Edgar Filing: DOR BIOPHARMA INC - Form 424B3

DOR BIOPHARMA INC
Form 424B3
August 21, 2009




Edgar Filing: DOR BIOPHARMA INC - Form 424B3

Prospectus Supplement dated Filed Pursuant to Rule
August 14, 2009 424(b)(3)
File No. 333-149239

DOR BIOPHARMA, INC.

This prospectus supplement supplements:

the prospectus dated May 6, 2009 relating to the offer and
sale by the selling stockholders identified in the prospectus
of up to 26,563,613 shares of our common stock.

This prospectus supplement contains the Form 10-Q we filed with the Securities and Exchange Commission on
August 14, 2009. This prospectus supplement should be read in conjunction with, and may not be utilized without, the
relevant Prospectus, which is to be delivered with this prospectus supplement. This prospectus supplement is qualified
by reference to the relevant Prospectus except to the extent that the information in this prospectus supplement updates
and supersedes the information contained in such Prospectus, including any supplements or amendments thereto.

Neither the Securities and Exchange Commission nor any state securities commission has approved or disapproved of
these securities or determined if this prospectus is truthful or complete. Any representation to the contrary is a
criminal offense.
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UNITED STATES SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-Q

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

For the Quarterly Period Ended June 30, 2009

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

For the transition period from to

Commission File No. 000-16929

DOR BIOPHARMA, INC.
(Exact name of registrant as specified in its charter)

DELAWARE 41-1505029
(State or other jurisdiction of (I.R.S. Employer
incorporation or organization) Identification Number)
29 Emmons Drive, Suite 08540
C-10
Princeton, NJ
(Address of principal executive (Zip Code)

offices)
(609) 538-8200
(Issuer’s telephone number,
including area code)

Indicate by check whether the registrant (1) filed all reports required to be filed by Section 13 or 15(d) of the
Exchange Act during the past 12 months (or for such shorter period that the registrant was required to file such
reports), and (2) has been subject to such filing requirements for the past 90 days.

Yes x No o

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

Yes o No o

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,
or a smaller reporting company. See definition of “accelerated filer” and “large accelerated filer” in Rule 112b-2 of the
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Exchange Act (Check one).

Large accelerated filerAccelerated filer o Non-accelerated filer o Smaller reporting company x
0

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange
Act). YesoNox

At August 10, 2009, 167,424,666 shares of the registrant's common stock (par value, $.001 per share) were
outstanding.
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PART I. - FINANCIAL INFORMATION
ITEM 1 - FINANCIAL STATEMENTS

DOR BioPharma, Inc.
Consolidated Balance Sheets

June December
30, 2009 31, 2008
(Unaudited)
Assets
Current assets:
Cash and cash equivalents $ 4,844,172 $ 1,475,466
Grants receivable 152,392 278,316
Inventory, net 113,261 82,182
Prepaid expenses 199,784 86,837
Total current assets 5,309,609 1,922,801
Office and laboratory equipment, net 23,336 21,217
Intangible assets, net 1,451,890 1,418,717
Total assets $ 6,784,835 $ 3,362,735
Liabilities and shareholders’ equity
Current liabilities:
Accounts payable $ 1,076,004 $ 1,015,005
Accrued compensation 246,316 370,614
Total current liabilities 1,322,320 1,385,619
Commitments and contingencies
Shareholders’ equity:
Preferred stock; 5,000,000 shares authorized; none issued or - -
outstanding
Common stock, $.001 par value; 400,000,000 shares authorized;
167,364,342 shares and 118,610,704 shares issued and
outstanding
in 2009 and 2008, respectively 167,364 118,610
Additional paid-in capital 111,542,898 104,176,253
Accumulated deficit (106,247,747) (102,317,747)
Total shareholders’ equity 5,462,515 1,977,116
Total liabilities and shareholders’ equity $ 6,784,835 $ 3,362,735

The accompanying notes are an integral part of these financial statements.
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DOR BioPharma, Inc.
Consolidated Statements of Operations
For the Three Months Ended June 30,

(Unaudited)
2009 2008
Revenues, principally from grants $ 332,315 $ 488,244
Cost of revenues (253,865) (391,845)
Gross profit 78,450 96,399
Operating expenses:

Research and development 1,134,914 743,601

General and administrative 578,528 554,526

Stock-based compensation-research and development 58,687 39,583

Stock-based compensation-general and administrative 97,959 36,793

Total operating expenses 1,870,088 1,374,503
Loss from operations (1,791,638) (1,278,104)
Other income:

Interest income, net 6,734 6,398
Net loss $ (1,784,904) $ (1,271,706)
Basic and diluted net loss per share $ (0.0D $ (0.01)
Basic Basic and diluted weighted average common shares outstanding 167,125,183 100,877,708

The accompanying notes are an integral part of these financial statements.
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DOR BioPharma, Inc.
Consolidated Statements of Operations
For the Six Months Ended June 30,

(Unaudited)

