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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-Q

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

For the quarterly period ended June 30, 2009

or

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

For the transition period from to

Commission file number: 000-51462

CHELSEA THERAPEUTICS INTERNATIONAL, LTD.

(Exact name of Registrant as specified in its chagt)

Delaware 20-3174202
(State or other jurisdiction of (I.LR.S. Employer
incorporation or organization) Identification No.)

3530 Toringdon Way, Suite 200, Charlotte, North Caolina 28277

(Address of principal executive offices, includingip code)

(704) 341-1516

(Registrant’s telephone number, including area code

Indicate by check mark whether the registrant @b filed all reports required to be filed by Sewti® or 15(d) of the Securities Excha
Act of 1934 during the preceding 12 months (ordioch shorter period that the registrant was requaodile such reports), and (2) has been
subject to such filing requirements for the pastia@s. YES [XI NO O

Indicate by check mark whether the registrant ldisnitted electronically and posted on its corpokeb site, if any, every Interactive
Data File required to be submitted and posted pumsto Rule 405 of Regulation S-T (8232.405 of tiapter) during the preceding 12 months
(or for such shorter period that the registrant veagiired to submit and post such files). YE&] NO O

Indicate by check mark whether the registrantlerge accelerated filer, an accelerated filer, maccelerated filer or a smaller reporting
company. See definition of “large accelerated fjléaccelerated filer” and “smaller reporting conmyd in Rule 12b-2 of the Exchange Act.

Large Accelerated File [ Accelerated File
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Non-accelerated File [0 (Do not check if a smaller reporting compa Smaller Reporting Compar [
Indicate by check mark whether registrant is alstwrhpany (as defined in Rule 12b-2 of the Exchahg®. YES O NO X

As of August 4, 2009 there were 33,436,479 shdresgistrant’'s Common Stock outstanding.
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PART | — FINANCIAL INFORMATION

Item 1. Financial Statements
CHELSEA THERAPEUTICS INTERNATIONAL, LTD. AND SUBSID IARY
(A Development Stage Company)
CONDENSED CONSOLIDATED BALANCE SHEETS
June 30, December 31,
2009 2008
(unaudited) (Note 1)
Assets
Current assett
Cash and cash equivale $ 24,340,45 $ 21,532,55
Shor-term investment 11,550,00 10,305,74
Prepaid contract research and manufactt 589,29: 625,37
Other prepaid expenses and other current a 203,16( 101,86
Total current asse 36,682,90 32,565,53
Property and equipment, r 129,00 159,18t
Long-term investment — 11,328,76
Other asset 76,95( 76,95(
$ 36,888,86 $ 44,130,44
Liabilities and Stockholders’ Equity
Current liabilities:
Accounts payabl $ 2,756,24. $ 4,304,28.
Accrued compensation and related expel 449,09 579,87!
Accrued contract research and manufactu 9,115,87! 7,029,833
Other accrued expens 362,89. 391,08:.
Line of credit payabl 11,550,00 —
Total current liabilities 24,234,10 12,305,07
Line of credit payabl — 7,277,46
Total liabilities 24,234,10 19,582,54
Commitments
Stockholder’ equity:
Preferred stock, $0.0001 par value, 5,000,000 sterthorized, no shares issued and outstar — —
Common stock, $0.0001 par value, 60,000,000 ar@D@3000 shares authorized, respectively ai
30,111,479 and 30,111,479 shares issued and aditsianespectivel 3,011 3,011
Additional paic-in capital 95,134,73 94,316,23
Deficit accumulated during the development si (82,482,99) (69,771,35)
Total stockholder equity 12,654,75 24,547,89
$ 36,888,86 $ 44,130,44

See accompanying notes to condensed consolidataukcfal statements.

1



Table of Contents

CHELSEA THERAPEUTICS INTERNATIONAL, LTD. AND SUBSID IARY

(A Development Stage Company)

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

(unaudited)

For the three months ended June 30,

For the six months ended June 30,

2009 2008

2009 2008

Period from
April 3, 2002
(inception) to
June 30, 2009

Operating expense

Research and developmt $ 8,09578 $ 6,369,020 $14,602,69 $12,873,86 $68,236,73
Sales and marketir 333,12: 404,64¢ 638,42: 882,21: 4,829,34.
General and administrati\ 982,46 1,000,92: 2,024,93. 1,857,25! 13,741,85.
Total operating expens: 9,411,36! 7,774,60. 17,266,04 15,613,32 86,807,93
Operating los! (9,411,36) (7,774,60) (17,266,04) (15,613,32) (86,807,93)
Interest incom: 115,82 457,59¢ 231,49° 1,187,041 4,431,45!
Interest expens (40,82)) — (67,57 — (106,51
Other income (expens 4,052,99! — 4,390,48 (1,566,241 —
Net loss $ (5,283,37) $ (7,317,000 $(12,711,63) $(15,992,52) $(82,482,99)
Net loss per basic and diluted share of commorks $ (0.1 $ (0.29 $ (0.42) $ (0.59)
Weighted average number of basic and diluted common
shares outstandir 30,111,47 29,988,94 30,111,47 29,973,31

See accompanying notes to condensed consolidataukcfal statements.
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CHELSEA THERAPEUTICS INTERNATIONAL, LTD. AND SUBSID IARY
(A Development Stage Company)
CONDENSED CONSOLIDATED STATEMENT OF
STOCKHOLDERS' EQUITY

(unaudited)
Deficit
accumulated
during the Total
Common stock Additional development stockholders’
Shares Amount  paid-in capital stage equity
Balance at January 1, 20 30,111,47 $3,011 $94,316,23 $(69,771,35) $ 24,547,89
Stocl-based compensatic — — 818,49! — 818,49!
Net loss — — —  (12,711,63)  (12,711,63)
Balance at June 30, 20 30,111,47 $3,011 $95,134,73 $(82,482,99) $ 12,654,75

See accompanying notes to condensed consolidaigacial statements.
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CHELSEA THERAPEUTICS INTERNATIONAL, LTD. AND SUBSID
(A Development Stage Company)

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(unaudited)

Operating activities:
Net loss
Adjustments to reconcile net loss to net cash usegerating activities
Non-cash stoc-based compensatic
Depreciation and amortizatic
Stock issued for license agreem
Non-cash interest expen
(Gain on recovery) other-than-temporary impairnmedrghort-term and
long-term investment
Gain on disposition of asse
Fair value of warrants for find's agreemer
Changes in operating assets and liabilil
Prepaid contract research and manufacturing expeotteer prepaid
expenses and other ass
Accounts payable, accrued contract research andfantoring
expenses and other accrued expe
Accrued compensation and related expe!

Net cash used in operating activit

Investing activities:
Acquisitions of property and equipme
Proceeds from sale of ass
Purchases of investmer
Redemptions and sales of investme
Security deposit

Net cash provided by (used in) investing activi

Financing activities:
Proceeds from borrowings from affilia
Proceeds from borrowings from line of cre
Proceeds from exercise of stock opti
Proceeds from exercise of common stock warr
Recapitalization of the Compal
Proceeds from sales of equity securities, netsaféace cost
Receipt of cash for stock subscription receivi

Net cash provided by financing activiti

Net increase (decrease) in cash and cash equis
Cash and cash equivalents, beginning of pe

Cash and cash equivalents, end of pe

Supplemental disclosure of cash flow information
Cash paid for intere:

IARY

For the six months ended June 30,

2009

2008

Period from
April 3, 2002
(inception) to
June 30, 2009

$(12,711,63)

$(15,992,52)

$(82,482,99)

818,49 652,67 3,500,49
35,52t 20,18¢ 195,99¢

— 150,00 575,02:

— — 34,02(
(4,390,48) 1,566,224 —

— — (2,208

— — 433,75(

(65,219 (441,495 (792,45))
509,81 3,496,90! 12,235,01
(130,78)) (193,279 449,09

(15,934,28)  (10,741,27) (65,854,26)

(5,349 (153,965 (326,47)

— — 3,671

_ — (49,538,33)
14,475,00 2,359,49; 37,988,33

_ — (76,950

14,469,65 2,205,52: (11,949,74)
_ — 1,745,001
4,272,53; — 11,550,00
— — 80,72¢

— 5,04( 299,08(

— — (400,00)

— 5,73¢ 88,865,02

— — 4,62¢
4,272,53: 10,77¢ 102,144,46
2,807,90; (8,524,97)) 24,340,45
21,532,55 34,076,21 —
$24,340,45  $2555123  $ 24,340,45
$ 6757 $ — $ 72,49

See accompanying notes to condensed consolidataukcfal statements.
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CHELSEA THERAPEUTICS INTERNATIONAL, LTD. AND SUBSID IARY
(A Development Stage Company)
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(UNAUDITED)

Supplemental disclosure of non-cash investing anthincing activities:
During 2002, the Company issued 5,428,217 sharits $0.0001 par value common stock for a subsonpeceivable of $4,625.

During 2004, the Company converted a loan withféihiede for aggregate principal of $1,745,000 awtrued interest of $34,020 into
shares of the Company’s $0.0001 par value comnumk sissuing 677,919 shares, at approximately $gegZhare in lieu of repayment of this
obligation.

In December 2004, in conjunction with and as corspéan for activities related to the December 2688k of equity securities, the
Company issued warrants to purchase 483,701 shhitss$0.0001 par value common stock, with a pasehprice of approximately $2.88 per
share and an aggregate fair value of $14,400.

In conjunction with the merger and recapitalizatidihe Company dated February 11, 2005, the Copnaned 11,911,357 shares of its
$0.0001 par value common stock in exchange fasfahe issued and outstanding shares of Chelsepéetics, Inc. In addition, in
conjunction with and as compensation for facilitgtthe merger, the Company issued warrants foptihehase of 105,516 shares of its $0.C
par value common stock at an exercise price ofZ@e# share and an aggregate fair value of $26,700.

In February 2006, in conjunction with and as congag¢ion for activities related to the February 288k of equity securities, the
Company issued warrants to purchase 716,666 sbhitss$0.0001 par value common stock, with a pasehprice of $3.30 per share and an
aggregate fair value of approximately $705,000.

In May 2006, in conjunction with and as compensafar activities related to a licensing agreememtt ander a Finder’s Agreement, the
Company issued warrants to purchase 250,000 sbhitss$0.0001 par value common stock, with an eserprice of $4.31 per share. The
exercise of these warrants was conditioned on antdtaat occurred in January 2007 and, accordinigé/Company recorded a charge base
the warrants’ fair value determined at January 26f0§433,750.

