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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-Q

(Mark One)

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

For the quarterly period ended March 31, 2012

OR

¨ 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 000-17758

EMISPHERE TECHNOLOGIES, INC.
(Exact name of registrant as specified in its charter)
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DELAWARE 13-3306985
(State or jurisdiction of

incorporation or organization)

(I.R.S. Employer

Identification Number)

240 Cedar Knolls Rd, Suite 200

Cedar Knolls, NJ 07927
(Address of principal executive offices) (Zip Code)

(973) 532-8000

(Registrant�s telephone number, including area code)

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

Indicate by check mark whether the registrant has submitted 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  x    No  ¨

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

Large accelerated filer ¨ Accelerated filer ¨

Non-accelerated filer ¨  (Do not check if a smaller reporting company) Smaller reporting company x
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act.)    Yes  ¨    No  x

The number of shares of the Registrant�s common stock, $.01 par value, outstanding as of May 1, 2012 was 60,687,478.
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PART I

ITEM 1. FINANCIAL STATEMENTS

EMISPHERE TECHNOLOGIES, INC.

CONDENSED BALANCE SHEETS

March 31, 2012 and December 31, 2011

(in thousands, except share and per share data)

March 31,
2012

December 31,
2011

(unaudited)
Assets:
Current assets:
Cash and cash equivalents $ 3,206 $ 3,069
Accounts receivable, net 4 22
Inventories 258 258
Prepaid expenses and other current assets 510 581

Total current assets 3,978 3,930
Equipment and leasehold improvements, net 37 44
Restricted cash 247 247

Total assets $ 4,262 $ 4,221

Liabilities and Stockholders� Deficit:
Current liabilities
Accounts payable and accrued expenses $ 1,061 $ 894
Notes payable related party, including accrued interest and net of related discount 27,653 26,016
Derivative instruments:
Related party 7,512 9,371
Others 1,576 828
Other current liabilities 36 42

Total current liabilities 37,838 37,151
Deferred revenue 31,606 31,593
Deferred lease liability and other liabilities �  4

Total liabilities 69,444 68,748

Stockholders� deficit:
Preferred stock, $.01 par value; authorized 1,000,000 shares; none issued and outstanding �  �  
Common stock, $.01 par value; authorized 100,000,000 shares; issued 60,977,210 shares (60,687,478
outstanding) as of March 31, 2012 and December 31, 2011 610 610
Additional paid-in-capital 404,788 404,707
Accumulated deficit (466,628) (465,892) 
Common stock held in treasury, at cost; 289,732 shares (3,952) (3,952) 

Total stockholders� deficit (65,182) (64,527) 
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Total liabilities and stockholders� deficit $ 4,262 $ 4,221

The accompanying notes are an integral part of the financial statements.
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EMISPHERE TECHNOLOGIES, INC.

CONDENSED STATEMENT OF OPERATIONS

For the three months ended March 31, 2012 and 2011

(in thousands, except share and per share data)

(unaudited)

For the three months ended
March 31,

2012 2011
Net Sales $ �  $ �  

Costs and expenses:
Research and development 412 529
General and administrative 1,346 1,451
Depreciation and amortization 7 70

Total costs and expenses 1,765 2,050

Operating loss (1,765) (2,050) 

Other non-operating income (expense):
Other income 1,556 23
Change in fair value of derivative instruments
Related party 1,859 11,736
Other (748) 2,581
Interest expense
Related party (1,638) (1,280) 
Other �  (11) 

Total other non-operating income 1,029 13,049

Net income (loss) $ (736) $ 10,999

Net income (loss) per share, basic $ (0.01) $ 0.21
Net income (loss) per share, diluted $ (0.01) $ 0.19
Weighted average shares outstanding, basic 60,687,478 52,051,602
Weighted average shares outstanding, diluted 60,687,478 56,753,815

The accompanying notes are an integral part of the financial statements.
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EMISPHERE TECHNOLOGIES, INC.

CONDENSED STATEMENTS OF CASH FLOWS

For the three months ended March 31, 2012 and 2011

(in thousands)

(unaudited)

For the three months ended
March 31,

2012 2011
Cash flows from operating activities:
Net income (loss) $ (736) $ 10,999

Adjustments to reconcile net income (loss) to net cash provided by (used) in operating activities:
Depreciation 7 10
Amortization �  60
Change in fair value of derivative instruments (1,111) (14,317) 
Non-cash interest expense 1,638 1,279
Non-cash compensation expense 81 86
Changes in assets and liabilities excluding non-cash transactions:
Decrease in accounts receivable 18 1
Decrease (increase) in inventory �  �  
Decrease (increase) in prepaid expenses and other current assets 71 (43) 
Increase in deferred revenue 13 14
Increase (decrease) in accounts payable and accrued expenses 167 (1,980) 
(Decrease) increase in other current liabilities (7) 2
Decrease in deferred lease liability (4) (10) 
Decrease in restructuring accrual �  (150) 

Total adjustments 873 (15,048) 

Net cash provided by (used in) operating activities 137 (4,049) 
Cash flows provided by financing activities Exercise of warrants �  236

Net cash provided by financing activities �  236

Net increase (decrease) in cash and cash equivalents 137 (3,813) 
Cash and cash equivalents, beginning of period 3,069 5,326

Cash and cash equivalents, end of period 3,206 $ 1,513

Schedule of non-cash financing activities
Reclassification of derivative liability to equity upon exercise of warrants $ �  $ 349

The accompanying notes are an integral part of the financial statements.
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EMISPHERE TECHNOLOGIES, INC.

NOTES TO CONDENSED FINANCIAL STATEMENTS

1. Nature of Operations and Liquidity

Nature of Operations. Emisphere Technologies, Inc. (�Emisphere,� �the Company,� �our,� �us,� or �we�) is a biopharmaceutical company that focuses on
a unique and improved delivery of therapeutic molecules or nutritional supplements using its Eligen® Technology. These molecules are
currently available or are under development.

Our core business strategy is to develop oral forms of drugs or nutrients that are not currently available or have poor bioavailability in oral form,
by applying the Eligen® Technology to those drugs or nutrients. Our development efforts are conducted internally or in collaboration with
corporate development partners. Typically, the drugs that we target are at an advanced stage of development, or have already received regulatory
approval, and are currently available on the market.