Revenues, principally from grants
Cost of revenues
Gross profit

Operating expenses:
Research and development
General and administrative
Stock based compensation-research and development
Stock based compensation-general and administrative
Total operating expenses

Loss from operations

Other income:
Interest income, net

Net loss

Basic and diluted net loss per share

Basic Basic and diluted weighted average common shares

outstanding

2009

$ 862,632 §

(671,174)
191,458

2,725,913
1,110,665
132,077
170,409
4,139,064

(3,947,606)

17,606
$ (3,930,000)

$ (0.02)

158,068,464

2008

1,165,884
(921,024)
244,860

1,343,603
1,402,637
79,166
73,586
2,898,992

(2,654,132)

26,254

$(2,627,878)

$

(0.03)

99,328,191

The accompanying notes are an integral part of these financial statements.

5
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DOR BioPharma, Inc.

Consolidated Statements of Changes in Shareholders’ Equity

Balance,
January 1, 2009

Issuance of common stock
from private placement, net of
expenses of $144,000

Issuance of common stock for
collaboration and supply
agreement to Sigma Tau

Issuance of common stock
pursuant to equity line

agreement

Issuance of common stock to
vendors

Issuance of common stock
warrants to vendors

Stock-based compensation
expense

Net loss

Balance,
June 30, 2009

The accompanying notes are an integral part of these financial statements.

For the Six Months Ended June 30, 2009
(Unaudited)

Common Stock

Additional
Par Paid-
Shares Value In Capital
118,610,704 $118,610 $104,176,253
20,914,035 20,915 2,219,287
25,000,000 25,000 4,375,000
339,603 340 44,660
2,500,000 2,500 297,500
- - 127,712
- - 302,486
167,364,342 $167,364 $111,542,898

6

Accumulated
Deficit

($102,317,747)

(3,930,000 )

$106,247,747)
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DOR BioPharma, Inc.

Consolidated Statements of Cash Flows

For the Six Months Ended June 30,
(Unaudited)

Operating activities:
Net loss

Adjustments to reconcile net loss to net cash used in operating activities:

Amortization and depreciation

Stock issued in exchange for services
Stock-based compensation

Change in operating assets and liabilities:
Grants receivable
Inventory
Prepaid expenses
Accounts payable
Accrued compensation
Total adjustments

Net cash used in operating activities
Investing activities:

Acquisition of intangible assets
Proceeds from sale of equipment
Purchase of office equipment

Net cash used in investing activities

Financing activities:

Net proceeds from sale of common stock

Proceeds from sale of common stock pursuant to equity line
Net cash provided by financing activities

Net increase (decrease) in cash and cash equivalents
Cash and cash equivalents at beginning of period
Cash and cash equivalents at end of period

Non-cash transactions:
Non-cash stock payment to an institutional
investor $ -

270,000

2009

(3,930,000)
80,035

427,712
302,486

125,924
(31,079)
(112,947)
60,999
(124,298)
728,832

(3,201,168)

(108,996)

(6,330)
(115,326)

6,640,200
45,000
6,685,200

3,368,706
1,475,466
4,844,172 $

2008

$ (2,627,878)
70,049

384,526
152,752

(2,084)

(56,627)

458,795

(121,149)
886,262

(1,741,616)

(131,142)
500

(3,900)

(134,542)

658,600
75,000
733,600

(1,142,558)

2,220,128
1,077,570

13
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The accompanying notes are an integral part of these financial statements.
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DOR BioPharma, Inc.
Notes to Consolidated Financial Statements

Note 1. Nature of Business
Basis of Presentation

The Company is a late-stage biopharmaceutical company that was incorporated in 1987 and is focused on developing
products to treat the life-threatening side effects of cancer treatments and serious gastrointestinal diseases where there
remains an unmet medical need, as well as developing several biodefense vaccines. We maintain two active business
segments: BioTherapeutics and BioDefense. DOR’s BioTherapeutics business segment intends to develop orBec®
(oral beclomethasone dipropionate, or oral BDP) and other biotherapeutic products, namely LPMTM-Leuprolide.
DOR’s BioDefense business segment intends to convert its ricin toxin and botulinum toxin vaccine programs from
early stage development to advanced development and manufacturing.

During the six months ended June 30, 2009, the Company generated revenues from the U.S. Federal Government and
Named Patient Access Program (“NPAP”) partners for orBec®. Revenues from the U.S. Federal Government were
generated from three active grants supporting the Company’s BioDefense programs. As of June 30, 2009, outstanding
grant receivables of $152,392 were due from the U.S. Federal Government, the National Institutes of Health and
Orphan Australia.

The Company is subject to risks common to companies in the biotechnology industry including, but not limited to,
development of new technological innovations, dependence on key personnel, protections of proprietary technology,
compliance with FDA regulations, litigation, and product liability.