See accompanying notes to condensed consolidataukcfal statements.
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CHELSEA THERAPEUTICS INTERNATIONAL, LTD. AND SUBSID IARY
(A Development Stage Company)

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S
AS OF JUNE 30, 2009
(Unaudited)

NOTE1 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES AND NATU RE OF OPERATIONS
The Company

Chelsea Therapeutics International, Ltd. (“Chelsel’” or the “Company”) is a specialty pharmaceaticompany focused on the
acquisition, development and commercializatiomoiivative pharmaceutical products. The Company'eeatly licensed compounds target a
variety of prevalent medical conditions, particlyaheumatoid arthritis, psoriasis, cancer, otimemunological disorders, neurogenic
orthostatic hypotension and other autonomic disstdehe Company’s operating subsidiary, Chelseadfwaitics, Inc. (“Chelsea Inc.”), was
incorporated in the State of Delaware on April 302 as Aspen Therapeutics, Inc., with the namegdthim July 2004. In February 2005,
Chelsea Inc. merged with a wholly-owned subsid@rgur predecessor company, Ivory Capital Corporafflvory”), a Colorado public
company with no operations (the “MergerThe Company reincorporated into the State of DetavraJuly 2005, changing its name to Che
Therapeutics International, Ltd.

As a result of the Merger of Ivory and Chelsea Ind-ebruary 2005, and the reincorporation in Dalagnin July 2005, Chelsea Ltd. is!
reporting company and is the 100% owner of CheliseaThe separate existence of Ilvory ceased inection with the Delaware
reincorporation in July 2005. Except where the egnhprovides otherwise, references to “the Compamgd similar terms mean Ivory, Chelsea
Ltd. and Chelsea Inc.

Basis of Presentation

The accompanying condensed consolidated finantzitdraents include the accounts of the Companytaraperating subsidiary, which
shall collectively be referred to as the “Companifiese statements have been prepared in accordéhcgccounting principles generally
accepted in the United States of America for imefinancial reporting and the instructions to Fdr®rQ and do not include all of the
information and footnotes required by accountiniggples generally accepted in the United State&mérica for complete financial
statements. In the opinion of the Company’s managegnall adjustments (consisting of normal recyri@ajustments) considered necessary for
a fair presentation of the results for the intepiemiods have been included. Operating resultdi®three and six months ended June 30, 2009
are not necessarily indicative of the results fieryear ending December 31, 2009 or future peribas.accompanying condensed consolidated
financial statements should be read in conjunatich the Company’s audited consolidated financiatesments and related notes included in
the Company’s Annual Report on Form 10-K filed oarbh 4, 2009 and available on the website of thiteldrStates Securities and Exchange
Commission (www.sec.gov The accompanying condensed consolidated bakirest as of December 31, 2008 has been derivedtfrom
audited balance sheet as of that date includdtkifrorm 10-K.

Since inception, the Company has focused primarilprganizing and staffing, negotiating in-licergsaigreements with its partners,
acquiring, developing and securing its proprietaghnology, participating in regulatory discussianith the United States Food and Drug
Administration (“FDA"), the European Medicines Aggn(“EMEA”) and other regulatory agencies and utaldng pre-clinical trials and
clinical trials of its product candidates. The Ca@np is a development stage company and has getieratevenue since inception.

The accompanying financial statements have begraped assuming the Company will continue operatiotesnext year, contemplating
the realization of assets and the settlement biliti@s and commitments in the normal course ddibess. The condensed consolidated fina
statements do not include any adjustments to tetfhecpossible future effects on the recoverabditg classification of assets or the amounts
and classifications of liabilities. The Company Bastained operating losses since its inceptioreapdcts that such losses could continue ovel
the next several years. Management believes thegrdly available capital resources, along withfilmeds raised in a registered direct offering
in July 2009 (see Note 8), will be sufficient toeheperating needs, including costs related t@tmemercialization of droxidopa, into the third
quarter of 2010. The Company continues to actipelgue additional sources of liquidity in anticipatof ongoing needs for operations.
Potential sources of additional liquidity might imde strategic relationships,

6
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CHELSEA THERAPEUTICS INTERNATIONAL, LTD. AND SUBSID IARY
(A Development Stage Company)

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S
AS OF JUNE 30, 2009
(Unaudited)

out-licensing of the Company’s products, publipdvate sales of equity or debt and other soursash strategic relationships or out-licensing
arrangements might require the Company to relifgrghts to certain of its technologies, produatdidates or products that the Company
would otherwise seek to develop or commercialigelit If adequate funds are not available, the Gamgpmay be required to delay, reduce the
scope of, or eliminate one or more of its develophpeograms or curtail operations.

Basis of Consolidation
All significant intercompany transactions and bakshave been eliminated in consolidation.

Use of Estimates

The preparation of financial statements in conftymiith accounting principles generally accepteth@ United States of America
requires management to make estimates and assus it affect the reported amounts of assetsiabifities and the disclosure of
contingent liabilities at the date of the finan@tdtements as well as the reported revenues grethsgs during the reporting period. On an
ongoing basis, management evaluates its estimategidgments. Management bases estimates ontitsibé experience and on various other
factors that it believes are reasonable underitbarastances, the results of which form the bamisrfaking judgments about the carrying ve
of assets and liabilities that are not readily appafrom other sources. Actual results might diffem these estimates under different
assumptions or conditions.

I nvestments

Investments consist of investments in auction saturities, or ARS. ARS are generally long-termtdiektruments for which interest
rates are reset through a dutch auction processdbars at pre-determined calendar intervals, igdigeesach 28 or 35 days. The Company
accounts for such investments utilizing Stateméimancial Accounting Standards No. 115, as ameérftie-AS 115"),Accounting for
Certain Investments in Debt and Equity Securit®fsAS 115 requires that the Company evaluate whatihewvent or change in circumstances
has occurred during the period that may have afgignt adverse effect on the fair value of thedstment (an “impairment indicator”) at the
balance sheet date. If an impairment indicatorésent, the Company performs an analysis basedobor§ as prescribed by Statement of
Financial Accounting Standards No. 157, as ame(t&f€AS 157”),Fair Value Measurements) determine the fair value of such investments
at the balance sheet date. If a decline in valuedcaurred, further analyses would be performedetermine whether such decline is tempo
or other-than-temporary. If it is determined theg tecline in value is other-than-temporary, theimgpairment loss would be recognized in
operations and the fair value of such investmemtslavbe reflected on the consolidated balance sheet

Fair Value Measurements and the Fair Value Option

Effective January 1, 2008, the Company adopted SE#¥Sfor financial assets and liabilities and attyeo assets and liabilities carried at
fair value. This pronouncement defines fair vakstablishes a framework for measuring fair valug expands disclosures about fair value
measurements. The Company’s adoption of SFAS lbnatihave a material effect on the Company'’s clisested financial position or results
of operations.

As defined in SFAS 157, fair value is based onptiee that would be received to sell an asset @t fmatransfer a liability in an orderly
transaction between market participants at the ureagent date. In order to increase consistencycantparability in fair value measurements,
SFAS 157 establishes a fair value hierarchy thatitizes observable and unobservable inputs usedeasure fair value.

Effective January 1, 2008, the Company adoptecBi@t of Financial Accounting Standards No. T8% Fair Value Option for
Financial Assets and Financial Liabiliti Including an Amendment of FASB Statement No “BFAS 1597).

7
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CHELSEA THERAPEUTICS INTERNATIONAL, LTD. AND SUBSID IARY
(A Development Stage Company)

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S
AS OF JUNE 30, 2009
(Unaudited)

SFAS 159 provides an option to report selectedhfired assets and liabilities at fair value. Furthere, SFAS 159 establishes presentation and
disclosure requirements designed to facilitate a@mspns between companies that choose differensumement attributes for similar types of
assets and liabilities.

Recent Accounting Pronouncements

In April 2009, the Financial Accounting StandardsaBl (FASB) issued Financial Accounting Standard Neb, “Subsequent
Event” (SFAS 165). SFAS 165 provides guidance on howponterecognized and unrecognized subsequent eyantddes guidelines on the
timing of evaluations for disclosure of subsequemnts and requires additional disclosures arcn@@bmpany’s evaluation of subsequent
events. SFAS 165 is effective for interim or anrfirsdncial periods ending after June 15, 2009 aswhine effective for the Company on
June 30, 2009. The adoption of SFAS 165 did noelzamaterial impact on the Company’s consolidateghtial position or results of
operations.

In April 2009, FASB issued FASB Staff Position NGAS 115-2 and FAS 124-2Recognition and Presentation of Other-than-
Temporary Impairments{(FSP 115-2). FSP 115-2 changed existing accountiggirements for other-than-temporary impairmeniebt
securities and is effective for interim and anrfirancial periods ending after June 15, 2009 arwhine effective for the Company on June 30,
2009. The adoption of FSP 115-2 did not have a mahimpact on the Company’s consolidated finanpiagition or results of operations.

In April 2009, FASB issued FASB Staff Position NGAS 157-4,"Determining Fair Value when the Volume and LevieRotivity for the
Asset and Liability have significantly decreased &tentifying Transactions that are not Ord¢’ (FSP 157-4). FSP 157-4 amends SFAS 157
to provide additional guidance on estimating falue when the volume and level of transaction agtier an asset or liability have
significantly decreased in relation to normal maketivity for the asset or liability. It also prides guidance on circumstances that may
indicate that a transaction is not orderly. FSP-45§ effective for interim and annual financiafipels ending after June 15, 2009 and became
effective for the Company on June 30, 2009. Thetido of FSP 157-4 did not have a material impacthee Companys consolidated financi
position or results of operations.

In April 2009, FASB issued FASB Staff Position NAS 107-1 and APB 28-%|nterim Disclosures about Fair Value of Financial
Instrument” (FSP 107-1). FSP 107-1 extends the disclosurenaments of SFAS 107 to interim financial statemenfifsublicly traded
companies as defined in APB Opinion No. 28. FSRLL@¥effective for interim and annual financialipels ending after June 15, 2009 and
became effective for the Company on June 30, 2008.adoption of FSP 107-1 did not have a materakict on the Company’s consolidated
financial position or results of operations.

In June 2009, the FASB issued Financial Accoun8tandard No. 168, The FASB Accounting Standards Codification andHiezarchy
of Generally Accepted Accounting Principles — daepment of FASB Statement No. 163FAS 168). SFAS 168 establishes a hierarchy of
generally accepted accounting principles making®#A8B Accounting Standards Codification the sirgg@rce of authoritative United States
accounting and reporting standards for all nongawemntal entities. SFAS 168 is effective for inteand annual financial periods ending after
September 15, 2009 and will become effective fer@ompany on September 30, 2009. The Company tlyrieieves that the adoption of
SFAS 168 will not have a material impact on itssmlitated financial position or results of operatio

NOTE 2 AUCTION RATE SECURITIES

At June 30, 2009, the Company held investmenttuislent-loan backed ARS with an aggregate par vafli$d.1.55 million, classified as
trading securities based on the terms of a settieagreement reached during 2008. Trading secsidfie carried at estimated fair value, based
on available information. As the terms of the satitbnt agreement allows these securities to be meztéby, at the earliest, June 30, 2010, ¢
is the Company’s intent to redeem those secugtid¢isat date, they were reclassified from long-termestments to short-term investments at
June 30, 2009.
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CHELSEA THERAPEUTICS INTERNATIONAL, LTD. AND SUBSID IARY
(A Development Stage Company)

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S
AS OF JUNE 30, 2009
(Unaudited)

In addition, at March 31, 2009, the Company heletgtments in student-loan backed ARS, classifiealvag8able-for-sale securities and
short-term investments, with an aggregate par vaflw@proximately $11.6 million. These ARS wereaeched at full par value during the
quarter ended June 30, 2009.