Liquidity. As of March 31, 2012, we had approximately $3.2 million in cash and cash equivalents, approximately $33.9 million in working
capital deficiency, a stockholders� deficit of approximately $65.2 million and an accumulated deficit of approximately $466.6 million. Our
operating loss for the three months ended March 31, 2012 was approximately $1.8 million. We anticipate that our existing capital resources will
enable us to continue operations through September 26, 2012, at which time the MHR Convertible Notes (as defined below) come due, or earlier
if unforeseen events or circumstances arise that negatively affect our liquidity.

We have limited capital resources and operations to date have been funded with the proceeds from collaborative research agreements, public and
private equity and debt financings and income earned on investments. We anticipate that we will continue to generate significant losses from
operations for the foreseeable future, and that our business will require substantial additional investment that we have not yet secured. Further,
we have significant future commitments and obligations. On September 26, 2005, we executed a Senior Secured Loan Agreement (the �Loan
Agreement�) with MHR Fund Management, LLC and entities affiliated with it (collectively, �MHR�). The Loan Agreement, as amended, provides
for a seven year, $15 million secured loan from MHR to us at an interest rate of 11% (the �Loan�). Under the Loan Agreement, MHR requested,
and on May 16, 2006 we effected, the exchange of the Loan for 11% senior secured convertible notes (the �MHR Convertible Notes�) with
substantially the same terms as the Loan Agreement, except that the MHR Convertible Notes are convertible, at the sole discretion of MHR or
any assignee thereof, into shares of our common stock at a price per share of $3.78. Interest will be payable in the form of additional MHR
Convertible Notes. The MHR Convertible Notes are secured by a first priority lien in favor of MHR on substantially all of our assets.

As of March 31, 2012, the book value of MHR Convertible Notes outstanding including principal, interest and discount for warrant purchase
option and embedded conversion features is $27.1 million. The amount payable at maturity will be approximately $30.5 million. The MHR
Convertible Notes are secured by a first priority lien in favor of MHR on substantially all of our assets, and provide for certain events of default
including, among other things, failure to perfect liens in favor of MHR created by the transaction, failure to observe any covenant or agreement,
failure to maintain the listing and trading of our common stock, sale of a substantial portion of our assets, merger with another entity without the
prior consent of MHR, or the occurrence of any governmental action that renders us unable to honor or perform our obligations under the MHR
Convertible Notes or results in a material adverse effect on our operations. If an event of default occurs, the MHR Convertible Notes provide for
the immediate repayment of the Notes and certain additional amounts as set forth in the MHR Convertible Notes. On September 26, 2012, the
maturity date of the MHR Convertible Notes, or earlier if an event of default occurs, if we are unable to make the required payments, the
resulting default would enable MHR to foreclose on all of our assets. Any of the foregoing events would have a material adverse effect on our
business and on the value of our stockholders� investments in our common stock. We currently have a waiver from MHR for failure to perfect
liens on certain intellectual property rights through September 26, 2012.

In addition to funding required to meet our obligations under the MHR Convertible notes, we expect to continue to spend substantial amounts on
research and development, including amounts spent on conducting clinical trials for our product candidates. Further, we do not have sufficient
resources to develop fully any new products or technologies unless we are able to raise substantial additional financing on acceptable terms or
secure funds from new or existing partners. We cannot assure that financing will be available on favorable terms or at all. Additionally, these
conditions may increase the cost to raise capital. If additional capital is raised through the sale of equity or convertible debt securities, the
issuance of such securities would result in dilution to our existing stockholders. Our failure to raise capital when needed would adversely affect
our business, financial condition and results of operations, and could force us to reduce or cease our operations. These conditions raise
substantial doubt about our ability to continue as a going concern. Consequently, the audit reports prepared by our independent registered public
accounting firm relating to our financial statements for
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the years ended December 31, 2011, 2010 and 2009 include an explanatory paragraph expressing the substantial doubt about our ability to
continue as a going concern. If we fail to raise additional capital or obtain substantial cash inflows from existing partners prior to September 26,
2012, we could be forced to cease operations.

2. Basis of Presentation

The condensed balance sheet at December 31, 2011 was derived from audited financial statements but does not include all disclosures required
by accounting principles generally accepted in the United States of America. The other information in these condensed financial statements is
unaudited but, in the opinion of management, reflects all adjustments necessary for a fair presentation of the results for the periods covered. All
such adjustments are of a normal recurring nature unless disclosed otherwise. These condensed financial statements, including notes, have been
prepared in accordance with the applicable rules of the Securities and Exchange Commission and do not include all of the information and
disclosures required by accounting principles generally accepted in the United States of America for complete financial statements. These
condensed financial statements should be read in conjunction with the financial statements and additional information as contained in our
Annual Report on Form 10-K for the year ended December 31, 2011.

3. Stock-Based Compensation Plans

On April 20, 2007, the stockholders of the Company approved the 2007 Stock Award and Incentive Plan (the �2007 Plan�). The 2007 Plan
provides for grants of options, stock appreciation rights, restricted stock, deferred stock, bonus stock and awards in lieu of obligations, dividend
equivalents, other stock-based awards and performance awards to executive officers and other employees of the Company, and non-employee
directors, consultants and others who provide substantial service to us. The 2007 Plan provides for the issuance of an aggregate 3,275,334 shares
as follows: 2,500,000 new shares, 374,264 shares remaining and transferred from the Company�s 2000 Stock Option Plan (the �2000 Plan�) (which
was then replaced by the 2007 Plan) and 401,070 shares remaining and transferred from the Company�s Stock Option Plan for Outside Directors
(the �Directors Stock Plan�). In addition, shares canceled, expired, forfeited, settled in cash, settled by delivery of fewer shares than the number
underlying the award, or otherwise terminated under the 2000 Plan will become available for issuance under the 2007 Plan.

As of March 31, 2012, shares available for future grants under the plans amounted to 1,303,448.

Total compensation expense recorded during the three months ended March 31, 2012 for share-based payment awards was $0.08 million, of
which $0.02 million is included in research and development and $0.06 million is included in general and administrative expenses in the
condensed statement of operations for the three months ended March 31, 2012. At March 31, 2012, total unrecognized estimated compensation
expense related to non-vested stock options granted prior to that date was $0.4 million, which is expected to be recognized over a
weighted-average period of approximately two years. No options were exercised in the three months ended March 31, 2012 and March 31, 2011,
respectively. No tax benefit was realized due to a continued pattern of operating losses.