The consolidated financial statements are presented on the basis of accounting principles generally accepted in the
United States of America. The accompanying consolidated financial statements included herein have been prepared
pursuant to the rules and regulations of the Securities and Exchange Commission. Certain information and footnote
disclosures normally included in financial statements have been condensed or omitted from this report, as is permitted
by such rules and regulations; however, the Company believes that the disclosures are adequate to make the
information presented not misleading. The unaudited consolidated financial statements and related disclosures have
been prepared with the presumption that users of the interim financial information have read or have access to the
audited financial statements for the preceding fiscal year. Accordingly, these financial statements should be read in
conjunction with the audited consolidated financial statements and the related notes thereto included in the Company's
Annual Report on Form 10-K for the fiscal year ended December 31, 2008. Results for interim periods are not
necessarily indicative of results for the full year. The Company has experienced significant quarterly fluctuations in
operating results and it expects those fluctuations will continue.

Liquidity

As of June 30, 2009, the Company had cash and cash equivalents of $4,844,172 as compared to $1,475,466 as of
December 31, 2008, representing an increase of $3,368,706. As of June 30, 2009, the Company had working capital of
$3,987,289 as compared to working capital of $537,182 as of December 31, 2008, representing an increase of
$3,450,107.

For the six months ended June 30, 2009, the Company’s cash used in operating activities was $3,201,168, as compared
to $1,741,616 for the same period in 2008. The increase in spending was attributable to clinical trial preparation for

the upcoming confirmatory Phase 3 clinical trial of orBec® in the treatment of acute gastrointestinal

Graft-versus-Host disease (“GI GVHD”).

15
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Management’s business strategy can be outlined as follows:

initiate and execute the pivotal Phase 3 confirmatory clinical trial for orBec® in the treatment of acute GI GVHD;
¢ identify a development and marketing partner for orBec® for territories outside of North America, as we have
granted an exclusive license to Sigma-Tau to commercialize orBec® in the U.S., Canada and Mexico; Sigma-Tau
will pay us a 35% royalty (inclusive of drug supply) on net sales in these territories as well as pay for
commercialization expenses, including launch activities;
e conduct and complete a Phase 2 clinical trial of orBec® for the prevention of acute GVHD;
evaluate and initiate additional clinical trials to explore the effectiveness of oral BDP in other therapeutic
indications involving inflammatory conditions of the gastrointestinal (“GI”) tract such as radiation enteritis, radiation
injury and Crohn’s disease;
¢ make orBec® available worldwide through NPAP for the treatment of acute GI GVHD;
¢ reinitiate development of our other BioTherapeutics products, namely LPM™ Leuprolide;
continue to secure additional government funding for each of our BioDefense programs, RiVax™ and BT-VACC™,
through grants, contracts and procurements;
convert our biodefense vaccine programs from early stage development to advanced development and
manufacturing with the potential to collaborate and/or partner with other companies in the biodefense area;
® acquire or in-license new clinical-stage compounds for development; and
explore other business development and acquisition strategies under which we may be considered to be an attractive
acquisition candidate by another company.

Based on the Company’s current rate of cash outflows, cash on hand, the timely collection of milestone payments
under collaboration agreements, proceeds from our grant programs, and potential minimal proceeds from the Fusion
Capital transaction, management believes that its current cash will be sufficient to meet the anticipated cash needs for
working capital and capital expenditures into the third quarter of 2010.

The Company’s plans with respect to its liquidity management include the following:

The Company has $1.1 million in active grant funding still available to support its ricin and botulinum toxin
vaccine programs in 2009 and beyond. Additionally, the Company has submitted additional grant applications for
further support of these programs and others with various funding agencies, and received encouraging feedback to
date on the likelihood of funding.

The Company has continued to use equity instruments to provide a portion of the compensation due to vendors and
collaboration partners and expects to continue to do so for the foreseeable future.

As discussed further in Note 5, the Company has approximately $7.8 million in available capacity under its Fusion
Capital equity facility. Although the Company has historically drawn amounts in modest amounts under this
agreement, the Company could draw more within certain contractual parameters.

The Company may seek additional capital in the private and/or public equity markets to continue its
operations, respond to competitive pressures, develop new products and services, and to support new strategic
partnerships. The Company is currently evaluating additional equity financing opportunities and may execute them
when appropriate. However, there can be no assurances that the Company can consummate such a transaction, or
consummate a transaction at favorable pricing.

In the event that such growth is less than forecasted in the Company’s 2009-2010 operating plan, management has
developed contingency plans to reduce the Company’s operating expenses. In the event the Company cannot maintain
adequate liquidity, it could be compelled to implement further cost saving measures including headcount reductions.

17
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Note 2. Summary of Significant Accounting Policies
Principles of Consolidation

The consolidated financial statements include DOR BioPharma, Inc., and its wholly- and majority-owned subsidiaries
(“DOR” or the “Company”). All significant intercompany accounts and transactions have been eliminated as a result of
consolidation.

Segment Information

Operating segments are defined as components of an enterprise about which separate financial information is available
that is evaluated on a regular basis by the chief operating decision maker, or decision making group, in deciding how
to allocate resources to an individual segment and in assessing the performance of the segment.