The Company’s remaining ARS investments represgatésts in collateralized debt obligations summblly pools of student loans and
none are collateralized by mortgage, credit carndgurance securitizations. All but approximatedy4smillion of the par value of the
Company’s investments in ARS were AAA/Aaa ratedlyfbacked by the FFELP and/or over-collateralizBfithe remaining $4.4 million of
investments at par value, all were collateralizetit®% or greater and, consistent with the Compaimyestment policy at the time of
purchase, $0.75 million carried an A rating, $1ndilion carried an Aa3/AAA rating and the remaindarried AAA/Aaa ratings. During the
three and six month periods ended June 30, 208C¢émpany has not been notified of any modificatthe credit ratings of the underlying
issuing agencies for any of the investments heldiaé 30, 2009.

On December 31, 2008, the Company held total invexsts in ARS with a par value of approximately $#6ion. Of these holdings,
approximately $14.5 million were classified as &afale-forsale. During the three months ended June 30, 200%ompany received proces
of $12.1 million related to redemptions of its dahle-for-sale ARS. During the six months endedeJ8®, 2009, the Company received
proceeds of $14.5 million, including $0.4 milliorofn partial redemptions at par, $11.6 million fréuti redemptions at par under a settlement
agreement, $2.1 million for the sale of its $2.8iom par value position in Mississippi Higher Egd#istance Corp. in a secondary market
transaction and $0.4 million as reimbursement efitiss on that secondary market transaction undettie@ment agreement. The Company’s
ARS investments, classified as available-for-sale fzeld at Banc of America Securities LLC (BA) &dvtarch 31, 2009, were redeemed at full
par value during the quarter ended June 30, 200¢h &demption resulted in the Company recordiggia of approximately $4.1 million fro
the recovery of the other-than-temporary impairnikat the Company had recorded against these mees$ during 2008. During the three
and six months ended June 30, 2008, the Companydet an other-than-temporary impairment loss edl its available-for-sale
investments of approximately $0.7 million.

The par value of the Company’s remaining ARS investts, classified as trading securities and heldBg Financial Services, Inc.
(UBS), as of June 30, 2009 was $11.55 million amdfdDecember 31, 2008 was approximately $11.danilDuring the fourth quarter of
2008, the Company finalized the details of itslegtent agreement related to those ARS held at URISaacepted the terms for ARS Rights
(the “ARS Rights”) for the illiquid ARS holdings rimdained at UBS as of February 13, 2008. The AR$Riprovide the Company with the
ability to sell the ARS, along with the ARS Rights,UBS at the par value of the ARS no earlier thame 30, 2010 and expire on July 2, 2012.
The ARS Rights grant UBS the sole discretion aghttrio sell or otherwise dispose of ARS at any tupauntil June 30, 2010, so long as the
holder receives a payment of par upon any salésposdition. The ARS Rights are not transferablé tremable and will not be quoted or listed
on any securities exchange or any other tradingorét

UBS also agreed that an affiliate would provide @empany with a no net-cost line of credit for opatportion of the market value (as
determined by UBS) of its ARS holdings. Under thirts of the line of credit agreements the Compangived funds in December 2008 and
March 2009 and recorded a corresponding liabilityume 30, 2009 of $11.55 million. Though the I@payable on demand, if the UBS
affiliate should exercise its right to demand rapawt of any portion of the loan prior to the ddte Company can exercise its ARS Rights,
UBS and its affiliates would be required to arrafgealternative financing on terms and conditisabstantially the same as those contained in
the line of credit agreement. If alternative fingugccannot be established, then UBS AG, or ongsddffiliates, will purchase the Company’s
pledged UBS ARS at par. As a result, the loan arydadternative financing will not be payable by thempany prior to the time that is it able
to exercise its ARS Rights in accordance with gieeament with UBS and, accordingly, the liabiligyclassified as a short-term liability at
June 30, 2009. The Company expects to repay thefioredit with the proceeds from the exercisthofe ARS Rights. Proceeds of any sales
of the Company’s UBS ARS will first be applied &payment of the line of credit with the balancerif/, deposited into its account.
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CHELSEA THERAPEUTICS INTERNATIONAL, LTD. AND SUBSID IARY
(A Development Stage Company)

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S
AS OF JUNE 30, 2009
(Unaudited)

As the ARS Rights represent a separate freestamdintgact between the Company and UBS and arearatferable to a subsequent
buyer, the existence of the ARS Rights had no effpon the determination of fair value for the ARSJune 30, 2009. In 2008, recognizing
the ARS Rights act as an economic hedge againduatmgr price movement in those ARS holdings,@menpany elected the fair value option
under SFAS 159 to mitigate volatility in reporteati®ings due to the relationship between the AR®1Rignd the ARS. The Company will
adjust the ARS Rights to fair value at each finahsiatement date with corresponding changesiirvéiie reported in earnings.
Simultaneously, the Company elected a one-timestesiof the ARS covered under the settlement ageeemith UBS from the available-for-
sale category to the trading category recogniiegunprecedented failure of the entire market fleSAThis election allows all future
movements in the fair value of the ARS to be regubit earnings, creating relative accounting symynegith the ARS Rights until the
settlement is realized. The ARS Rights are recoedddir value in accordance with SFAS 159 andctassified as short-term investments on
the consolidated condensed balance sheet as 0B0uU2809. Finally, based on the terms of theesattht agreement and the earliest exercise
date for the ARS Rights, the Company has classiftethvestments in the UBS ARS as short-term itmesits at June 30, 2009.

For those ARS held at UBS under the settlementeageat, the Company believes that normal discourastl flow modeling continues
to have limited validity under current market cdiatis as the interest rates currently associatélul tive majority of these securities are not t
a factor of value. The ARS continue to pay inteeestording to their stated terms. However, theiagfbn of additional discount factors
related to issuer credit ratings, percentage oflFH-& insurance wraps, etc. does make modeling disclounted cash flows feasible and the
Company determined that it should review the vabnafior the UBS ARS based on those factors. The @y assigned risk component
factors, utilized a liquidity discount of 300 bapsints to reflect the continuing weakness in tteekat and utilized a five-year life for these
assets. In addition, for establishing the fair eadfi the ARS Rights as of June 30, 2009, the Commgdatermined that, as the line of credit had
been fully funded at 100% of the par value of tlenpany’s ARS holdings at UBS, discount factors &thaw longer be applied related to
counterparty performance risk and the time valumonfey in a discounted cash flow methodology aatl tthe fair value of the ARS Rights of
approximately $2.2 million and the fair value o€tARS of approximately $9.35 million, in the aggagg should total 100% of the par value of
the ARS held at UBS.

As a result of the analysis of fair value, the Camprecorded no additional trading loss relateitistrading securities nor any
corresponding adjustment to the fair value of iRBSArights during the quarter ended June 30, 200&ddlition, the Company recorded a gai
approximately $0.2 million during the six monthsled June 30, 2009 related to the increased valthedkRS rights due to the additional
funding received under the line of credit and tuiting elimination of any performance risk asate with the settlement. For the three and
six months ended June 30, 2008, the Company haddext an other-than-temporary impairment loss edl&t its trading securities, that were
then classified as available-for-sale securitiéspproximately $0.8 million.

NOTE 3 FAIR VALUE MEASUREMENTS

As stated in “Note 1. Summary of Significant Accting Policies and Nature of Operations”, on Jandarg008, the Company adopted
the methods of determining fair value as descrihe®AS 157 to value its financial assets and liigds. In determining fair value, the
Company utilizes techniques that optimize the dsgbeervable inputs, when available, and minimieeuse of unobservable inputs to the
extent possible. As normal trading activity withiablic markets for ARS ceased during the quartdedrMarch 31, 2008 and had not resumed
with any regularity at June 30, 2009, there corto be an absence of observable market quoted {lénputs). Trading activity in the
secondary markets for ARS is not sufficiently agtand the resulting data (as specified under SF#$ does not qualify as appropriate level 2
inputs. Data points that are available do not teily qualify as level 2 inputs and have been ahtarized as unobservable (level 3) inputs,
along with other inputs including fair value infoation provided by UBS on the Company’s ARS holdingth UBS (based on percentage of
collateralization, assessments of counterpartyitcoeelity, default risk underlying the securithetmix of FFELP loans and private loans) and
overall capital market liquidity.
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The following fair value hierarchy table categosZeformation regarding assets measured at fairevah a recurring basis:

Assets Measured at Fair Value on a Recurring Basis

(in thousands)

Significant
Quoted prices ir
other Significant
active markets observable unobservable
for identical
assets inputs inputs
(Level 1) (Level 2) (Level 3) Total
As of June 30, 200

Cash and Treasury fun $ 24,34( $ — $ — $24,34(
Auction rate securitie® — — 9,33t 9,33t
ARS Rights (Note 2 — — 2,21 2,21t

$ 24,34 $ — $ 11,55( $35,89(

@ Auction rate securities classified as trading as short-term investments. The method usestitmate the fair value of these
investments is more fully explained in Note

The Company’s assets that were measured at faie val a recurring basis using significant Levet@uis as of June 30, 2009 consisted
of its investments in ARS and its ARS Rights. Tokofving table summarizes the Compasyair value measurements using significant Le'
inputs, and changes therein, for the six montheeérddne 30, 2009 (in thousands):

Balance as of December 31, 2( $ 21,63«
Redemption: (12,309
Sales on secondary marl (2,075)
Increase in fair value of ARS Rigt 247
Realized gains on redempti 4,05z
Transfers in and/or out of Level —

Balance as of June 30, 20 $ 11,55(

The valuation of the Company’s ARS investment mdidfhas been sensitive to market conditions armaged on management'’s best
estimate given the facts available at the timénefdstimate. The assumptions utilized in the estiroffair value have been difficult to predict
and the resulting fair value estimates have bebjesuto fluctuation. However, with the Companyésent success in gaining full liquidity on
its ARS holdings at both UBS and BA, the risk oflsdluctuations are effectively offset by corresgimg changes in the fair value of the ARS
Rights.

NOTE4  STOCK-BASED COMPENSATION

The Company has a stock incentive plan, as ameftidedPlan”) under which incentive stock options 000,000 shares of the
Company’s $0.0001 par value common stock (the “comstock”) may be granted. Grants under the Planbeamade to employees
(including officers), directors, consultants, adwssor other independent contractors who provideices to the Company or its subsidiary.