During the three months ended March 31, 2012, the Company granted 100,000 options as follows: 50,000 options each to two new members of
the Board of Directors.

4. Inventories

Inventories are stated at the lower of cost or market determined by the first in, first out method. Inventories consist principally of work in process
at March 31, 2012 and December 31, 2011.

5. Prepaid Expenses and Other Current Assets

Prepaid expenses and other current assets consist of the following:

March 31,
2012

December 31,
2011

(in thousands)
Prepaid corporate insurance $ 72 $ 35
Deposit on inventory 399 420
Prepaid expenses and other current assets 39 126
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6. Fixed Assets

Equipment and leasehold improvements, net, consists of the following:

Useful Lives
in Years

March 31,
2012

December 31,
2011

(in thousands)
Equipment 3-7 $ 1,370 $ 1,370
Leasehold improvements Term of lease 61 61

1,431 1,431
Less, accumulated depreciation and amortization 1,394 1,387

Equipment and leasehold improvements, net $ 37 $ 44

7. Accounts Payable and Accrued Expenses

Accounts payable and accrued expenses consist of the following:

March 31,
2012

December 31,
2011

(In thousands)
Accounts payable and other accrued expenses $ 687 $ 318
Accrued legal, professional fees and other 311 513
Accrued vacation 49 24
Clinical trial expenses and contract research 14 39

$ 1,061 $ 894

8. Notes Payable

Notes payable consist of the following:

March 31
2012

December 31,
2011

(in thousands)
MHR Convertible Notes $ 27,064 $ 25,441
MHR Promissory Notes 589 575

$ 27,653 $ 26,016

MHR Convertible Notes. On September 26, 2005, we received net proceeds of approximately $12.9 million under a $15 million secured loan
agreement (the �Loan Agreement�) executed with MHR Fund Management LLC (together with its affiliates, �MHR�). Under the Loan Agreement,
MHR requested, and on May 16, 2006, we effected, the exchange of the loan from MHR for senior secured convertible notes (the �MHR
Convertible Notes�) with substantially the same terms as the Loan Agreement, except that the MHR Convertible Notes are convertible, at the sole
discretion of MHR, into shares of our common stock at a price per share of $3.78. As of March 31, 2012, the MHR Convertible Notes were
convertible into 7,654,698 shares of our common stock. The MHR Convertible Notes are due on September 26, 2012, bear interest at 11% and
are collateralized by a first priority lien in favor of MHR on substantially all of our assets. Interest is payable in the form of additional MHR
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Convertible Notes rather than in cash. Effective September 27, 2011, the MHR Convertible Notes were reclassified as a short term liability in
accordance with their September 26, 2012 maturity date.

In connection with the Loan Agreement, we amended MHR�s previously existing warrants to purchase 387,374 shares of common stock (�MHR
2005 Warrants�) to provide additional anti-dilution protection. We also granted MHR the option (�MHR Option�) to purchase warrants for up to
617,211 shares of our common stock. The MHR Option was exercised during April 2006 whereby MHR acquired 617,211 warrants (�MHR 2006
Warrants�) to acquire an equal number of shares of common stock. The exercise price for the MHR Option was $0.01 per warrant for the first
67,084 warrants and $1.00 per warrant for each additional warrant. The MHR 2006 Warrants expired September 26, 2011.

Total issuance costs associated with the Loan Agreement were $2.1 million, of which $1.9 million were allocated to the MHR Convertible
Notes, and $0.2 million were allocated to the related derivative instruments. Of the $1.9 million allocated to the MHR Convertible Notes, $1.4
million represents reimbursement of MHR�s legal fees and $0.5 million represents our legal and other transaction costs. The $1.4 million paid on
behalf of the lender has been recorded as a reduction of the face value of the note, while the $0.5 million of our costs has been recorded as
deferred financing costs.
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The MHR Convertible Notes provide MHR with the right to require us to redeem the notes in the event of a change in control. The change in
control redemption feature has been determined to be an embedded derivative instrument which must be separated from the host contract. For
the year ended December 31, 2006, the fair value of the change in control redemption feature was estimated using a combination of a put option
model for the penalties and the Black-Scholes model for the conversion option that would exist under the MHR Convertible Notes. The estimate
resulted in a value that was de minimis and, therefore, no separate liability was recorded. Changes in the assumptions used to estimate the fair
value of this derivative instrument, in particular the probability that a change in control will occur, could result in a material change to the fair
value of the instrument. For the three months ended March 31, 2012 and for the years ended December 31, 2011, 2010 and 2009, management
determined the probability of exercise of the right due to change in control to be remote. The fair value of the change in control redemption
feature is de minimis.

In connection with the MHR Convertible Notes financing, the Company agreed to appoint a representative of MHR (�MHR Nominee�) and
another person (the �Mutual Director�) to its Board of Directors. Further, the Company agreed to amend, and in January 2006 did amend, its
certificate of incorporation to provide for continuity of the MHR Nominee and the Mutual Nominee on the Board, as described therein, so long
as MHR holds at least 2% of the outstanding common stock of the Company.

The MHR Convertible Notes provide for various events of default including the failure to perfect any of the liens in favor of MHR, failure to
observe any covenant or agreement, failure to maintain the listing and trading of our common stock, sale of a substantial portion of our assets,
merger with another entity without the prior consent of MHR, or any governmental action that renders us unable to honor or perform our
obligations under the Loan Agreement or results in a material adverse effect on our operations. If an event of default occurs, the MHR
Convertible Notes provide for the immediate repayment and certain additional amounts as set forth in the MHR Convertible Notes. We currently
have a waiver from MHR for failure to perfect liens on certain intellectual property rights through September 26, 2012.

Effective January 1, 2009, the Company adopted the provisions of the Financial Accounting Standards Board (�FASB�) Accounting Codification
Topic 815-40-15-5, Evaluating Whether an Instrument Involving a Contingency is Considered Indexed to an Entity�s Own Stock (�FASB ASC
815-40-15-5�). Under FASB ASC 815-40-15-5, the conversion feature embedded in the MHR Convertible Notes have been bifurcated from the
host contract and accounted for separately as a derivative. The bifurcation of the embedded derivative increased the amount of debt discount
thereby reducing the book value of the MHR Convertible Notes and increasing prospectively the amount of interest expense to be recognized
over the life of the MHR Convertible Notes using the effective yield method.