Grants Receivable

Receivables consist of unbilled amounts due from grants from the National Institute of Health of the U.S. Federal
Government for costs incurred prior to the period end. The amounts were billed in the month subsequent to period
end and collected shortly thereafter.

Intangible Assets

One of the most significant estimates or judgments that the Company makes is whether to capitalize or expense patent
and license costs. The Company makes this judgment based on whether the technology has alternative future uses, as
defined in SFAS 2, Accounting for Research and Development Costs. Based on this consideration, the Company
capitalizes payments made to legal firms that are engaged in filing and protecting rights to intellectual property and
rights for our current products in both the domestic and international markets. The Company believes that patent
rights are one of its most valuable assets. Patents and patent applications are a key component of intellectual property,
especially in the early stage of product development, as their purchase and maintenance gives the Company access to
key product development rights from DOR’s academic and industrial partners. These rights can also be sold or
sub-licensed as part of its strategy to partner its products at each stage of development as the intangible assets have
alternative future use. The legal costs incurred for these patents consist of work designed to protect, preserve, maintain
and perhaps extend the lives of the patents. The Company capitalizes such costs and amortizes intangibles over a
period of 11 to 16 years.

The Company capitalized $108,996 and $131,142 in patent related costs during the six months ended June 30, 2009
and 2008, respectively.

Impairment of Long-Lived Assets

Office and laboratory equipment and intangible assets are evaluated and reviewed for impairment whenever events or
changes in circumstances indicate that the carrying amount may not be recoverable. The Company recognizes
impairment of long-lived assets in the event the net book value of such assets exceeds the estimated future
undiscounted cash flows attributable to such assets. If the sum of the expected undiscounted cash flows is less than the
carrying value of the related asset or group of assets, a loss is recognized for the difference between the fair value and
the carrying value of the related asset or group of assets. Such analyses necessarily involve significant judgment.

The Company did not record any impairment of intangible assets for the six months ended June 30, 2009 or 2008.
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Inventory

Inventories are stated at the lower of cost or market. Cost is determined using the first-in, first-out (FIFO) method and
includes the cost of materials and overhead. All inventory for this period is finished goods and consists of orBec®
treatments. The Company records an allowance as needed for excess inventory. During the year ended December 31,
2008 an allowance of $100,000 was provided. This allowance will be evaluated on a quarterly basis and adjustments
will be made as required. The Company did not make an adjustment to this allowance during the six months ended
June 30, 2009.

Fair Value of Financial Instruments

Accounting principles generally accepted in the U.S. require that fair values be disclosed for the Company’s financial
instruments. The carrying amounts of the Company’s financial instruments, which include grants receivable and
current liabilities, are considered to be representative of their respective fair values.

Revenue Recognition

The Company’s revenues are generated from government grants and NPAP sales of orBec®. The revenue from
government grants are based upon subcontractor costs and internal costs incurred that are specifically covered by the
grants, plus a facilities and administrative rate that provides funding for overhead expenses. Revenues are recognized
when expenses have been incurred by subcontractors or when the Company incurs internal expenses that are related to
the grant. Revenue from the NPAP sales of orBec® are recognized when the product is shipped. The NPAP revenues
are recorded when the product is shipped.

Research and Development Costs

Research and development costs are charged to expense when incurred. Research and development includes costs
such as clinical trial expenses, contracted research and license agreement fees with no alternative future use, supplies
and materials, salaries and employee benefits, equipment depreciation and allocation of various corporate costs.
Purchased in-process research and development expense represents the value assigned or paid for acquired research
and development for which there is no alternative future use as of the date of acquisition.

Stock-Based Compensation

The fair value of options in accordance with SFAS 123R was estimated using the Black-Scholes option-pricing model

and the following weighted-average assumptions: a dividend yield of 0%, an expected life of 4 years, volatilities of
125% and 120% for 2009 and 2008, respectively, and average risk-free interest rates of 3.8% and 3.7% in 2009 and

2008, respectively. The Company estimates these values based on the assumptions that have been historically

available. The fair value of each option grant made during 2009 and 2008 was estimated on the date of each grant

using the Black-Scholes option pricing model and amortized ratably over the option’s vesting periods, which
approximates the service period. The Company awarded 2,062,500 stock options for the six months ended June 30,

2009, while 6,800,000 stock options were granted during the six months ended June 30, 2008.

Stock compensation expense for options granted to non-employees has been determined in accordance with SFAS

123R and Emerging Issues Task Force (EITF) 96-18, and represents the fair value of the consideration received, or the

fair value of the equity instruments issued, whichever may be more reliably measured. For options that vest over

future periods, the fair value of options granted to non-employees is amortized as the options vest. The option’s price is
re-measured using the Black-Scholes model at the end of each three month reporting period.
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Upon exercise, shares are issued from the amended 2005 equity incentive plan and increase the number of shares the
Company has outstanding. There were no stock option exercises during the six months ended June 30, 2009 or during
the year ended December 31, 2008. There were no forfeitures during the six months ended June 30, 2009 and
forfeitures of 779,800 stock options during the year ended December 31, 2008. The intrinsic value of the stock options
outstanding at June 30, 2009 was zero.