During the three months ended June 30, 2009, tinep@ny granted stock options to an employee fopthrehase of 47,890 shares of its
common stock with an exercise price of $1.85 paresha grant date fair value of $1.25 per shareaandtrinsic value as of June 30, 2009 of
approximately $0.1 million. During the three monémsled June 30, 2008, the Company granted stoakngpgb employees and non-employee
directors for the purchase of 180,000 shares afoitsmon stock with a weighted average exercisemi@pproximately $5.20 per share and a
weighted average grant date fair value of
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approximately $2.92 per share with each grant lipaimexercise price greater than the market valdere 30, 2009, resulting in no intrinsic
value as of that date.

During the six months ended June 30, 2009 and 2888Company granted stock options to employeesxanémployee directors for t|
purchase of 808,290 and 805,000 shares of its canstack, respectively. The grants made during thenenths ended June 30, 2009 had a
weighted average exercise price of approximately&per share, a weighted average grant datedaiewof approximately $1.12 per share
an aggregate intrinsic value at June 30, 2009 pifagimately $2.0 million. The grants made during #ix months ended June 30, 2008 had a
weighted average exercise price of approximatel§&per share and a weighted average grant dateafae of approximately $3.44 per share
with each grant having an exercise price greatar the market value at June 30, 2009, resultingimtrinsic value as of that date.

Each option granted to employees and non-emploiyeetdrs during the three and six months ended 30n2009 and 2008 vests as to
25% of the shares on each of the first, second #nd fourth anniversary of the vesting commencerdate. Following the vesting periods,
options are exercisable by employees until theezaof 90 days after the employee’s terminatiortwtiite Company or the ten-year anniversary
of the initial grant, subject to adjustment undenrtain conditions. Following the vesting periodgtions are exercisable by non-employee
directors until the earlier of 180 days after tisepse to be a member of the Board of Directorbetdn-year anniversary of the initial grant,
subject to adjustment under certain conditions.

The Company utilizes the Black-Scholes-Merton viiduremodel for estimating the fair value of theckt@ptions granted. The table
below summarizes the assumptions utilized in estirgahe fair value of the stock options grantedtfe three and six months ended June 30,

2009 and 2008:

For the three months ended June 30, For the six months ended June 30,
2009 2008 2009 2008
Risk-free interest rat 2.0%% 2.66% to 3.7% 1.61% to 2.0% 2.66% to 3.7%
Expected life of option 5 year 5 year 5 year 5 year
Expected dividend yiel 0% 0% 0% 0%
Expected volatility 85.14% 63.55% 80.96% to 85.1% 63.55%
Estimated forfeiture 0% 0% 0% 0%

The Company recorded compensation expense fohthe &nd six months ended June 30, 2009 of $412)36$818,495, respectively
and compensation expense for the three and sixhme@mded June 30, 2008 of $369,742 and $652,65i{%¢tvely, in conjunction with option
grants made to employees and non-employee direé&srsf June 30, 2009, the Company had total uryeized compensation expense related
to options granted to employees and non-employeetdrs of approximately $3.6 million, which it eegis to recognize over a remaining
average period of 2.2 years.

As of June 30, 2009, there were 3,682,930 optionstanding under the Plan with a weighted averageining contractual life of 7.6
years and a weighted average exercise price obajppately $3.79 per share. Of these, options 687,994 shares had vested and v
exercisable at June 30, 2009 with a weighted aeeragaining contractual life of 6.5 years and aghveid average exercise price of
approximately $3.62 per share.

The aggregate intrinsic value is calculated aglifierence between the exercise prices of the Uyidgrawards and the quoted closing
price of the common stock of the Company as of B@&009 for those awards that have an exercise pelow the quoted closing price. As
of June 30, 2009, there were options outstandimyitohase an aggregate of 2,216,319 shares withexgise price below the quoted closing
price of the common stock of the Company, resultingn aggregate intrinsic value of $4.0 milliorf.tBose, options for 1,256,008 shares had
vested and had an exercise price below the quétsithg price of the common stock of the Compangulting in an aggregate intrinsic value
$1.9 million.
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During the three and six months ended June 30, 2662008, no options were exercised. During thenginths ended June 30, 2008,
unvested options for 109,375 shares were forfditedoard members that resigned during that period.

NOTES5 LOSS PER SHARE

Basic net loss per common share is calculated\iglidg net loss by the weighted-average numbewoairmon shares outstanding for the
period, without consideration for potentially dilte securities. For the periods presented, bagld#dnted net loss per common share are
identical. Potentially dilutive securities from skooptions and stock warrants would be antidilufgethe Company incurred a net loss. The
number of shares of common stock potentially iseuabJune 30, 2009 and 2008 upon exercise or csiovethat were not included in the
computation of net loss per share totaled 7,863a3itB7,166,246 shares, respectively.

NOTE 6 EXERCISE OF COMMON STOCK WARRANTS
No warrants were exercised during the three andsitths ended June 30, 2009.

During the three months ended June 30, 2008, varia@urant holders exercised rights to purchaseddlshares of the common stock of
the Company, with an average exercise price ofcqimately $3.04 per share, pursuant to cashlesgisgs whereby the Company, in net
share settlements, issued 14,469 shares of its corstock to the warrant holders based on the exafébe market price over the exercise
price on the respective dates of exercise. Duliegsix months ended June 30, 2008, various wan@ders exercised rights to purchase
100,487 shares of the common stock of the Compaitly,an average exercise price of approximatel@$der share, pursuant to cashless
exercises whereby the Company, in net share seftiesnissued 57,983 shares of its common stodietavarrant holders based on the exce
the market price over the exercise price on thpaetsre dates of exercise.

In January 2008, a warrant holder exercised th# t@gpurchase 1,200 shares of the common stotihled€ompany at an exercise price of
$4.20 per share pursuant to a cash exercise whérelyompany recorded proceeds of $5,040.

NOTE 7  LICENSING AGREEMENTS

In March 2004, the Company entered into a licemggeament with Dr. M. Gopal Nair, Ph.D., of the Usnisity of South Alabama College
of Medicine, for the rights to use, produce, disite and market products derived from an invenipir. Nair, claimed in US Patent #
5,912,251, entitled “metabolically inert anti-inflanatory and antitumor antifolates”, designated bgl€ea as CH-1504 and related
compounds. The license provides the Company exeusgiorldwide (excluding India) rights for CH-150Bhe Company made an upfront
payment in May 2004 of $150,000 and milestone paymas required by the agreement of $100,000 @aktaich 2006 and 2005. In April
2007, the Company issued 26,643 shares of its canstoek, subject to trading restrictions, at a galfiapproximately $5.63 per share, in
settlement of the $150,000 annual milestone payiiagsility. In March 2008, the Company made a ntibe® payment of $100,000 related to
patient dosing in a Phase 2 study as requireddgagineement. In April 2008, the Company issued13ghares of its common stock, subjec
trading restrictions, at a value of approximatedyd® per share, in settlement of the 2008 annivgrsdestone payment. In April 2009, the
Company made the 2009 anniversary milestone payoi&i50,000 that had been accrued at March 319.2D8e Company is required to
make additional payments upon the achievementeaxfip development and regulatory approval miles®mhe Company is also obligated to
pay royalties under the agreement until the latéhe expiration of the applicable patent or thpleable last date of market exclusivity after
the first commercial sale, on a country-by-couttagis. Future potential milestone payments totat@pmately $1.3 million and there are no
minimum royalties required under the agreement.
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In May 2006, the Company entered into an agreemightDainippon Sumitomo Pharma Co., Ltd. (“DSP”j foworldwide, exclusive,
sub-licensable license and rights to certain iattllal property and proprietary information (theS® Agreement”) relating to L-threo-3,4-
dihydroxyphenylserine (“L-DOPS” or “droxidopa”) ihuing, but not limited to all information, formulans, materials, data, drawings,
sketches, designs, testing and test results, reeord regulatory documentation. As consideratiornhfese rights, the Company paid DSP
$100,000 and issued 63,131 shares of its commaeR,sidth a value of approximately $4.35 per share$274,621. As additional
consideration, the Company agreed to pay DSP aitd/designees (1) royalties on the sales shoulccampound be approved for commercial
sale, and (2) milestone payments, payable uporeaetrnient of milestones as defined in the DSP AgreeneFebruary 2008, the Company
made a milestone payment under the agreement 6f@30 related to patient dosing in a Phase 3 sandyhas remaining potential future
milestone payments, subject to the Company’s tighgrminate the license agreement, totaling $&%on. The Company and DSP also
initiated, and the Company agreed to fund, acéigsifocused on modifying the manufacturing capadsliof DSP in order to expand capacity
and comply with regulations and requirements offBé\. Based on work performed by DSP as of Jun€809, the Company had recorded
expense of approximately $3.3 million and had aaieig accrued liability of $2.1 million.

In conjunction with and as consideration for atis related to the execution of the DSP AgreentbetCompany entered into a Finder’s
Agreement with Paramount BioCapital, Inc. (“Paramu In May 2006, pursuant to the Finder’s Agreemehe Company issued warrants for
the purchase of 250,000 shares of its common stbak exercise price of $4.31 per share. The eseeafithese warrants is conditioned on an
event that occurred in January 2007 and, accorglitigd Company recorded a charge for the fair vafitbe warrants at January 2007 of
$433,750. The Company utilized the Black-Schaleston valuation model for estimating the fair valof the warrants at the date the cond
lapsed, based on a risk-free interest rate of 4, @Pexpected life of three years, an expectedieid yield of 0%, an expected volatility of
66.01% and no estimated forfeitures. As additimoalsideration, the Company agreed to (1) makedunitestone payments to Paramount,
upon achievement of milestones as defined in thddfis Agreement, (2) pay royalties on sales shanidlicensed compound become
available for commercial sale, and (3) compensatatad third-party consultant for services rendénethe evaluation of the transaction with
DSP. The Company has remaining potential futurestdne payments under the Finder's Agreement dd $05.

NOTE 8 SUBSEQUENT EVENTS

Upon adoption of SFAS 165 and for the period entiete 30, 2009, the Company evaluated events thatred after June 30, 2009, the
balance sheet date, through August 5, 2009, treetbat financial statements were issued.

On July 1, 2009, the Company granted options femtinrchase of 20,000 shares of its common stoaknewly-hired employee. The
options have an exercise price of $4.39 per shiheec{osing market value of the Company’s stockhendate of grant) and a grant date fair
value of $3.04 per share.

On July 23, 2009, the Company granted optionsHempurchase of 35,000 shares of its common stoaknwly-appointed member of
the board of directors. The options have an exemike of $5.25 per share (the closing marketevafithe Company’s stock on the date of
grant) and a grant date fair value of $3.64 peresha

As a result of these two option grants, the Comisamgrecognized compensation expense will incrégsapproximately $0.2 million.