As consideration for its consent and limitation of rights in connection with the Master Agreement and Amendment by and between the Company
and its research collaboration partner Novartis Pharma AG (�Novartis�) dated as of June 4, 2010 (the �Novartis Agreement�), the Company granted
MHR warrants to purchase 865,000 shares of its common stock (the �June 2010 MHR Warrants�) under the MHR Letter Agreement (as defined
below). The Company estimated the fair value of the June 2010 MHR Warrants on the date of grant using Black-Scholes models to be $1.9
million. The Company determined that the resulting modification of the MHR Convertible Notes was substantial in accordance with FASB ASC
470-50, �Modifications and Extinguishments.� As such, the modification of the MHR Convertible Notes was accounted for as an
extinguishment and restructuring of the debt, and the warrants issued to MHR were expensed as a financing fee. The fair value of the MHR
Convertible Notes as of June 4, 2010 was estimated by calculating the present value of future cash flows discounted at a market rate of return for
comparable debt instruments to be $17.2 million. The Company recognized a loss on extinguishment of debt in the amount of $17.0 million
which represented the difference between the net carrying amount of the MHR Convertible Notes and their fair value as of the date of the
Novartis Agreement and the MHR Letter Agreement.

The book value of the MHR Convertible Notes is comprised of the following:

March 31,
2012

December 31,
2011

(in thousands)
Face Value of the notes (including accrued interest) $ 28,935 $ 28,153
Discount (related to the warrant purchase option and embedded
conversion feature) (1,871) (2,712) 

$ 27,064 $ 25,441

2010 MHR Promissory Notes. In connection with the Novartis Agreement, the Company and MHR entered into a letter agreement (the �MHR
Letter Agreement�), and MHR, the Company and Novartis entered into a non-disturbance agreement (the �Non-
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Disturbance Agreement�), which was a condition to Novartis� execution of the Novartis Agreement. Pursuant to the MHR Letter Agreement,
MHR agreed to limit certain rights and courses of action that it would have available to it as a secured party under the Senior Secured Term
Loan Agreement and Pledge and Security Agreement (�Loan and Security Agreement�) between MHR and the Company. MHR also consented to
the Novartis Agreement, which consent was required under the Loan and Security Agreement, and MHR also agreed to enter into a comparable
agreement at some point in the future in connection with another potential Company transaction (the �Future Transaction Agreement�). The MHR
Letter Agreement also provided for the Company to reimburse MHR for its legal fees incurred in connection with the Non-Disturbance
Agreement for up to $500,000 and up to $100,000 in legal expenses incurred by MHR in connection with the Future Transaction Agreement.
The reimbursements were to be paid in the form of non-interest bearing promissory notes issued on the effective date of the MHR Letter
Agreement. As such, the Company issued to MHR non-interest promissory notes for $500,000 and $100,000 on June 8, 2010 (collectively, the
�2010 MHR Promissory Notes�). The Company received documentation that MHR expended more than the $500,000 of legal fees in connection
with the Non-Disturbance Agreement and $100,000 of legal fees in connection with the Future Transaction Agreement, and, consequently,
recorded the issuance of the 2010 MHR Promissory Notes and a corresponding charge to financing expenses. The 2010 MHR Promissory Notes
are due June 4, 2012. The Company imputed interest at its incremental borrowing rate of 10%, and discounted the face amounts of the 2010
MHR Promissory Notes. As of March 31, 2012, the unamortized discount of the $500,000 and $100,000 promissory notes are $8,800 and
$1,800, respectively.

9. Derivative Instruments

Derivative instruments consist of the following:

March 31,
2012

December 31,
2011

(in thousands)
MHR Convertible Note $ 4,172 7,367
August 2007 Warrants 29 12
August 2009 Warrants 1,020 540
June 2010 MHR Warrants 207 351
August 2010 Warrants 1,390 735
August 2010 MHR Waiver Warrants 267 142
July 2011 Warrants 1,770 929
July 2011 MHR Waiver Warrants 233 123

$ 9,088 $ 10,199

The fair value of the warrants that have exercise price reset features is estimated using an adjusted Black-Scholes model. The Company
computes valuations each quarter, using Black-Scholes model calculations for such warrants to account for the various possibilities that could
occur due to various circumstances that could arise in connection with the contractual terms of said instruments. The Company weights each
Black-Scholes model calculation based on its estimation of the likelihood of the occurrence of each circumstance and adjusts relevant
Black-Scholes model inputs to calculate the value of the derivative at the reporting date.

Embedded Conversion Feature of MHR Convertible Notes. The MHR Convertible Notes contain a provision whereby the conversion price is
adjustable upon the occurrence of certain events, including the issuance by Emisphere of common stock or common stock equivalents at a price
which is lower than the current conversion price of the MHR Convertible Notes and lower than the current market price. However, the
adjustment provision does not become effective until after the Company raises $10 million through the issuance of common stock or common
stock equivalents at a price which is lower than the current conversion price of the convertible note and lower than the current market price
during any consecutive 24 month period. Under FASB ASC 815-40-15-5, the embedded conversion feature is not considered indexed to the
Company�s own stock and, therefore, does not meet the scope exception in FASB ASC 815-10-15 and thus needs to be accounted for as a
derivative liability. The liability has been presented as a current liability as of March 31, 2012 and December 31, 2011 to correspond with its
host contract, the MHR Convertible Notes. The fair value of the embedded conversion feature is estimated, at the end of each quarterly reporting
period. The assumptions used in computing the fair value as of March 31, 2012 are a closing stock price of $0.38, conversion prices of $3.78 and
$0.38, expected volatility of 259.06% over the remaining term of six months and a risk free rate of 0.15% The fair value of the embedded
conversion feature decreased by $3.2 million for the quarter ended March 31, 2012 which has been recognized in the accompanying statements
of operations. The embedded conversion feature will be adjusted to estimated fair value for each future period they remain outstanding. See Note
8 for a further discussion of the MHR Convertible Notes.
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August 2007 Warrants. In connection with an equity financing in August 2007 (the �August 2007 Financing�), Emisphere sold warrants to
purchase up to 400,000 shares of common stock (the �August 2007 Warrants�). Of these 400,000 warrants, 91,073 were sold to MHR. Each of the
August 2007 Warrants were issued with an exercise price of $3.948 and expire on August 21, 2012. The August 2007 Warrants provide for
certain anti-dilution protection as provided therein. Under the terms of the August 2007 Warrants, we have an obligation to make a cash payment
to the holders of the August 2007 Warrants for any gain that could have been realized if the holders exercise the August 2007 Warrants and we
subsequently fail to deliver a certificate representing the shares to be issued upon such exercise by the third trading day after such August 2007
Warrants have been exercised. Accordingly, the August 2007 Warrants have been accounted for as a liability. The fair value of the warrants is
estimated, at the end of each quarterly reporting period, using the Black-Scholes model. The assumptions used in computing the fair value as of
March 31, 2012 are a closing stock price of $0.38, expected volatility of 284.19% over the remaining term of five months and a risk-free rate of
0.07%.The fair value of the August 2007 Warrants increased $0.02 million for the three months ended March 31, 2012, which has been
recognized in the accompanying statements of operations. The August 2007 Warrants will be adjusted to estimated fair value for each future
period they remain outstanding.

