal
Phase III Vitamin B12 replacement study in the United States. The SPA is a regulatory process that allows for official
FDA evaluation of the clinical protocols of a Phase III clinical trial intended to form the primary basis for an efficacy
claim and provides trial sponsors with written agreement that the design and analysis of the trial are adequate to
support a New Drug Application (“NDA”) if the trial is performed according to the SPA. Final marketing approval
depends on efficacy results, the safety profile and evaluation of the therapeutic benefit/risk demonstrated in the Phase
III trial. The SPA agreement may only be changed through a written agreement between the sponsor and the FDA, or
if the FDA becomes aware of a substantial scientific issue essential to product efficacy or safety. For more
information on Special Protocol Assessments please visit the FDA website at www.fda.gov.

The final study design is subject to FDA feedback and approval, but Manhattan Pharmaceuticals expects the pivotal
study to enroll approximately 40 to 70 Vitamin B12 deficient patients currently treated with injection therapy.
Patients will first be evaluated on injection therapy and then will receive AST-726 by nasal spray on a monthly basis
for 12 weeks. The primary objective of this study is to demonstrate that levels of Vitamin B12 in the patients’
bloodstream remain within the normal range following monthly administration of AST-726. We anticipate that the
data from this study and additional manufacturing information will support the planned 505(b)(2) NDA filing for
AST-726.

AST-915

AST-915 is an orally delivered treatment for essential tremor. Manhattan Pharmaceuticals acquired global rights to
AST-915 as part of the Ariston acquisition. This product candidate was studied under a Cooperative Research and
Development Agreement (CRADA) with the National Institute of Neurological Disorders and Stroke (NINDS), a
division of the National Institutes of Health (NIH).

In December 2010, Manhattan Pharmaceuticals announced the achievement of human proof-of concept with AST-915
with the release of preliminary results from a Phase 1/2 study conducted by the NIH of AST-915 for the treatment of
essential tremor. Data from this single dose study showed that AST-915 was well tolerated and demonstrated a clear
effect on tremor power.

In this randomized, double-blind, placebo-controlled, crossover design study, 18 subjects with essential tremor

received single oral doses of AST-915. Primary and secondary outcome measures included the effect on tremor
power using accelerometry to test the central tremor component at various time points after treatment. Safety,
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pharmacokinetic data, and other efficacy measures were also evaluated. AST-915 was well tolerated with non-serious
adverse events being evenly distributed between active and placebo treatments, and two observed serious events being
unrelated to study drug.

Statistically significant reductions in tremor power were evident at several time points between 80 and 300
minutes. 300 minutes was the latest timepoint measured following administration of AST-915. Further analysis,
conducted using each subject as its own control, demonstrated statistically significant lower tremor amplitudes in
favor of AST-915 compared to placebo. Additional analysis continues to examine other secondary

endpoints. Statistically significant effect on tremor power was not evident 80 minutes after administration of
AST-915 (defined as the primary endpoint timeframe),

The NINDS/NIH intends to submit an abstract to the 15th International Congress of Parkinson’s Disease and
Movement Disorders taking place in Toronto in June 2011. Complete study findings are expected to be disclosed at
this and other scientific meetings, and by submission to scientific journals. Manhattan Pharmaceuticals intends to
continue to work with the NINDS/NIH and to proceed toward Phase 2 with the AST-915 development program.
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In May 2011 the Company entered into an amendment of a Cooperative Research and Development Agreement
(“CRADA”) with the National Institute of Health (“HIH”) for the conduct of two efficacy studies utilizing the Company’s
AST-915 product candidate. The Company’s commitment under the CRADA is the payment of $50,000 to the NIH

and to provide a neurologist to assist the NIH in the conduct of these two efficacy studies.

AST-915 was formerly referred to as “AST-914 metabolite”.

Hedrin

Hedrin is a novel, non-insecticide, one hour treatment for pediculosis (head lice) and is currently being developed in
the United States as a prescription medical device. Hedrin is the top selling head lice product in Europe. It is
currently marketed in over 27 countries.