From time to time, the Company issues common stock to vendors, consultants, and employees as compensation for
services performed. These shares are typically issued as restricted stock, unless issued to non-affiliates under the 2005
Equity Incentive Plan, where the stock may be issued as unrestricted. The restricted stock can only have the restrictive
legend removed if the shares underlying the certificate are sold pursuant to an effective registration statement, which
the Company must file and have approved by the SEC, if the shares underlying the certificate are sold pursuant to
Rule 144, provided certain conditions are satisfied, or if the shares are sold pursuant to another exemption from the
registration requirements of the Securities Act of 1933, as amended.

11
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Stock-based compensation expense recognized during the period is based on the value of the portion of share-based
payment awards that is ultimately expected to vest during the period.

Stock options are issued with an exercise price equal to the market price on the date of issuance. Stock options issued
to directors are fully vested upon issuance. Stock options issued to employees generally vest 25% upfront, then 25%
each year for a period of three years. Stock options vest over each three month period from the date of issuance to the
end of the three year period. These options have a ten year life for as long as the individuals remain employees or
directors. In general when an employee or director terminates their position the options will expire within six months.

The intrinsic value was calculated as the difference between the Company’s common stock closing price on the OTC
BB at June 30, 2009 and the exercise price of the stock option issued multiplied by the number of shares underlying
the stock options. The Company’s common stock price at June 30, 2009 was $0.18.

Income Taxes

Deferred tax assets and liabilities are recognized for the future tax consequences attributable to differences between

the financial statement carrying amounts of existing assets and liabilities and their respective tax bases. A valuation

allowance is established when it is more likely than not that all or a portion of a deferred tax asset will not be realized.

A review of all available positive and negative evidence is considered, including the Company’s current and past
performance, the market environment in which the Company operates, the utilization of past tax credits, and the

length of carryback and carryforward periods. Deferred tax assets and liabilities are measured utilizing tax rates

expected to apply to taxable income in the years in which those temporary differences are expected to be recovered or

settled. No current or deferred income taxes have been recognized through June 30, 2009 due to the net operating

losses incurred by the Company since its inception. Additionally, the Company has not recorded a liability for

unrecognized tax benefits or uncertain tax positions at June 30, 2009 or 2008.

Earnings Per Share

Basic earnings per share (EPS) excludes dilution and is computed by dividing income available to common
stockholders by the weighted-average number of common shares outstanding for the period. Diluted EPS reflects the
potential dilution that could occur if securities or other contracts to issue common stock were exercised or converted
into common stock or resulted in the issuance of common stock that shared in the earnings of the entity. Since there is
a large number of options and warrants outstanding, fluctuations in the actual market price can have a variety of
results for each period presented.

12
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Three Months Ended Three Months Ended
June 30, 2009 June 30, 2008
Loss Shares EPS Loss Shares EPS

Basic & Diluted($1,784,904) 167,125,183 ($0.01)  ($1,271,706) 100,877,708 (50.01)
EPS

Six Months Ended Six Months Ended
June 30, 2009 June 30, 2008
Loss Shares EPS Loss Shares EPS

Basic & Diluted($3,930,000) 158,068,464 (50.02)  ($2,627,878) 99,328,191 (50.03)
EPS

Options and warrants outstanding at June 30, 2009 and 2008 were 19,172,539 and 9,620,039 of options, and
32,830,369 and 28,818,522 of warrants, respectively. The weighted average exercise price of the Company’s stock
options and warrants outstanding at June 30, 2009 were $0.25 and $0.13, respectively. No options and warrants were
included in the 2009 and 2008 computations of diluted earnings per share because their effect would be anti-dilutive
as a result of losses in the respective years.

Use of Estimates and Assumptions

The preparation of financial statements in conformity with accounting principles generally accepted in the U.S.
requires management to make estimates and assumptions that affect the reported amounts in the financial statements
and accompanying notes. Actual results could differ from those estimates.

New Accounting Pronouncements

In June 2009, the Financial Accounting Standards Board (FASB) issued Statement of Financial Accounting Standard
(SFAS) No. 168, The FASB Accounting Standards Codification and the Hierarchy of Generally Accepted
Accounting. SFAS 168 represents the last numbered standard to be issued by the FASB under the old
(pre-Codification) numbering system, and amends the GAAP hierarchy. On July 1, 2009, the FASB launched a new
FASB Codification (full name: the FASB Accounting Standards Codification™). The Codification will supersede
existing GAAP for nongovernmental entities. The implementation of this standard did not have any effect on the
Company’s consolidated financial statements.