August 2009 Warrants. In connection with an equity financing in August 2009 (the �August 2009 Financing�), Emisphere sold warrants to
purchase 6.4 million shares of common stock to MHR (3.7 million) and other unrelated investors (2.7 million) (the �August 2009 Warrants�). The
August 2009 Warrants were issued with an exercise price of $0.70 and expire on August 21, 2014. Under the terms of the August 2009
Warrants, we have an obligation to make a cash payment to the holders of the August 2009 Warrants for any gain that could have been realized
if the holders exercise the August 2009 Warrants and we subsequently fail to deliver a certificate representing the shares to be issued upon such
exercise by the third trading day after such August 2009 Warrants have been exercised. Accordingly, the August 2009 Warrants have been
accounted for as a liability. The fair value of the August 2009 Warrants is estimated, at the end of each quarterly reporting period, using the
Black-Scholes model. The assumptions used in computing the fair value as of March 31, 2012 are a closing stock price of $0.38, expected
volatility of 161.71% over the remaining term of two years and five months and a risk-free rate of 0.33%. The fair value of the August 2009
Warrants increased $0.5 million for the three months ended March 31, 2012, which has been recognized in the accompanying statements of
operations. The warrants will be adjusted to estimated fair value for each future period they remain outstanding. During the year ended
December 31, 2010, the unrelated investors exercised their warrants to purchase up to 2,685,714 million shares of the Company�s common stock
at an exercise price of $0.70, using the �cashless exercise� provision. After these cashless exercises, warrants to purchase up to 3,729,323 shares of
common stock, in the aggregate, remain outstanding.

June 2010 MHR Warrants. As consideration for its consent and limitation of rights in connection with the Novartis Agreement, the Company
granted MHR warrants to purchase 865,000 shares of its common stock under the MHR Letter Agreement. The June 2010 MHR Warrants are
exercisable at $2.90 per share and will expire on August 21, 2014. The June 2010 MHR Warrants provide for certain anti-dilution protection as
provided therein. We have an obligation to make a cash payment to the holders of the warrants for any gain that could have been realized if the
holders exercise the June 2010 MHR Warrants and we subsequently fail to deliver a certificate representing the shares to be issued upon such
exercise by the third trading day after such June 2010 MHR Warrants have been exercised. Additionally, the exercise price is adjustable upon
the occurrence of certain events, including the issuance by Emisphere of common stock or common stock equivalents at a price which is lower
than the current exercise price of the June 2010 MHR Warrants and lower than the current market price. However, the adjustment provision does
not become effective until after the Company raises $10 million through the issuance of common stock or common stock equivalents at a price
which is lower than the current conversion price of the convertible note and lower than the current market price during any consecutive 24
month period Under FASB ASC 815-40-15-5, the June 2010 MHR Warrants are not considered indexed to the Company�s own stock and,
therefore, do not meet the scope exception in FASB ASC 815-10-15 and thus needs to be accounted for as a derivative liability. The fair value of
the June 2010 MHR Warrants is estimated at the end of each quarterly reporting period. The assumptions used in computing the fair value of the
June 2010 MHR Warrants as of March 31, 2012 are a closing stock price of $0.38, exercise prices of $0.38 and $2.90, expected volatility of
161.71%, over the remaining term of two years and five months and a risk-free rate of 0.33%. The fair value of the June 2010 MHR Warrants
decreased by $0.14 million for the quarter ended March 31, 2012 which has been recognized in the accompanying statements of operations. The
June 2010 MHR Warrants will be adjusted to estimated fair value for each future period they remain outstanding.

August 2010 Warrants. In connection with the August 2010 Financing, Emisphere sold warrants to purchase 5.2 million shares of common
stock to MHR (2.6 million) and other unrelated investors (2.6 million) (the �August 2010 Warrants�). The August 2010 Warrants were issued with
an exercise price of $1.26 and expire on August 26, 2015. Under the terms of the August 2010 Warrants, we have an obligation to make a cash
payment to the holders of the August 2010 Warrants for any gain that could have been realized if the holders exercise the August 2010 Warrants
and we subsequently fail to deliver a certificate representing the shares to be issued upon such exercise by the third trading day after such August
2010 Warrants have been exercised. Accordingly, the August 2010 Warrants have been accounted for as a liability. The fair value of the
warrants is estimated, at the end of each quarterly reporting
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period, using the Black-Scholes model. On January 12, 2011, one of the unrelated investors notified the Company of its intention to exercise
0.2 million warrants. The Company received proceeds of $0.2 million from the exercise of these warrants. The Company calculated the fair
value of the 0.2 million exercised warrants on January 12, 2011 using the Black-Scholes option pricing model. The assumptions used in
computing the fair value as of January 12, 2011 are a closing stock price of $2.25, expected volatility of 107.30% over the remaining contractual
life of four years and seven months and a risk-free rate of 1.99%. The fair value of the 0.2 million exercised warrants decreased by
approximately $28,000 for the period from January 1, 2011 through January 12, 2011, which has been recognized in the accompanying
statements of operations. The assumptions used in computing the fair value of the remaining August 2010 Warrants as of March 31, 2012 are a
closing stock price of $0.38, exercise price of $1.26, expected volatility of 151.43% over the remaining term of three years and five months, and
a risk-free rate of 0.51%. The fair value of the August 2010 Warrants increased by $0.7 million for the three months ended March 31, 2012,
which has been recognized in the accompanying statements of operations. The August 2010 Warrants will be adjusted to estimated fair value for
each future period they remain outstanding.