In June 2007, the Company entered into an exclusive license agreement with Thornton & Ross Ltd (“T&R”) and Kerris,
S.A. (“Kerris”) for Hedrin (the “Hedrin License Agreement”). We acquired an exclusive North American license to certain
patent rights and other intellectual property relating to the product. In addition, and at the same time, we also entered

into a Supply Agreement with T&R pursuant to which T&R will be the Company’s exclusive supplier of Hedrin

product (the “Hedrin Supply Agreement”).

In February 2008, the Company entered into a joint venture agreement with Nordic Biotech Advisors ApS (“Nordic”) to
develop and commercialize Hedrin for the North American market. The joint venture entity, H Pharmaceuticals (the
“Hedrin JV”), now owns, is developing, and is working to secure commercialization partners for Hedrin in both the
United States and Canada. The Hedrin JV is independently funded and is responsible for all costs associated with the
Hedrin project, including any necessary United States (“U.S.”) clinical trials, patent costs, and future milestones owed to
the original licensor, T&R. The Company currently owns 15% of the Hedrin JV.

The Hedrin JV is currently working to complete development and secure commercialization and marketing partners
for Hedrin in the U.S. and Canada.

Topical GEL for Psoriasis

This topical GEL was used as the vehicle (placebo) in a prior clinical study versus a discontinued product candidate,
topical PTH (1-34), and showed evidence of psoriasis improving properties. In that Phase 2a study 15% of study
subjects achieved a clear or almost clear state at the end of week 2. At the end of week 4, 20% of subjects treated with
the GEL had achieved a clear or almost clear state, and at the end of week 8, 25% of subjects treated with the GEL
had achieved a clear or almost clear state. The Company owns global rights to this topical GEL and is exploring the
possibility of developing it as an OTC product for mild psoriasis.
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Summary of Contractual Commitments

Employment Agreement

None.

Off-Balance Sheet Arrangements

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

In December 2001, the SEC requested that all registrants discuss their most “critical accounting policies” in
management’s discussion and analysis of financial condition and results of operations. The SEC indicated that a
“critical accounting policy” is one which is both important to the portrayal of the company’s financial condition and
results and requires management’s most difficult, subjective or complex judgments, often as a result of the need to
make estimates about the effect of matters that are inherently uncertain.

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally accepted in the United
States of America requires management to make estimates and assumptions that affect certain reported amounts of
assets and liabilities and disclosure of contingent assets and liabilities at the date of the financial statements and the
reported amounts of expenses during the reporting period. Actual results could differ from those estimates.

Research and Development Expenses

All research and development costs are expensed as incurred and include costs of consultants who conduct research
and development on behalf of the Company and its subsidiaries. Costs related to the acquisition of technology rights
and patents for which development work is still in process are expensed as incurred and considered a component of
research and development costs.

The Company often contracts with third parties to facilitate, coordinate and perform agreed upon research and
development of a new drug. To ensure that research and development costs are expensed as incurred, the Company
records monthly accruals for clinical trials and preclinical testing costs based on the work performed under the
contracts.

These contracts typically call for the payment of fees for services at the initiation of the contract and/or upon the
achievement of certain milestones. This method of payment often does not match the related expense recognition
resulting in either a prepayment, when the amounts paid are greater than the related research and development costs
expensed, or an accrued liability, when the amounts paid are less than the related research and development costs
expensed.

In-process Research and Development

All acquired research and development projects are recorded at their fair value as of the date of acquisition. The fair
values are assessed as of the balance sheet date to ascertain if there has been any impairment of the recorded value. If
there is an impairment, the asset is written down to its current fair value by the recording of an expense.

Share-Based Compensation
We have stockholder-approved stock incentive plans for employees, directors, officers and consultants. Prior to
January 1, 2006, we accounted for the employee, director and officer plans using the intrinsic value method. Effective
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January 1, 2006, we adopted the share-based payment method for employee options using the modified prospective
transition method. We use a Black-Scholes model to estimate the value.