On July 28, 2009, the Company raised gross proagfegisproximately $13.3 million through the sale3¢825,000 shares of its common
stock. These shares were offered pursuant to thep@oy’s shelf registration statement, as amendedtafe July 22, 2009 pursuant to Rule
462(b) to increase the dollar amount of securdieslable for sale, as filed with the Securitied &xchange Commission under which the
Company may offer shares of its common stock artemed stock, various series of debt securitiedarwarrants to purchase any of such
securities, either individually or in units, in oaemore offerings, up to a total dollar amoun$6£,218,060. There is no more availability ur
this shelf registration. In
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connection with this offering, the Company received proceeds, after deducting placement fees fiadny expenses, of approximately $1
million.
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ltem 2. Managemen’s Discussion and Analysis of Financial Condition ahResults of Operations

The statements contained in this Quarterly Reporfform 10-Q that are not historical are forwatdeking statements within the mear
of Section 27A of the Securities Act of 1933, asrated, and Section 21E of the Securities ExchangefA934, as amended, including
statements regarding the expectations, beliefentiins or strategies regarding the future. Weridtéhat all forward-looking statements be
subject to the safe harbor provisions of the Pevaecurities Litigation Reform Act of 1995. In parar, this “Management’s Discussion and
Analysis of Financial Condition and Results of Ggiem¢” includes forward-looking statements that reflectr current views with respect to
future events and financial performance. We usela/etich as w'expect,” “anticipate,” “believe,” and “intend” and similar expressions to
identify forward-looking statements. A number gbdmant factors could, individually or in the aggj&e, cause actual results to differ
materially from those expressed or implied in amyvard-looking statement, including those set famtider “Item 1A. Part 1A. Risk Factors”
in our Annual Report on Form 10-K for the year esh@ecember 31, 2008.

Overview

We are a development stage pharmaceutical compangeeks to acquire, develop and commercializeviative products for the
treatment of a variety of human diseases. Ouregjyais to develop technologies that address impbtamet medical needs or offer improved,
cost-effective alternatives to current methodsedtment. Specifically, we are developing a nokietapeutic agent for the treatment of
neurogenic orthostatic hypotension (“NOH") and tetaconditions and diseases along with our devedoyprof prescription products for
multiple autoimmune disorders including rheumatithritis, psoriasis, inflammatory bowel diseasd eancer.

We are currently focusing the majority of our ddgyelopment resources on two clinical stage devedoy projects: droxidopa for
symptomatic neurogenic hypotension and other piaientlications; and our portfolio of non-metabelizantifolate compounds for the
treatment of rheumatoid arthritis. Droxidopa, owstadvanced investigational product candidatenisrally active synthetic precursor of
norepinephrine. It is being developed for the treatt of NOH and is currently approved and markétethpan for the treatment of
symptomatic orthostatic hypotension, freezing df gaParkinson’s disease and intradialytic hypsten (“IDH"). During 2007, the U.S. Food
and Drug Administration, or FDA, granted orphanglstatus to droxidopa for the treatment of NOH tredEuropean Medicines Agency, or
EMEA, granted orphan medicinal product designatirthe treatment of patients with Pure Autonomédllire and patients with Multiple
Systems Atrophy. Droxidopa is currently being staldior the treatment of NOH in two double-blind qti?d Phase 111 trials designed to
compare droxidopa to placebo at multiple sites amthlAmerica, Europe and Australia. We reachedtargeted enrollment in our first study in
late June 2009 and expect to announce preliminaigy ah this study and reach target enrolimentersttcond study in the third quarter of 2(
Full data from the two studies is expected late2009 and we anticipate submitting a new drug appbn to the FDA in the fourth quarter of
2009. In March 2009, we announced positive redrdts a preliminary analysis of the completed dotffliad, placebo controlled Phase Il trial
of Droxidopa for the treatment of IDH. Droxidopantlenstrated benefit and indication of dose respansaultiple measures of IDH,
particularly in alleviating serious adverse evertd complications, such as dialysis disruptioraddition, an ongoing Phase Il trial of
droxidopa, alone and in combination with carbiddpathe treatment of fibromyalgia began in eat®9, under approval from the United
Kingdom’s Medicines and Healthcare Products RegufaAgency.

In addition to droxidopa, we are currently devetgpa portfolio of molecules for the treatment ofieas autoimmune/inflammatory
diseases. The most advanced platform is a portfiblinetabolically inert antifolate molecules engired to have potent anti-inflammatory and
anti-tumor activity to treat a range of immunolagidisorders, including two clinical stage prodoahdidates designated as CH-1504 and CH-
4051. In March 2009, we announced positive redrdts a preliminary analysis of the recently comptePhase Il head-to-head clinical trial of
CH-1504 for the treatment of rheumatoid arthrifikis trial was designed to compare the efficacy tatetability of CH-1504 against
methotrexate, currently the leading antifolatettreent and standard of care for a broad range afrafal cell proliferation diseases. The
preliminary analysis showed comparable ACR20/50é8ponse rates to patients treated with 0.25m@nfy5and 1.0mg of CH-1504 against
patients treated with a standard 20mg oral doseetfiotrexate. In addition, the efficacy of CH-15Gds associated with improved tolerability
and reduced heptatoxicity compared with methoteexXat April 2009, we announced positive findingsnfrour Phase | study of CH-4051, the
L-isomer of CH-1504. Data from this single and nplét ascending dose study demonstrated that CH-#0&dfe and well tolerated up to a
maximally tolerated dose of 7.5mg. Complementingaatoimmune/inflammatory program is a second ptatfconsisting of a portfolio of
therapeutics targeting immune-mediated inflammatiisgrders and transplantation, known as our |-8Bfglio.
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Since inception we have focused primarily on orgeugi and staffing our company, negotiating in-lisielg agreements with our partners,
acquiring, developing and securing our proprietaghnology, participating in regulatory discussiarth the FDA, the EMEA and other
regulatory agencies and undertaking preclinicalgrand clinical trials of our product candidal®& are a development stage company and
have generated no revenue since inception. We tantigipate generating any product revenue untll anless we successfully obtain
approval from the FDA or equivalent foreign regatgtbodies to begin selling our pharmaceutical adates although we could potentially
generate revenue by entering into strategic agreenirgcluding out-licensing, co-development or eorpotion of our drug candidates.
Developing pharmaceutical products is a lengthyexmkensive process. Even if we do not encountesraaéen safety issues or timing or other
delays during the course of developing our curyeitensed product candidates, we would not ardigipeceiving regulatory approval to
market any such products until, at the earliest,sbcond half of 2010. Currently, development egpsrare being funded with proceeds from
equity financings completed in December 2004, Fafyr@006, March 2007, November 2007 and July 200%he extent we move our
products into additional clinical trials and expand commercialization and marketing efforts fooxddopa, our need to finance operating ¢
will continue. Accordingly, our success dependsordy on the safety and efficacy of our productdidates, but also on our ability to finance
the development and/or commercialization of thelpots.

Critical Accounting Policies

Our management’s discussion and analysis of oanfiral condition and results of operations is basedur financial statements, which
have been prepared in accordance with accountingiples generally accepted in the United State&ro&rica. Our significant accounting
policies are more fully described in Note 1 to timancial statements. The following accounting piels are critical in fully understanding and
evaluating our reported financial results.

Use of Estimated’he preparation of financial statements in confoymiith accounting principles generally acceptethi@ United States
of America requires management to make estimatgsassumptions that affect the reported amountss#ta and liabilities and the disclosure
of contingent liabilities at the date of the fin&lstatements as well as the reported revenuegpenses during the reporting periods. On an
ongoing basis, management evaluates its estimategidgments. Management bases estimates on haterperience and on various other
factors that it believes are reasonable underitbarostances, the results of which form the bamisrfaking judgments about the carrying ve
of assets and liabilities that are not readily appafrom other sources. Actual results might diffem these estimates under different
assumptions or conditions.

Research and Development Expetfi&esearch and development costs are expensed aethdlYe often contract with third parties to
facilitate, coordinate and perform agreed uponaedeand development activities. To ensure thatameh and development costs are expensec
as incurred, we measure expense based on workipeddor the underlying contract, typically utiligj a percentage-of-completion approach,
and record prepaid assets or accrue expenses ontalynbasis for such activities based on the measent of liability from expense
recognition and the receipt of invoices.

These contracts typically call for the paymentesdd for services at the initiation of the conteatd/or upon the achievement of certain
milestones. In the event that we prepay fees faréumilestones, we record the prepayment as apregset and amortize the asset into
research and development expense over the perim®the contracted research and developmentcesraire performed. Most fees are
incurred throughout the contract period and areergpd based on their percentage of completiompaiticular date.

These contracts generally include pass-through Rass-through fees include, but are not limitedeigulatory expenses, investigator
fees, travel costs, and other miscellaneous coshsding shipping and printing fees. Because tliese are incurred at various times during the
contract term and they are used throughout theacnierm, we record a monthly expense allocatioretognize the fees during the contract
period. Fees incurred to set up the clinical @@ expensed during the setup period.

Costs related to the acquisition of technology tsgind patents for which development work is stijbrocess are expensed as incurred
and considered a component of research and devetdprosts.

Accounting for Stock-Based Compensatiéie. account for our stock options and warrants ugiedair value method as prescribed in
Statement of Financial Accounting Standards NoRLEBFAS 123R”),Share-based PaymenSFAS 123R defines a fair value based method
of accounting for stock options or similar equitgtruments. In determining the fair value

17



Table of Contents

of the equity instrument, we consider, among ofaetors, (i) the risk-free interest rate, (ii) thepected life of the options granted, (iii) the
anticipated dividend yield, (iv) the estimated fa@twolatility of the underlying shares and (v) aiftated future forfeitures. To determine the
risk-free interest rate, we utilize the U.S. Tragsueld curve in effect at the time of grant wihterm consistent with the expected life of our
awards. We estimate the expected life of the optgmanted based on anticipated exercises in fpenieds assuming the success of our
business model as currently forecasted. The expelit@ends reflect our current and expected fupoiecy for dividends on our common
stock. To determine the expected stock price Jijafor our stock options, we examine historicalatilities for industry peers closely related
to the current status of our business, but witficgaht trading history to be able to determineatiity. Utilizing a weighted average calculati
to account for the limited price history of ourcitpwe analyze the historical volatility of our skoprice in combination with the historical
volatility of the industry peers selected to detiereran appropriate volatility factor. We plan tatiaue to analyze the expected stock price
volatility and expected term assumption at eachtgiate as more historical data for our commonksb@azomes available. Given the limited
service period for our current employees and tings@ature of the roles for those employees, wkdstimated that we would experience no
forfeitures or that our rate of forfeiture would ipematerial to the recognition of compensation ergeefor those options currently outstanding.
Our results of operations include non-cash comgmsaxpense as a result of the issuance of stpti&rogrants utilizing this method. We
expect to record additional naash compensation expense in the future, which thiglsignificant. Due to the limited amount of bistal dat:
available to us, particularly with respect to stgelce volatility, employee exercise patterns amdéitures, actual results could differ from our
assumptions.