In June 2009, the FASB issued SFAS No. 167, Amendments to FASB Interpretation No. 46(R). SFAS No. 167 is a
revision to FASB Interpretation No. 46 (Revised December 2003), Consolidation of Variable Interest Entities, and
changes how a reporting entity determines when an entity that is insufficiently capitalized or is not controlled through
voting (or similar rights) should be consolidated. The determination of whether a reporting entity is required to
consolidate another entity is based on, among other things, the other entity’s purpose and design and the reporting
entity’s ability to direct the activities of the other entity that most significantly impact the other entity’s economic
performance. SFAS No. 167 will require a reporting entity to provide additional disclosures about its involvement
with variable interest entities and any significant changes in risk exposure due to that involvement. A reporting entity
will be required to disclose how its involvement with a variable interest entity affects the reporting entity’s financial
statements. SFAS No. 167 will be effective at the start of a reporting entity’s first fiscal year beginning after November
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15, 2009, or January 1, 2010, for a calendar year-end entity. Early application is not permitted. The Company is
evaluating if the adoption of this standard will have a material impact on its financial statements.

In May 2009, the FASB issued SFAS No. 165, Subsequent Events. SFAS No. 165 incorporates into authoritative

accounting literature certain guidance that already existed within generally accepted auditing standards, but the rules

concerning recognition and disclosure of subsequent events will remain essentially unchanged. Subsequent events

guidance addresses events which occur after the balance sheet date but before the issuance of financial statements.

Under SFAS No. 165 as under current practice, an entity must record the effects of subsequent events that provide

evidence about conditions that existed at the balance sheet date and must disclose but not record the effects of
subsequent events which provide evidence about conditions that did not exist at the balance sheet date. The Company

adopted SFAS No. 165 and it did not have an impact on the Company’s consolidated financial statements. There were
no recognized or non-recognized subsequent events occurring after June 30, 2009 that required accounting or

disclosure in accordance with SFAS No. 165. Subsequent events were evaluated to August 14, 2009, the date the

financial statements of the Company were issued.
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In April 2009, the FASB issued FASB Staff Position (FSP) SFAS No. 141(R)-1, Accounting for Assets Acquired and
Liabilities Assumed in a Business Combination That Arise from Contingencies, to amend and clarify the initial
recognition and measurement, subsequent measurement and accounting, and related disclosures arising from
contingencies in a business combination under SFAS No. 141(R). Under the new guidance, assets acquired and
liabilities assumed in a business combination that arise from contingencies should be recognized at fair value on the
acquisition date if fair value can be determined during the measurement period. If fair value cannot be determined,
companies should typically account for the acquired contingencies using existing guidance. The implementation of
this standard did not have a material effect on the Company’s consolidated financial statements.

In April 2009, the FASB issued FASB Staff Position No. 157-4, Determining Fair Value When the Volume and Level
of Activity for the Asset or Liability Have Significantly Decreased and Identifying Transactions That Are Not Orderly
(FSP SFAS No. 157-4). This FSP:

e Affirms that the objective of fair value when the market for an asset is not active is the price that would be received
to sell the asset in an orderly transaction.

¢ (Clarifies and includes additional factors for determining whether there has been a significant decrease in
market activity for an asset when the market for that asset is not active.

¢ Eliminates the proposed presumption that all transactions are distressed (not orderly) unless proven otherwise. The
FSP instead requires an entity to base its conclusion about whether a transaction was not orderly on the weight of
the evidence.

¢ Includes an example that provides additional explanation on estimating fair value when the market activity for an
asset has declined significantly.

e Requires an entity to disclose a change in valuation technique (and the related inputs) resulting from the application
of the FSP and to quantify its effects, if practicable.

e Applies to all fair value measurements when appropriate.

FSP SFAS No. 157-4 must be applied prospectively and retrospective application is not permitted. FSP SFAS No.
157-4 is effective for interim and annual periods ending after June 15, 2009, with early adoption permitted for periods
ending after March 15, 2009. An entity early adopting FSP SFAS No. 157-4 must also early adopt FSP SFAS No.
115-2 and SFAS No. 124-2, Recognition and Presentation of Other-Than-Temporary Impairments. The
implementation of this standard did not have a material effect on the Company’s consolidated financial statements.

In April 2009, the FASB issued FSP SFAS No. 107-1 and Accounting Principles Board (APB) Opinion 28-1, Interim
Disclosures About Fair Value of Financial Instruments (FSP SFAS No. 107-1 and APB No. 28-1"). FSP SFAS
No. 107-1 and APB No. 28-1 amend SFAS No. 107, Disclosures About Fair Value of Financial Instruments, to
require disclosures about the fair value of financials in interim as well as in annual financial statements, and APB
No. 28,

14

26



Edgar Filing: DOR BIOPHARMA INC - Form 424B3

Interim Financial Reporting, to require those disclosures in all interim financial statements. FSP SFAS No. 107-1 and
APB No. 28-1 are effective for periods ending after June 15, 2009. The implementation of these standards did not
have a material effect on the Company’s consolidated financial statements.