August 2010 MHR Waiver Warrants. In connection with the August 2010 Financing, the Company entered into a waiver agreement with
MHR, pursuant to which MHR waived certain anti-dilution adjustment rights under the MHR Convertible Notes and certain warrants issued by
the Company to MHR that would otherwise have been triggered by the August 2010 Financing. As consideration for such waiver, the Company
issued to MHR warrants to purchase 975,000 shares of its common stock (the �August 2010 MHR Waiver Warrants�). The August 2010 MHR
Waiver Warrants are in the same form of warrant as the August 2010 Warrants issued to MHR as part of the August 2010 Financing described
above. Accordingly, the August 2010 MHR Waiver Warrants have been accounted for as a liability. The fair value of the August 2010 Waiver
Warrants is estimated, at the end of each quarterly reporting period, using Black-Scholes models. The Company estimated the fair value of the
warrants on the date of grant using Black-Scholes models to be $0.8 million. The assumptions used in computing the fair value of the August
2010 MHR Waiver Warrants at March 31, 2012 are a closing stock price of $0.38, exercise price of $1.26, expected volatility of 151.43% over
the term of three years and five months, and a risk free rate of 0.51%. The fair value of the August 2010 MHR Waiver Warrants increased by
$0.1 million for the three months ended March 31, 2012, and the increase has been recognized in the accompanying statements of operations.
The August 2010 MHR Waiver Warrants will be adjusted to estimated fair value for each future period they remain outstanding.

July 2011 Warrants. In connection with the July 2011 Financing, Emisphere sold warrants to purchase 6.02 million shares of common stock to
MHR (3.01 million) and other unrelated investors (3.01 million) (the �July 2011 Warrants�). The July 2011 Warrants were issued with an exercise
price of $1.09 and expire on July 6, 2016. Under the terms of the July 2011 Warrants, we have an obligation to make a cash payment to the
holders of the July 2011 Warrants for any gain that could have been realized if the holders exercise the July 2011 Warrants and we subsequently
fail to deliver a certificate representing the shares to be issued upon such exercise by the third trading day after such July 2011 Warrants have
been exercised. Accordingly, the July 2011 Warrants have been accounted for as a liability. The fair value of the July 2011 Warrants is
estimated, at the end of each quarterly reporting period, using Black-Scholes models. The Company estimated the fair value of the warrants as of
the date of grant using Black-Scholes models to be $4.5 million. The assumptions used in computing the fair value of the July 2011 Warrants as
of March 31, 2012 are a closing stock price of $0.38, exercise price of $1.09, expected volatility of 142.26% over the remaining term of four
years and four months, and a risk-free rate of 1.04%. The fair value of the July 2011 Warrants increased by $0.8 million for the three months
ended March 31, 2012, and the fluctuation has been recorded in the statements of operations.

July 2011 MHR Waiver Warrants. In connection with the July 2011 Financing, the Company entered into a waiver agreement with MHR,
pursuant to which MHR waived certain anti-dilution adjustment rights under the MHR Convertible Notes and certain warrants issued by the
Company to MHR that would otherwise have been triggered by the July 2011 Financing. As consideration for such waiver, the Company issued
to MHR warrants to purchase 795,000 shares of its common stock (the �July 2011 MHR Waiver Warrants�). The July 2011 MHR Waiver
Warrants are in the same form of warrant as the July 2011 Warrants issued to MHR described above. Accordingly, the July 2011 MHR Waiver
Warrants have been accounted for as a liability. The fair value of the July 2011 MHR Waiver Warrants is estimated, at the end of each quarterly
reporting period, using Black-Scholes models. The Company estimated the fair value of the warrants on the date of grant using Black-Scholes
models to be $0.6 million. The assumptions used in computing the fair value of the July 2011 MHR Waiver Warrants as of March 31, 2012 are a
closing stock price of $0.38, exercise price of $1.09, expected volatility of 142.26% over the term of four years and four months, and a risk free
rate of 1.04%. The fair value of the July 2011 MHR Waiver Warrants increased by $0.1 million for the three months ended March 31, 2012 and
the fluctuation has been recorded in the statements of operations.
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10. Net income (loss) per share

The following table sets forth the information needed to compute basic and diluted earnings per share:

Three Months Ended
March 31,

2012 2011
(in thousands except per share data)

Net income (loss) $ (736) $ 10,999
Effect of dilutive securities � MHR convertible note assumed
conversion �  �  

Numerator for diluted net income (loss) per share after assumed
note conversion (736) 10,999

Weighted average common shares outstanding: 60,687,478 52,051,602
Dilutive securities
Options �  547,711
Warrants �  4,154,502

Diluted weighted average common shares outstanding and
assumed conversion 60,687,478 56,753,815

Basic net income (loss) per share $ (0.01) $ 0.21
Diluted net income (loss) per share $ (0.01) $ 0.19

For the three month periods ended March 31, 2012 and 2011, certain potential shares of common stock have been excluded from the calculation
of diluted income per share because the exercise price was greater than the average market price of our common stock, and therefore, the effect
on diluted income per share would have been anti-dilutive. In addition, incremental shares from the assumed conversion of the MHR note
payable are excluded for the three month period ended March 31, 2012 and 2011 as the effect of these shares is anti-dilutive in these periods.
The following table sets forth the number of potential shares of common stock that have been excluded from diluted net income per share
because their effect was anti-dilutive.

Three Months Ended
March 31,

2012 2011
Options to purchase common shares 3,264,800 1,756,100
Outstanding warrants 17,843,727 1,882,211
MHR convertible note payable 7,654,698 6,860,777

28,763,225 10,499,088
11. Commitments and Contingencies

Commitments.

We lease office space at 240 Cedar Knolls Road, Suite 200, Cedar Knolls, New Jersey under a non-cancellable operating lease expiring in 2013.

As of March 31, 2012, future minimum rental payments are as follows:
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2012 270
2013 31

Total 301
In accordance with the lease agreement in Cedar Knolls, NJ, the Company has entered into a standby letter of credit in the amount of $246
thousand as a security deposit. The standby letter of credit is fully collateralized with a time certificate of deposit account in the same amount.
The certificate of deposit has been recorded as a restricted cash balance in the accompanying financials. As of March 31, 2012, there are no
amounts outstanding under the standby letter of credit.