Results of Operations
Three Months Ended June 30, 2009 and 2008

The table below sets forth, for the periods indidatertain items in our condensed consolidatedratnts of operations and other
pertinent financial and operating data.

(in thousands, except percentages)

For the three For the three
months ende months ende
June 30, June 30, $ %
2009 2008 Increase Change

Research and development expe $ 8,09¢ $ 6,36¢ $1,727 27%
Sales and marketing exper 338 40% (72 -18%
General and administrative expel 982 1,001 (29 -2%
Interest incomt 11€ 45¢ (342 -75%
Interest expens (42) — (42) 100%
Other income (expens 4,05: — 4,05z 10C%

Research and development expemse®ased in the second quarter of 2009 when cagdptarthe same period of 2008. We continue to
incur significant expenses associated with extensiwmical testing programs with the main focu20909 on our manufacturing, formulation,
pre-clinical, Phase Il and, particularly, Phaseatitivities for droxidopa, including our ongoingrptal Phase Il trials in NOH and Phase |l trial
in fibromyalgia. The primary expenditures in 20@8ted to our then ongoing Phase Il trial in rhetoidsarthritis for CH-1504 and costs
associated with the start of our pivotal Phasérikls in NOH for droxidopa. Also contributing taoexpenses are compensation and related
costs, including the costs of personnel addedersétond half of 2008. As a percentage of operatipgnses, research and development costs
were 86% for the three months ended June 30, 2008206 for the three months ended June 30, 2008.

From inception through June 30, 2009, cumulatigeaech and development expenses related to our reaarch and development
projects were approximately $68.2 million and agéaded as follows:
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(in thousands)

Six months endec Inception
June 30, Through June 30
2009 2008 2009
Antifolates $ 1,30( $ 4,90( $ 25,10(
Droxidopa 13,30( 8,00( 40,60(
I-3D — — 2,50(

$14,60( $12,90( $ 68,20(

Droxidopa.From inception through June 30, 2009, we had spepitoximately $40.6 million in research and deveiept expenses
on droxidopa. Assuming we do not enter into anlimgtise, development or other collaborative agregméh respect to this compound,
we estimate that subsequent to that date we welli e incur approximately $8.5 million more to cdetp our Phase lll clinical trials and
other development work through to approval of a Neswg Application, or NDA, from the FDA, excludirgpsts associated with
regulatory applications, milestone payments antiaiiommercial inventory. Assuming regulatory apyal for marketing, we currently
estimate launch of this product and initial salesogalty revenue from it no sooner than 2010.ddigion to the spending requirements
above, we plan spending approximately $1.0 milliothe second half of 2009 for clinical proof ofroept studies in other indications,
our once-daily formulation and other droxidopa tetbprograms.

Antifolates.From inception through June 30, 2009, we had speptoximately $25.1 million in research and develept expenses
on our portfolio of antifolates. We currently inteto seek a partner to assist us in the developofenir antifolates after the completion
in March 2009 of Phase Il proof-of-concept stud@sCH-1504 in rheumatoid arthritis and our Phasio4&ing evaluation in CH-4051,
completed in April 2009. However, we may choosednduct additional Phase |l studies starting in®®ive believe it will significantly
enhance the value of this portfolio and if fundiagvailable. We estimate that we will spend appnately $0.4 million more for the
development of our antifolate compounds in 200%uksing regulatory approval for marketing, we cutiseastimate launch of this
product and initial royalty revenue from it no seothan 2013.

[-3D Portfolio. From inception through June 30, 2009, we had spgmtoximately $2.5 million in research and develepm
expenses on the 1-3D portfolio of compounds. Weelaanducted compound discovery work on the podfiditry and indentify one or
more lead compounds. All of the work completedadtedvas performed before 2008 and we do not expéatur significant additional
expenses for these compounds until we select agrast obtain additional financing.

Sales and marketing expensédthough we have no formalized selling activiti@sthe second quarter of 2009 we incurred saiés a
marketing expenses primarily related to compensatial related costs and legal expenses relatedt totellectual property. Similar expenses
were incurred in 2008 along with approximately $@llion in costs for a pricing study related twgidopa.

General and administrative expensé3eneral and administrative expenses remainedefiigtcting minor increases in compensation and
related expenses, office rent related to our headepufacility and printing costs, offset by mineductions in travel expenses and franchise tax
expense. Franchise tax expense decreased durifgi2@do our operating losses incurred in 2008thadelated decrease in our stockholders’

equity.

Interest income At June 30, 2009, we had cash and cash equigadéi$24.3 million and short-term investments o1 $5 million.
Although the funding received from the sale anceregtion of ARS along with additional funding undlee UBS line of credit allowed us to
maintain a higher than expected average cash &edtments level over the period, the average cagdlineestment level during the first
quarter of 2009 was significantly lower than theelefor the same period of 2008. When those lowerage levels are combined with a gen
reduction in interest rates and a shift of our md, other than ARS, into Treasury funds and simitvestments, interest earned decreased by
$0.3 million.

Other income and expendauring the quarter ended June 30, 2009, we recadgin of $4.1 million on the recovery of previlyus
recorded impairment losses on ARS that were reddenpar. For the same period of 2008, we recongeadjustments to the fair value of our
investments in ARS.

Six Months Ended June 30, 2009 and 2008
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The table below sets forth, for the periods indidatertain items in our condensed consolidatedratnts of operations and other
pertinent financial and operating data.

(in thousands, except percentages)

For the six For the six
months endec months endec
June 30, June 30, $ %
2009 2008 Increase Change

Research and development expe $ 14,60: $ 12,87/ $1,72¢ 13%
Sales and marketing exper 63€ 882 (244) -28%
General and administrative expel 2,02t 1,85 16¢€ 9%
Interest incomt 231 1,187 (95€) -81%
Interest expens (68) — (68) 100%
Other income (expens 4,39( (1,56¢€) 5,95¢ -38(%

Research and development expengéscontinue to incur significant expenses assotiafh extensive clinical testing programs with
the main focus in 2009 on our manufacturing, fotioh, pre-clinical, Phase Il and, particularly aBé Il activities for droxidopa, including
our ongoing pivotal Phase Ill trials in NOH and B&adl trial in fibromyalgia. In addition, we inceem costs associated with our Phase 1l study
of CH-1504 in rheumatoid arthritis, completed infeta2009, and our Phase | dosing study of CH-46&Mpleted in April 2009. As a
percentage of operating expenses, research antbgdesent costs increased to 85% for the six montiged June 30, 2009 from 82% for the
same period of 2008. During 2008, we continueddawelopment activities, including manufacturingg-gtinical, Phase | and Phase |l
activities, for our portfolio of antifolates compuads. A component of our costs in 2008 is relatetthéoongoing clinical trial for CH-1504 in
rheumatoid arthritis and investigational activitfes follow-on molecules in our portfolio of antifites. We also incurred significant costs
during 2008 for our manufacturing, formulation, qutmical, Phase Il and, particularly, Phase lltigities for droxidopa. During the six months
ended June 30, 2009, we incurred a $0.4 millioreiase in compensation expenses related to thasiiest

Sales and marketing expenseédthough we had no formalized selling activiti@s 2009 we incurred sales and marketing expenses
primarily related to compensation and related ezpsrand legal expenses related to our intelleptoglerty. During 2008, we incurred
expenses of a similar nature in addition to marigetosts for the printing of promotional materiatgl the costs of a pricing study for
droxidopa.

General and administrative expenséche $0.2 million increase in general and admiatste expenses primarily consists of an increa
compensation and related expenses. The remaindlee dfcrease is related to moderate increasethar oategories of spending during the
period including office rent related to our new thgaarters and professional fees for accountingasvFranchise tax expense decreased
during 2009 due to our operating losses incurre2DiP8 and the related decrease in our stockholdgrsty.

Interest income At June 30, 2009, we had cash and cash equigadé$24.3 million and short-term investments o1 55 million.
Although the funding received from the sale anceregtion of ARS along with additional funding undlee UBS line of credit allowed us to
maintain a higher than expected average cash andtments level over the period, the average cadhnzestment level during 2009 was
significantly lower than the level for the sameipdrof 2008. When those lower average levels amebioed with a general reduction in intet
rates and a shift of our holdings, other than AR®, Treasury funds and similar investments, irgeearned decreased by $1.0 million.

Other expenseéduring the six months ended June 30, 2009, we decba gain of $4.4 million on the recovery of poasly recorded
impairment losses for ARS that were redeemed a&ipdran increase in the fair value of our ARS RigBuring the six months ended June 30,
2008, we recorded an other-than-temporary impaitrolearge related to our investment in ARS of appnately $1.6 million.

Liquidity and Capital Resources

From inception to June 30, 2009, we have incurredggregate net loss of approximately $82.5 millisra result of expenses similar in
nature to those described above.
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As of June 30, 2009, we had working capital of agpnately $12.4 million, cash and cash equivalefigpproximately $24.3 million
and short-term investments of approximately $11il6an. We have financed our operations primarliydugh sales of our common stock and,
to a much lesser extent, through the issuancerof@umon stock pursuant to option or warrant esexci Cash on hand results primarily from
previous financing activities and proceeds fromlme of credit with UBS, offset by funds utilizédr operating and investing activities.

On July 28, 2009, we raised gross proceeds of appetely $13.3 million through the sale of 3,32%)GMhares of our common stock at
$4.00 per share in a registered direct offeringpant to our shelf registration statement, as asweéfective July 22, 2009 pursuant to Rule
462(b) to increase the dollar amount of secur#iesilable for sale, as filed with the Securitied &xchange Commission. In connection with
this offering, we received net proceeds, after dédg placement fees and offering expenses, ofcequmiately $12.4 million.

Auction Rate Securitie

At June 30, 2009, our short-term investments of 38 inillion consisted of the fair value of princifiavested in certain ARS and the fair
value of the ARS Rights. The ARS held by us aregte placement securities with long-term nominaturiies for which the interest rates are
reset through a dutch auction on 28 or 35 day sy@é&hough the monthly auctions had historicaltgyaded a liquid market for these
securities, in early 2008, with the liquidity issua the global credit and capital markets, audtifum these, and similar, securities began to fail
and by March 2008, market activity had essentiedigsed. Our investments in these securities rapraserests in collateralized debt
obligations supported by pools of structured creditruments consisting of student loans. Nondefdollateral for the ARS held by us inclu
mortgage, credit card or insurance securitizatidssof June 30, 2009, our ARS holdings had a pharevaf $11.55 million and all but
approximately $4.4 million were AAA/Aaa rated amdured by the Federal Family Education Loan ProdféRELP) and/or over-
collateralized by more than 10%. Of the remainidgi$nillion, all were collateralized at 100% andnsistent with our investment policy at
time of purchase, $0.75 million carried an A ratifigg. 15 million carried an Aa3/AAA rating and tremrainder carried AAA/Aaa ratings.