Note 3. Intangible Assets

The following is a summary of intangible assets which consists of licenses and patents:

Weighted Average
Amortization Accumulated
Period (years) Cost Amortization Net Book Value
June 30, 2009
Licenses 11.5 $ 462,234 $ 152,210 $ 310,024
Patents 8.8 1,979,597 837,731 1,141,866
Total 9.3 $2,441,831 $989,941 $1,451,890
December 31,
2008
Licenses 11.7 $ 462,234 $ 142,994 $ 319,240
Patents 9.0 1,870,603 771,126 1,099,477
Total 9.5 $2,332,837 $914,120 $1,418,717

Amortization expense was $38,002 and $75,824 for the three and six ended June 30, 2009, respectively. Amortization
expense was $33,243 and $64,422 for the three and six months ended June 30, 2008, respectively.

Based on the balance of licenses and patents at June 30, 2009, the annual amortization expense for each of the
succeeding five years is estimated to be as follows:

Amortization Amount

2010 $ 160,000
2011 165,000
2012 170,000
2013 175,000
2014 180,000
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License fees and royalty payments are expensed annually as incurred as the Company does not attribute any future
benefits to them other than within that period.

Note 4. Income Taxes

Deferred tax assets consist of the following:
June 30, 2009 December 31, 2008

Net operating loss carry forwards $ 30,230,000 $ 26,300,000
Orphan drug and research and development credit 2,000,000 2,000,000
carry forwards

Other 3,300,000 3,300,000
Total 35,530,000 31,600,000
Valuation allowance ( 35,530,000) ( 31,600,000)

Net deferred tax assets $ - $ -

At December 31, 2008, the Company had net operating loss carry forwards (NOLs) of approximately $76,000,000 for
Federal and state tax purposes, portions of which are currently expiring each year until 2028. In addition, the
Company had $2,000,000 of various tax credits that start expiring from December 2009 to December 2028. The
Company may be able to utilize its NOLs to reduce future federal and state income tax liabilities. However, these
NOLs are subject to various limitations under Internal Revenue Code (IRC) Section 382. IRC Section 382 limits the
use of NOLs to the extent there has been an ownership change of more than 50 percentage points. In addition, the
NOL carryforwards are subject to examination by the taxing authority and could be adjusted or disallowed due to such
exams. Although the Company has not undergone an IRC Section 382 analysis, it is possible that the utilization of the
NOLSs may be limited.

The Company and one or more of its subsidiaries files income tax returns in the U.S. Federal jurisdiction, and various
state and local jurisdictions. The Company is no longer subject to income tax assessment for years before 2004.
However, since the Company has incurred net operating losses in every tax year since inception, all its income tax
returns are subject to examination by the Internal Revenue Service and state authorities for purposes of determining
the amount of net operating loss carryforward that can be used to reduce taxable income.

The net changes in the valuation allowance for six months ended June 30, 2009 and the year ended December 31,

2008 were an increase of approximately $3,900,000 and decrease of $1,600,000, respectively, resulting primarily from

net operating losses generated. As a result of the Company’s continuing tax losses, it has recorded a full valuation
allowance against its net deferred tax assets.

The Company has no tax provision for the periods ended June 30, 2009 and 2008 due to losses and full valuation
allowances against deferred tax assets.

Effective January 1, 2007, the Company adopted Financial Interpretation (FIN) No. 48, Accounting for Uncertainty in
Income Taxes — An Interpretation of FASB Statement No. 109. This interpretation prescribes a recognition threshold
and measurement attribute for the financial statement recognition and measurement of a tax position taken or expected
to be taken in a tax return. The implementation of this standard did not have a material effect on the Company’s
consolidated financial statements.

Note 5. Shareholders’ Equity

Preferred Stock
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The Company has 5,000,000 shares of preferred stock authorized, none of which are issued or outstanding.

16

29



Edgar Filing: DOR BIOPHARMA INC - Form 424B3

Common Stock
The following items represent transactions in the Company’s common stock for the six months ended June 30, 2009:

¢ In five separate transactions during the six months ended June 30, 2009, the Company issued an aggregate of
339,603 shares of common stock under its existing Fusion Capital equity facility. The Company received an
aggregate of $45,000 in proceeds which approximated the shares’ fair market value on the date of issuance.

e On March 6, 2009, the Company issued 2,500,000 shares of common stock pursuant to the $400,000 ($300,000 of
which was issued on this date) common stock equity investment agreement with its clinical trials management
partner, Numoda. These shares were priced at the then current market price of $0.12 per share. The remaining
$100,000 investment will be completed in January 2010 and will either be paid in cash or in 833,334 shares of
common if the market price falls below $0.12. The investment follows the collaboration between the Company and
Numoda announced on June 30, 2008 and represents partial payment by the Company under its collaboration
agreement. The Company recognized $400,000 of research and development costs during March 2009 as a result of
this transaction.