Derivative Liability

We evaluate whether warrants or convertible instruments to acquire stock of the Company contain provisions that
protect holders from declines in the stock price or otherwise could result in modification of the exercise price under
the respective agreements. Down-round provisions reduce the exercise price of a warrant or convertible instrument if
a company either issues equity shares for a price that is lower than the exercise price, and such instruments are
recorded as derivative liabilities. We use a Black-Scholes model to estimate the fair value of our convertible notes
and warrants.
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Item 3. Quantitative and Qualitative Disclosure About Market Risk

Our exposure to market risk is confined to our cash and cash equivalents. We have attempted to minimize risk by
investing in high-quality financial instruments, primarily money market funds with no security having an effective
duration longer than 90 days. If the market interest rate decreases by 100 basis points or 1%, the fair value of our cash
and cash equivalents portfolio would have minimal to no impact on the carrying value of our portfolio. We did not
hold any derivative instruments as of March 31, 2011, and we have never held such instruments in the past.

Item 4. Controls and Procedures
Evaluation of Disclosure Controls and Procedures

As of March 31, 2011, we carried out an evaluation, under the supervision and with the participation of our Principal
Executive and Financial Officer, of the effectiveness of the design and operation of our disclosure controls and
procedures (as defined in Rules 13a-15(e) and 15d-15(e) of the Securities Exchange Act of 1934, as amended (the
“Exchange Act”)). Based upon that evaluation, our Chief Operating and Financial Officer concluded that our disclosure
controls and procedures were effective as of that date to ensure that information required to be disclosed in our reports
filed or submitted under the Exchange Act is recorded , processed, summarized and reported within the time periods
specified in the SEC’s rules and forms, and to ensure that information required to be disclosed by us in such reports is
accumulated and communicated to the our management, including our Chief Operating and Financial Officer, as
appropriate to allow timely decisions regarding required disclosure

Our disclosure controls or internal controls over financial reporting were designed to provide only reasonable
assurance that such disclosure controls or internal control over financial reporting will prevent all errors or all
instances of fraud, even as the same are improved to address any deficiencies. The design of any system of controls is
based in part upon certain assumptions about the likelihood of future events, and there can be only reasonable, not
absolute assurance that any design will succeed in achieving its stated goals under all potential future conditions. A
control system, no matter how well designed and operated, can provide only reasonable, not absolute, assurance that
the control system’s objectives will be met. Over time, controls may become inadequate because of changes in
conditions or deterioration in the degree of compliance with policies or procedures. Further, the design of a control
system must reflect the fact that there are resource constraints, and the benefits of controls must be considered relative
to their costs.

Because of the inherent limitation of a cost-effective control system, misstatements due to error or fraud may occur
and not be detected. These inherent limitations include the realities that judgments in decision-making can be faulty,
and that breakdowns can occur because of a simple error or mistake. Controls can also be circumvented by the
individual acts of some persons, by collusion of two or more people, or by management override of the controls.
Changes in Internal Control

During the quarter ended March 31, 2011, there were no changes in internal controls over financial reporting that have

materially affected, or are reasonably likely to materially affect, our internal controls over financial reporting.
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Part IT — Other Information
Item 1. Legal Proceedings
None.

Item 1A. Risk Factors

There have been no material changes with respect to Risk Factors disclosed in our Annual Report on Form 10-K for
the year ended December 31, 2010.

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

Our directors, executive officers and principal stockholders beneficially own approximately 20 percent of our
outstanding voting stock and, including shares underlying outstanding options and warrants. Our directors, officers

and principal stockholders, taken as a whole, have the ability to exert substantial influence over the election of our
Board of Directors and the outcome of issues submitted to our stockholders. Any dispute with Nordic, including the
dispute concerning the appropriate valuation methodology for the antidilution calculation, may adversely affect the
Company’s operations and the Company’s ability to raise additional capital in the future, and may divert the Company’s
limited management time and attention,

Item 6. Exhibits

Exhibit ~ Description

No.

31.1 Certification of Principal Executive and Financial Officer

32.1 Certifications of Principal Executive and Financial Officer pursuant to Section 906 of the Sarbanes-Oxley
Act of 2002.
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SIGNATURES

In accordance with the requirements of the Exchange Act of 1934, the registrant caused this report to be signed on its
behalf by the undersigned, thereunto duly authorized.

MANHATTAN PHARMACEUTICALS, INC.
Date: May 16, 2011 By: /s!/ Michael G. McGuinness

Michael G. McGuinness
Principal Executive Officer
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Index to Exhibits Filed with this Report
Description
Certification of Principal Executive and Financial Officer.

Certifications pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.
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