Beginning in early February 2008 we have experidrdi#ficulty in liquidating our ARS as the amourftsecurities submitted for auction
has exceeded the market demand and auctions btefgih When the auctions for these securities thié investments are not readily
convertible into cash until a future auction is@gsful, secondary markets emerge, the securitegdeemed by the issuer or they mature.

In January 2009, we were able to successfullydigig our holding in Mississippi Higher Ed ARS, wétlpar value of $2.5 million, on the
secondary markets at 83% of its par value, or 0% million. In addition, during the six monthsded June 30, 2009, we also received
proceeds for partial redemptions, at par valuegeofain of our ARS holdings of $0.4 million.

Per the terms of our agreement with BA, enteread imtMay 2009, BA purchased all of our ARS holditigat had been purchased from
BA at 100% of par value, or $11.6 million, in JW®@09. In addition, BA had also refunded to us, iayd2009, the $0.4 million realized loss we
incurred in January 2009 upon the sale of our $#lkon par value ARS holding in Mississippi HighEd Assistance Corp. As such, we
recorded a gain of approximately $4.1 million rethto the recovery of the previously recorded ethantemporary impairment for these Al
holdings.

During the fourth quarter of 2008, we finalized thetails of our settlement agreement with UBS uridepublished terms accepting the
terms of the settlement agreement from UBS for AR$hts (the “ARS Rights”) for our illiquid ARS haligs purchased from and maintained
at UBS as of February 13, 2008. The ARS Rightsidmus with the ability to sell the ARS, along witte ARS Rights, to UBS at the par va
of the ARS no earlier than June 30, 2010 and exgirduly 2, 2012. UBS also agreed that an affilebeld provide us with a no nebst line o
credit for up to a portion of the market value dasermined by UBS) of our ARS holdings as of Octdie 2008. In November 2008, we
finalized and submitted documents to UBS to indtitite line of credit account. In March 2009, time lof credit was amended to provide us'
a credit line of up to the full par value of our 8Rioldings at UBS and, accordingly, we have fuligveh down the line of credit and have
recorded a corresponding liability at June 30, 260$11.55 million. Though the loan is payable @m@nd, if the UBS affiliate should exerc
its right to demand repayment of any portion ofltien prior to the date we can exercise our ARSRigJBS and its affiliates would be
required to arrange for alternative financing amteand conditions substantially the same as tbostined in the line of credit agreement. If
alternative financing cannot be established, thBS G, or one of its affiliates, will purchase quiedged UBS ARS at par. As a result, the
loan and any alternative financing will not be palgaby us prior to the time that we are able tareise our UBS ARS Rights in
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accordance with our agreement with UBS. We exgectpay the line of credit with the proceeds fréma éxercise of those ARS

Rights. Proceeds of any sales of our UBS ARS w8t be applied to repayment of the line of credth the balance, if any, deposited into our
account. Per the terms of the ARS Rights that aliswo redeem our ARS holdings at UBS on June BI0 2at the earliest, we have
reclassified the fair value of our ARS holdingJ&S and the fair value of the associated ARS Rightshort-term assets at June 30, 2009.
Accordingly, we have also reclassified the liagiliecorded for the line of credit as a short te@bility at June 30, 2009.

Based on our estimate of fair value, utilizing scdiunted cash flow model that approximates theegatietermined by UBS under their
independent methodology, no additional trading fosshe six months ended June 30, 2009 was deaeezssary. In addition, we recorded
other income and a corresponding increase in thet @f $0.2 million for the increase in the faitu@of the ARS Rights recognized upon the
full funding of par value under our line of credis of June 30, 2009, the fair value of our ARSdiads combined with the fair value of our
ARS Rights total 100% of the par value of all AR8dings at UBS.

The valuation of our ARS investment portfolio isisigive to market conditions and is based on ost bstimate given the facts available
at the balance sheet date. The assumptions weedtilh the estimate of fair value have been diffitupredict and the resulting fair value
estimate has been subject to fluctuation. Howewnith, our recent success in gaining full liquidity our ARS holdings at both UBS and BA,
the risk of such fluctuations is effectively off$st corresponding changes in the fair value ofARS Rights.

We have incurred negative cash flows from operatgnce inception. We have spent, and expect tbnc@nto spend, substantial
amounts in connection with implementing our busingsategy, including our planned product develapreéorts, our clinical trials, our
commercialization and marketing activities for dompa and our efforts to secure opportunities faatsgic alliances. Our continued operati
will depend on whether we are able to raise addtidunds through various potential sources, sgobgaity and debt financing or strategic
alliances. We believe that currently available tapesources, including full liquidity with regardo investments in ARS and the funds raised
in a registered direct offering in July 2009, vii# sufficient to meet operating needs into thedtfirarter of 2010. We continue to actively
pursue additional sources of liquidity, includingt imot limited to, strategic relationships, digensing of our products, public or private sadé
equity or debt and other sources. Such strateffiioaships or out-licensing arrangements mightinequs to relinquish rights to certain of our
technologies, product candidates or products tleatvauld otherwise seek to develop or commerciaimselves. Such additional funds might
not become available on acceptable terms, or,ardl there can be no assurance that any addifiomgihg that we do obtain will be sufficient
to meet our needs. From inception through Jun@@09 we had losses of $82.5 million. We had netde®f $12.7 million and $16.0 million
for the six months ended June 30, 2009 and 208Bentively, and we anticipate losses at least gir@010 unless we should successfully
negotiate a strategic agreement earlier that ninghide out-licensing, co-development or co-promotf our drug candidates.

Actual losses will depend on a number of consid@natincluding:
» the pace of commercialization and marketing efftotgdroxidopa,;
» the pace and success of preclinical developmentkmdal trials for droxidopa, antifolates and ettproduct candidate
» seeking regulatory approval for our various prodiznididates
» possible ot-licensing of our product candidatt
» discussions with regulatory agencies concerningidsgn of our clinical trials
» our ability to identify and recruit patients intarcclinical trials at costs consistent with ourremt estimates
» the pace of development of new intellectual propfat our existing product candidate
* in-licensing and development of additional productdidates;
* implementing additional internal systems and irfuagure; anc
» hiring additional personne
Should we raise additional funds by selling shafesommon stock or other securities convertible idmmon stock, the ownership
interest of our existing stockholders will be dddt If we are not able to obtain financing whendegk we may be required to delay, reduce the

scope of, or eliminate one or more of our develapnpeograms or curtail operations. As a result,lmusiness, financial condition and result
operations would be materially harmed.
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Off-Balance Sheet Arrangements

We do not have any unconsolidated entities, andrdowly, we have not entered into any transactieits unconsolidated entities
whereby we have financial guarantees, subordinataihed interests, derivative instruments or otegrtingent arrangements that expose us to
material continuing risks, contingent liabilities, any other obligations under a variable inteiresin unconsolidated entity that provides us
with financing, liquidity, market risk or creditsk support.

Item 3. Quantitative and Qualitative Disclosures about Marlet Risk

We invest our cash in a variety of financial instents in order to preserve principal and liquidvtyile maximizing returns and we do 1
invest in financial instruments or their derivasvier trading or speculative purposes. To minintieeexposure due to adverse shifts in interest
rates, we maintain investments of shorter matsrit@ur investment guidelines include security tygredit quality and maturity and are
intended to limit market risk by restricting ourv@stments to high quality debt instruments witlatigely short maturities. At June 30, 2009, a
portion of our cash was maintained in non-intebestring accounts at federally insured financiditim$ons that, under the Temporary
Liquidity Guarantee Program, are fully insured bg Federal Deposit Insurance Corporation. In agfuitive maintained funds on deposit that
were invested primarily in Treasury funds and fiedtes of deposit with a maturity under 90 daysr (Dvestments consist of ARS with long-
term nominal maturities for which the interest sadége reset through a dutch auction each monghouyld those auctions fail, as determined by
contractual obligation. All deposits and investnsetot date have been made in U. S. dollars andrdiogly, we do not have any exposure to
foreign currency rate fluctuations.

Our interest income is sensitive to changes irgteeral level of interest rates in the United Stgparticularly since our investments are
and will be in short-term investments. To assessraarest rate risk, we performed a sensitivitalgsis projecting potential future interest
earnings on investments in which we estimatedrtigact of a 0.25% to 0.5%, or 25 to 50 basis pointsease or decrease in our average
interest rate over a 12 month time horizon. Thislysis resulted in an annual potential effect dfugen approximately $45,000 and $90,00(
the interest earned on investments.

At June 30, 2009, we had investments in ARS withvadue of $11.55 million and an estimated fairuneabf $9.35 million and ARS
Rights with an estimated fair value of $2.2 millidfistorically, ARS were priced at par, as per istty convention, based on observed or
reported verifiable trades and provided a liquidkeafor these ARS investments. However, liquidiyues since February 2008 have virtually
shut down most active market transactions for AB&. investments in ARS represent interests in taiddized debt obligations supported by
pools of student loans, typically over-collateratizand/or insured by the FFELP. None of the AR&stments in our portfolio were backed by
sub-prime mortgage loans or other collateral withosure to certain current market conditions. Hosveliquidity issues experienced in early
2008 and afterward in global credit and capitalkats have prevented us from liquidating our ARS®8tments as the amount of securities
submitted for sale at ARS auctions has exceederth#hiket demand, though they continue to pay interesording to their stated terms.
Although insufficient demand related to the ARStaurts is expected to continue, we have successtoltypleted settlements for all of our
ARS holdings and have received funding equivalerit0% of the par value of our investments in ARS.

Item 4. Controls and Procedures

Disclosure controls and procedures (as definedkoh&nge Act Rule 13a-15(e)) are designed only deige reasonable assurance that
they will meet their objectives that informatiorguéred to be disclosed in our Exchange Act repisrtecorded, processed, summarized and
reported within the time periods specified in tieC3s rules and forms, and that such informatioacdsumulated and communicated to our
management, including our Chief Executive Officed &hief Financial Officer, as appropriate, to ailiimely decisions regarding required
disclosures. As of the end of the period coverethig/report, we carried out an evaluation, untlerdupervision and with the participation of
our management, including our Chief Executive @ffiand Chief Financial Officer, of the effectives@d the design and operation of our
disclosure controls and procedures (as definedule R3a-15(e)) pursuant to Exchange Act Rule 13aBased upon that evaluation and sut
to the foregoing, our Chief Executive Officer ankii€ Financial Officer have concluded that our tisare controls and procedures were
effective as of June 30, 2009.
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Changes in internal control over financial reporting.

Management has determined that, as of June 30, #08® were no changes in our internal controt éiwancial reporting that occurred

during our fiscal quarter then ended that has naleaffected, or is reasonably likely to matelyadffect, our internal control over financial
reporting.
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PART Il - OTHER INFORMATION

ltem 1A. Risk Factors

There have been no material changes to the ris&rfapreviously disclosed in our Annual Report amrir 10-K for the year ended
December 31, 2008 except as set forth below.