The Company evaluates the financial consequences of legal actions periodically or as facts present themselves and records accruals to account
for its best estimate of future costs accordingly.

Contingencies. In the ordinary course of business, we enter into agreements with third parties that include indemnification provisions which, in
our judgment, are normal and customary for companies in our industry sector. These agreements are typically with business partners, clinical
sites, and suppliers. Pursuant to these agreements, we generally agree to indemnify, hold harmless, and reimburse indemnified parties for losses
suffered or incurred by the indemnified parties with respect to our product candidates, use of such product candidates, or other actions taken or
omitted by us. The maximum potential amount of future payments we could be required to make under these indemnification provisions is
unlimited. We have not incurred material costs to defend lawsuits or settle claims related to these indemnification provisions. As a result, the
estimated fair value of liabilities relating to these provisions is minimal. Accordingly, we have no liabilities recorded for these provisions as of
March 31, 2012.
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In the normal course of business, we may be confronted with issues or events that may result in a contingent liability. These generally relate to
lawsuits, claims, environmental actions or the action of various regulatory agencies. If necessary, management consults with counsel and other
appropriate experts to assess any matters that arise. If, in our opinion, we have incurred a probable loss as set forth by accounting principles
generally accepted in the U.S., an estimate is made of the loss and the appropriate accounting entries are reflected in our financial statements.

12. Income Taxes

The Company is primarily subject to United States federal and New Jersey state income tax. The Company�s policy is to recognize interest and
penalties related to income tax matters in income tax expense. As of December 31, 2011 and March 31, 2012, the Company had no accruals for
interest or penalties related to income tax matters. For the three month period ended March 31, 2012 and 2011, the effective income tax rate was
0%. The difference between the Company�s effective income tax rate and the Federal statutory rate of 34% is attributable to state tax benefits and
tax credits, offset by changes in the deferred tax valuation allowance.

13. New Accounting Pronouncements

In December 2011, the Financial Accounting Standards Board (�FASB�) issued ASU No. 2011-11, �Balance Sheet (Topic 210): Disclosures about
Offsetting Assets and Liabilities� (�ASU 2011-11�). ASU 2011-11 enhances current disclosures about financial instruments and derivative
instruments that are either offset on the statement of financial position or subject to an enforceable master netting arrangement or similar
agreement, irrespective of whether they are offset on the statement of financial position. Entities are required to provide both net and gross
information for these assets and liabilities in order to facilitate comparability between financial statements prepared on the basis of U.S. GAAP
and financial statements prepared on the basis of IFRS. ASU 2011-11 is effective for annual reporting periods beginning on or after January 1,
2013, and interim periods within those annual periods. ASU 2011-11 is not expected to have a material impact on the Company�s financial
position or results of operations.

In September 2011, the FASB issued Accounting Standards Update No. 2011-08 (�ASU 2011-08�), which updates the guidance in ASC Topic
350, Intangibles � Goodwill & Other. The amendments in ASU 2011-08 permit an entity to first assess qualitative factors to determine whether it
is more likely than not that the fair value of a reporting unit is less than the carrying amount as a basis for determining whether it is necessary to
perform the two-step goodwill impairment test described in ASC Topic 350. The more-likely-than-not threshold is defined as having a
likelihood of more than fifty percent. If, after assessing the totality of events or circumstances, an entity determines that it is more likely than not
that the fair value of a reporting unit is less than its carrying amount, then performing the two-step impairment test is unnecessary. The
amendments in ASU 2011-08 include examples of events and circumstances that an entity should consider in evaluating whether it is more
likely than not that the fair value of a reporting unit is less than its carrying amount. However, the examples are not intended to be all-inclusive
and an entity may identify other relevant events and circumstances to consider in making the determination. The examples in this ASU 2011-08
supersede the previous examples under ASC Topic 350 of events and circumstances an entity should consider in determining whether it should
test for impairment between annual tests, and also supersede the examples of events and circumstances that an entity having a reporting unit with
a zero or negative carrying amount should consider in determining whether to perform the second step of the impairment test. Under the
amendments in ASU 2011-08, an entity is no longer permitted to carry forward its detailed calculation of a reporting unit�s fair value from a prior
year as previously permitted under ASC Topic 350. ASU 2011-08 is effective for annual and interim goodwill impairment tests performed for
fiscal years beginning after December 15, 2011. The adoption of ASU 2011-08 did not have a material impact on the Company�s financial
position or results of operations.

In May 2011, the FASB issued Accounting Standards Update 2011-04 (�ASU 2011-04�), which updated the guidance in ASC Topic 820, Fair
Value Measurement. The amendments in ASU 2011-04 generally represent clarifications of Topic 820, but also include some instances where a
particular principle or requirement for measuring fair value or disclosing information about fair value measurements has changed. ASU 2011-04
results in common principles and requirements for measuring fair value and for disclosing information about fair value measurements in
accordance with U.S. GAAP and International Financial Reporting Standards. The amendments in ASU 2011-04 are to be applied prospectively.
For public entities, the amendments are effective for interim and annual periods beginning after December 15, 2011. The adoption of ASU
2011-04 did not have a material impact on the Company�s financial position or results of operations.
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Management does not believe there would have been a material effect on the accompanying financial statements had any other recently issued,
but not yet effective, accounting standards been adopted in the current period.

14. Fair Value

In accordance with FASB ASC 820, �Fair Value Measurements and Disclosures�, the following table represents the Company�s fair value
hierarchy for its financial assets and liabilities measured at fair value on a recurring basis as of March 31, 2012 and December 31, 2011:

March 31, 2012: Level 2 Level 3 Total
(In

thousands)
(In

thousands)
(In

thousands)
Derivative Instruments $ 4,709 $ 4,379 $ 9,088

December 31, 2011: Level 2 Level 3 Total
(In thousands) (In thousands) (In thousands)

Derivative Instruments $ 2,487 $ 7,712 $ 10,199
Level 3 financial instruments consist of certain common stock warrants and the embedded conversion features. The fair value of these warrants
and embedded conversion features that have exercise reset features are estimated using an adjusted Black-Scholes model. The Company
computes valuations each quarter, using Black-Scholes model calculations to account for potential adjustments that could occur in connection
with the contractual terms of said instruments, based on various circumstances that could arise during the remaining term of the instruments. The
Company weights each Black-Scholes model calculation based on its estimation of the likelihood of the occurrence of each circumstance and
adjusts relevant Black-Scholes model inputs to calculate the value of the derivative at the reporting date. The Company adopted the disclosure
requirements of ASU 2011-04, Fair Value Measurements, during the quarter ended March 31, 2012. The unobservable input used by the
Company was the estimation of the likelihood of a reset occurring on the MHR Convertible Notes and MHR 2010 Warrants, which was
estimated to be 20% and 40%, respectively, at March 31, 2012. These estimates of the likelihood of completing an equity raise that would meet
the criteria to trigger the reset provisions are based on numerous factors, including the remaining term of the financial instruments and the
Company�s overall financial condition.