- On February 11, 2009, the Company entered into a collaboration and supply agreement with Sigma-Tau
for the commercialization of orBec®.In connection with the execution of the collaboration agreement, the
Company entered into a common stock purchase agreement with Sigma-Tau pursuant to which the
Company sold 25,000,000 shares of common stock to Sigma-Tau for $0.18 per share, representing an
aggregate price of $4,500,000. The purchase price was equal to one hundred fifty percent (150%) of the
average trading price of the Company’s common stock over the five trading days prior to February 11,
2009. As part of the transaction, the Company granted Sigma-Tau certain demand and piggy-back
registration rights.

e On January 20, 2009, the Company received $2,384,200 from the completed private placement of common stock
and warrants to accredited investors. Under the terms of the agreement, the Company sold 20,914,035 common
shares together with five year warrants to purchase up to 20,914,035 shares of the Company’s common stock at
$0.14 per share, for an aggregate price of $2,384,200, or $0.114 per share, representing a premium to the Company’s
common stock market price on the date of the agreements. The expiration date of the warrants can be accelerated if
the Company's common stock meets certain price thresholds and the Company would receive additional gross
proceeds of approximately $2,900,000 if they are all exercised.

In February 2008, the Company entered into a common stock purchase agreement with Fusion Capital Fund II, LLC
(“Fusion Capital”). The Fusion Capital equity facility allows the Company to require Fusion Capital to purchase
between $80,000 and $1.0 million of the Company’s common stock every two business days, up to an aggregate of
$8.0 million over approximately a 25-month period depending on certain conditions, including the quoted market
price of the Company’s common stock on such date. As part of the agreement, the Company issued Fusion Capital
1,275,000 shares of common stock as a commitment fee. In connection with the execution of the common stock
purchase agreement, Fusion Capital made an initial purchase of 2,777,778 common shares and received a four year
warrant to purchase 1,388,889 shares of common stock for $0.22 per share, representing an aggregate price of
$500,000. The Company issued an additional 75,000 shares of common stock as a commitment fee in connection with
this $500,000 purchase.

If the Company’s stock price exceeds $0.15, then the amount required to be purchased may be increased under certain
conditions as the price of the Company’s common stock increases. The Company cannot require Fusion Capital to
purchase any shares of the Company’s common stock on any trading days that the market price of the Company’s
common stock is less than $0.10 per share. Furthermore, for each additional purchase by Fusion, additional
commitment shares in commensurate amounts up to a total of 1,275,000
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shares will be issued based upon the relative proportion of purchases compared to the total commitment maximum of
18.5 million shares. The total issuance of common stock related to commitment shares for 2008 was 1,369,125 shares,
which were issued to Fusion Capital and consisted of 1,275,000 shares as a commitment fee, 75,000 shares as a
commitment fee for the $500,000 invested, and 19,125 shares for the commitment fee shares on the equity line draws
totaling $127,500.

During the year ended December 31, 2008, the Company issued 993,084 shares of common stock under the Fusion
Capital equity facility. In connection with these issuances the Company received $127,500 in proceeds which
approximated the shares’ fair market value on the dates of issuance.

Warrants

During 2009, the Company issued 1,200,000 warrants to purchase common stock shares to consultants in exchange
for their services. In January 2009, 50,000 warrants were issued to Strategic Outsourcing Solutions, LLC which had
an exercise price of $0.10. In February 2009, 1,000,000 warrants were issued to George B. McDonald, M.D. which
had an exercise price of $0.11. In June 2009, 150,000 warrants were issued to Griffin Securities Inc. which had an
exercise price of $0.198. Expense charges of $37,485 and $127,712 were recorded during the three and six months
ended June 30, 2009, respectively.

Note 6. Commitments and Contingencies

The Company has commitments of approximately $4.1 million at June 30, 2009 in connection with a collaboration

agreement with Numoda for the execution of our upcoming confirmatory, Phase 3 clinical trial of orBec® that will begin
in second half of 2009 and is expected to continue through second half of 2010.

The Company has several licensing agreements with consultants and universities, which upon clinical or
commercialization success may require the payment of milestones and/or royalties if and when achieved. However,
there can be no assurance that clinical or commercialization success will occur.

On March 4, 2007, the Company entered into an investment banking agreement with RBC Capital Markets
(“RBC”). As aresult of the Company’s transactions with Sigma-Tau, RBC claims that it is entitled to certain
compensation under such agreement up to $1.6 million. The Company disputes that RBC is entitled to any
compensation for the Sigma-Tau transactions and will vigorously defend any lawsuit filed by RBC.

On February 2007, the Company’s Board of Directors authorized the issuance of the following shares to Dr. Schaber,
Mr. Myrianthopoulos, Dr. Brey and certain other employees and a consultant, upon the completion of a transaction, or
series or a combination of related transactions negotiated by the Company’s Board of Directors whereby, directly or
indirectly, a majority of the Company’s capital stock or a majority of its assets are transferred from the Company
and/or its stockholders to a third party: 1,000,000 common shares to Dr. Schaber; 750,000 common shares to Mr.
Myrianthopoulos; 200,000 common shares to Dr. Brey; and 450,000 common shares to employees and a consultant
shall be issued.

Employees with employment contracts have severance agreements that will provide separation benefits from the
Company if they are involuntarily separated from employment.
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Note 7. Business Segments

The Company maintains two active business segments: BioTherapeutics