We have no experience selling, marketing or distiity products and only limited internal capability do so.

We currently have no sales, marketing or distrinuapabilities other than as provided by our \Rcesident of Sales and
Marketing. We anticipate expanding our marketing sales capabilities over the next 12 to 18 mointlaticipation of commercializing
droxidopa. We would need to allocate resourcesrtopntract with one or more third parties for, #ade and marketing of our other proposed
products. As a result, our future success depémgsrt, on:

» our ability to enter into and maintain collaboratielationships for these capabilities, eitherdlgioout-licensing of our compounds
or through contracting organizatior

» the collaboratc's strategic interest in the products under deveégnmanc
» such collaborat(s ability to successfully market and/or sell angtsproducts

To the extent that we decide not to, or are untahlenter into collaborative arrangements with eespo the sales and marketing of
our proposed products or if we decide to add irtler@sources to complement third party resourégsifeant development expenditures,
management resources and time will be requiredtebéish and develop our own marketing and sale® faith technical expertise.

Item 4. Submission of Matters to a Vote of Security Holder:
(@ On May 27, 2009, we held our Annual Meeting of Ktaslders.

(b) Atthat Annual Meeting, Simon Pedder, Kevan Clem&msman Hardman, Johnson Y.N. Lau, William Schesigtan, Roger Sto
and Michael Weiser were-elected for on-year terms as members of the Board of Direc

(c) Intotal, four matters were voted on at the AalrMeeting: (1) the re-election of the seven doesas described in item (b) above;
(2) an amendment to the Certificate of Incorporatmincrease the number of authorized sharespifatatock from 50,000,000
shares to 65,000,000 shares and to increase thieemuwrhauthorized shares of common stock from 45D shares to 60,000,000
shares; (3) an amendment to the 2004 Stock Plemctease the number of shares of common stockweddor issuance thereunder
from 4,145,000 shares to 5,000,000 shares; anthé4ptification of Ernst & Young LLP as the Companindependent registered
public accounting firm for 2009. A tabulation faaah matter is as follow:

1) The stockholders elected the following directorséove for the ensuing year and until their suarssare elected
the following votes

FOR WITHHELD
Simon Pedde 19,811,92 10,35¢
Kevan Clemen 19,647,03 175,24
Norman Hardmau 19,811,92 10,35¢
Johnson Y. N. La 19,811,92 10,35¢
William Schwietermar 19,647,03 175,24
Roger Stoll 19,778,23 44.,05(
Michael Weise! 19,612,74 209,53¢

2) The stockholders approved an amendment to thefiCatti of Incorporation to increase the numberutharized
shares of capital stock from 50,000,000 share$ 108,000 shares and to increase the number ofraeld shares of
common stock from 45,000,000 shares to 60,000,08€es.
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FOR AGAINST ABSTAIN
19,699,341 106,258 16,685

3) The stockholders approved an amendment to the 8@tk Plan to increase the number of shares of aorstock
reserved for issuance thereunder from 4,145,00@sMa 5,000,000 share

FOR AGAINST ABSTAIN
15,047,94¢ 1,478,06¢ 16,667

4)  The stockholders ratified the appointment of Edtoung LLP as our independent registered publimaating firm
for the fiscal year ending December 31, 2009 devi:

FOR AGAINST ABSTAIN
19,818,19: 4,074 18
Item 6. Exhibits
Exhibit Registrant’s Exhibit Filed
Number  Description of Document Form Dated Number Herewith
311 Certification of Chief Executive Officer Pursuant$ection 302 of the Sarbanes-Oxley Act of
2002. X
31.2 Certification of Chief Financial Officer Pursuant$ection 302 of the Sarbanes-Oxley Act of
2002. X
32.1 Certification of Chief Executive Officer Pursuant$ection 906 of the Sarba-Oxley Act of
2002. X
32.2 Certification of Chief Financial Officer Pursuant$ection 906 of the Sarba-Oxley Act of
2002. X
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SIGNATURES

In accordance with the requirements of the Exchaxgef 1934, the registrant caused this repoligsigned on its behalf by the
undersigned, thereunto duly authorized.

Chelsea Therapeutics International, Ltd.

Date: August 5, 200 By: /s/J. Nick Riehle

J. Nick Riehle
Vice President, Administration and Chief Financficer
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Exhibit 31.1
CERTIFICATION

I, Simon Pedder, certify that:

| have reviewed this Quarterly Report on Forr-Q of Chelsea Therapeutics International, L

Based on my knowledge, this report does not comtaynuntrue statement of a material fact or omgit&te a material fact necess
to make the statements made, in light of the cistances under which such statements were madmisieading with respect to
the period covered by this repc

3. Based on my knowledge, the financial statementsoéimer financial information included in this repdairly present in all materi
respects the financial condition, results of operstand cash flows of the registrant as of, amdthe periods presented in this

report;

4.  The registrant’s other certifying officer andrk responsible for establishing and maintainirsgldsure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&))3(nd internal control over financial reportirag @defined in Exchange Act
Rules 13-15(f) and 15-15(f)) for the registrant and hav

a.

designed such disclosure controls and proceduresiused such disclosure controls and procedures ttesigned under o
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtibsidiaries, is made
known to us by others within those entities, pattidy during the period in which this report isig prepared

designed such internal control over financigbréing, or caused such internal control over faiahreporting to be designed
under our supervision, to provide reasonable assareegarding the reliability of financial repogiand the preparation of
financial statements for external purposes in atanoce with generally accepted accounting princijj

evaluated the effectiveness of the regis’s disclosure controls and procedures and pres@ntai report our conclusior
about the effectiveness of the disclosure contintbprocedures, as of the end of the period covgydhis report based on
such evaluation; an

disclosed in this report any change in the regit’s internal control over financial reporting thatowed during the
registrant’s most recent fiscal quarter (the regigts fourth fiscal quarter in the case of an aimaport) that has materially
affected, or is reasonably likely to materiallyeaft, the registra’s internal control over financial reporting; &

5.  The registrant’s other certifying officer antldve disclosed, based on our most recent evaluatimrernal control over financial
reporting, to the registrant’s auditors and theiteemnmittee of the registrant’s board of directfws persons performing the
equivalent functions)

a. all significant deficiencies and material weaknsssehe design or operation of internal contradiofinancial reporting
which are reasonably likely to adversely affectribgistrant’s ability to record, process, summaaad report financial
information; anc

b. any fraud, whether or not material, that invelmeanagement or other employees who have a signifiole in the
registran’s internal control over financial reportir

Date: August 5, 200 By: /s/ Simon Pedde

Simon Pedde
President and Chief Executive Offic



Exhibit 31.2
CERTIFICATION

I, J. Nick Riehle, certify that:

| have reviewed this Quarterly Report on Forr-Q of Chelsea Therapeutics International, L

Based on my knowledge, this report does not comtaynuntrue statement of a material fact or omgit&te a material fact necess
to make the statements made, in light of the cistances under which such statements were madmisieading with respect to
the period covered by this repc

3. Based on my knowledge, the financial statementsoéimer financial information included in this repdairly present in all materi
respects the financial condition, results of operstand cash flows of the registrant as of, amdthe periods presented in this

report;

4.  The registrant’s other certifying officer andrk responsible for establishing and maintainirsgldsure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&))3(nd internal control over financial reportirag @defined in Exchange Act
Rules 13-15(f) and 15-15(f)) for the registrant and hav

a.

designed such disclosure controls and proceduresiused such disclosure controls and procedures ttesigned under o
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtibsidiaries, is made
known to us by others within those entities, pattidy during the period in which this report isig prepared

designed such internal control over financigbréing, or caused such internal control over faiahreporting to be designed
under our supervision, to provide reasonable assareegarding the reliability of financial repogiand the preparation of
financial statements for external purposes in atanoce with generally accepted accounting princijj

evaluated the effectiveness of the regis’s disclosure controls and procedures and pres@ntai report our conclusior
about the effectiveness of the disclosure contintbprocedures, as of the end of the period covgydhis report based on
such evaluation; an

disclosed in this report any change in the regit’s internal control over financial reporting thatowed during the
registrant’s most recent fiscal quarter (the regigts fourth fiscal quarter in the case of an aimaport) that has materially
affected, or is reasonably likely to materiallyeaft, the registra’s internal control over financial reporting; &

5.  The registrant’s other certifying officer antldve disclosed, based on our most recent evaluatimrernal control over financial
reporting, to the registrant’s auditors and theiteemnmittee of the registrant’s board of directfws persons performing the
equivalent functions)

a. all significant deficiencies and material weaknsssehe design or operation of internal contradiofinancial reporting
which are reasonably likely to adversely affectribgistrant’s ability to record, process, summaaad report financial
information; anc

b. any fraud, whether or not material, that invelmeanagement or other employees who have a signifiole in the
registran’s internal control over financial reportir

Date: August 5, 200 By: /s/J. Nick Riehle

J. Nick Riehle
Vice President, Administration and Chief Financxficer



Exhibit 32.1

CERTIFICATION PURSUANT TO 18 U.S.C. SECTION 13505ADOPTED PURSUANT
TO SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly Report on FormQ@f Chelsea Therapeutics International, Ltd. (tbempany”) for the period ended
June 30, 2009 as filed with the Securities and Brgle Commission on or about the date hereof (tlepdR”), I, Simon Pedder, President and

Chief Executive Officer, hereby certify, pursuamtl8 U.S.C. Section 1350, as adopted pursuantatioBe906 of the Sarbanes-Oxley Act of
2002, that, to my knowledge:

(1)

The Report fully complies with the requirementsSefction 13(a) or 15(d) of the Securities Exchangeof 1934; anc
)

The information contained in the Report faphgsents, in all material respects, the finanaaldition and results of operations of
the Company as of, and for, the periods present#itei Report

/s/ Simon Pedde
Simon Pedde
President and Chief Executive Offic

August 5, 200¢



Exhibit 32.2

CERTIFICATION PURSUANT TO 18 U.S.C. SECTION 13505ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly Report on FormQ@f Chelsea Therapeutics International, Ltd. (tbempany”) for the period ended
June 30, 2009 as filed with the Securities and Brgk Commission on or about the date hereof (tlepdR”), |, J. Nick Riehle, Vice
President, Administration and Chief Financial Qdfichereby certify, pursuant to 18 U.S.C. Secti8b(] as adopted pursuant to Section 906 of
the Sarbanes-Oxley Act of 2002, that, to my knog&ed

(1) The Report fully complies with the requirementsSefiction 13(a) or 15(d) of the Securities Exchangeoh 1934; anc

(2) The information contained in the Report faphesents, in all material respects, the finan@aldition and results of operations of
the Company as of, and for, the periods present#itei Report

/s/ J. Nick Riehle

J. Nick Riehle

Vice President, Administration and Chief Finans
Officer

August 5, 200¢