The following table summarizes the changes in fair value of the Company�s Level 3 financial instruments for the periods March 31, 2012 and
December 31, 2011.

March 31, December 31,
2012 2011

Beginning Balance $ 7,712 $ 13,306
Change in fair value (3,333) (5,594) 

Ending Balance $ 4,379 $ 7,712
Changes in the unobservable input values would likely cause material changes in the fair value of the Company�s Level 3 financial instruments.
The significant unobservable input used in the fair value measurement is the estimation of the likelihood of the occurrence of a change to the
contractual terms of the financial instruments. A significant increase (decrease) in the this likelihood would result in a higher (lower) fair value
measurement.

ITEM 2. MANAGEMENT�S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

SAFE HARBOR CAUTIONARY STATEMENT

Certain statements in this Management�s Discussion and Analysis of Financial Conditions and Results of Operations and elsewhere in this report
as well as statements made from time to time by our representatives may constitute �forward-looking statements� within the meaning of the
Private Securities Litigation Reform Act of 1995. These forward-looking statements include (without limitation) statements regarding planned or
expected studies and trials of oral formulations that utilize our Eligen® Technology; the timing of the development and commercialization of our
product candidates or potential products that may be developed using our Eligen® Technology; the potential market size, advantages or
therapeutic uses of our potential products; variation in actual savings and operational improvements resulting from restructurings; and the
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sufficiency of our available capital resources to meet our funding needs. We do not undertake any obligation to publicly update any
forward-looking statement, whether as a result of new information, future events, or otherwise, except as required by law. Such forward-looking
statements involve known and unknown risks, uncertainties and other factors which may cause our actual results, performance or achievements
to be materially different from any future results or achievements expressed or implied by such forward-looking statements. Such factors include
the factors described under Part II, Item 1A. �Risk Factors� and other factors discussed in connection with any forward-looking statements.
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General

Emisphere Technologies, Inc. is a biopharmaceutical company that focuses on a unique and improved delivery of therapeutic molecules or
nutritional supplements using its Eligen® Technology. These molecules could be currently available or are under development. Such molecules
are usually delivered by injection; in many cases, their benefits are limited due to poor bioavailability, slow onset of action or variable
absorption. In those cases, our technology may increase the benefit of the therapy by improving bioavailability or absorption or by decreasing
time to onset of action. The Eligen® Technology can be applied to the oral route of administration as well other delivery pathways, such as
buccal, rectal, inhalation, intra-vaginal or transdermal. The Eligen® Technology can make it possible to orally deliver certain therapeutic
molecules without altering their chemical form or biological activity. Eligen® delivery agents, or �carriers�, facilitate or enable the transport of
therapeutic molecules across the mucous membranes of the gastrointestinal tract, to reach the tissues of the body where they can exert their
intended pharmacological effect.

Since our inception in 1986, substantial efforts and resources have been devoted to understanding the Eligen® Technology and establishing a
product development pipeline that incorporated this technology with selected molecules. Since 2007, Emisphere has undergone many changes.
A new senior management team was hired, the Eligen® Technology was reevaluated and our corporate strategy was refocused on
commercializing it as quickly as possible, building high-value partnerships and reprioritizing the product pipeline. Spending was redirected and
aggressive cost control initiatives were implemented. These changes resulted in redeployment of resources to development programs. We
continue to develop potential product candidates in-house and we demonstrated and enhanced the value of the Eligen® Technology. Further
development, exploration and commercialization of the technology entail risk and operational expenses. However, we refocused our efforts on
strategic development initiatives and cost control and continue to aggressively seek to reduce non-strategic spending.

The application of the Eligen® Technology is potentially broad and may provide for a number of opportunities across a spectrum of therapeutic
modalities or nutritional supplements. During the first quarter 2012, we continued to develop our product pipeline utilizing the Eligen®

Technology with prescription and non-prescription product candidates. We prioritized our development efforts based on overall potential returns
on investment, likelihood of success, and market and medical need. Our goal is to implement our Eligen® Technology to enhance overall
healthcare, including patient accessibility and compliance, while benefiting the commercial pharmaceutical marketplace and driving company
valuation. Investments required to continue developing our product pipeline may be partially paid by income-generating license arrangements
whose value tends to increase as product candidates move from pre-clinical into clinical development. It is our intention that investments that
may be required to fund our research and development will be approached incrementally in order to minimize disruption or dilution. We are
planning to expand our current collaborative relationships to take advantage of the critical knowledge that others have gained by working with
our technology. We will also continue to pursue product candidates for internal development and commercialization. We believe that these
internal candidates must be capable of development with reasonable investments in an acceptable time period and with a reasonable risk-benefit
profile.

Notwithstanding the Company�s optimism for its technology, Emisphere was adversely affected by the announcement by its research
collaboration partner Novartis Pharma AG (�Novartis�) of the termination of its oral human growth hormone, osteoarthritis, and osteoporosis
programs involving Emisphere�s Eligen® Technology. Furthermore, we have limited capital resources and operations to date have been funded
with the proceeds from collaborative research agreements, public and private equity and debt financings and income earned on investments. We
anticipate that we will continue to generate significant losses from operations for the foreseeable future, and that our business will require
substantial additional investment that we have not yet secured. As such, we anticipate that our existing capital resources will enable us to
continue operations through September 26, 2012, at which time the MHR Convertible Notes, described below, come due, or earlier if unforeseen
events or circumstances arise that negatively affect our liquidity. Further, we have significant future commitments and obligations. On
September 26, 2005, we executed a Senior Secured Loan Agreement (the �Loan Agreement�) with MHR Fund Management, LLC and entities
affiliated with it (collectively, �MHR�). The Loan Agreement, as amended, provides for a seven year, $15 million secured loan from MHR to us at
an interest rate of 11% (the �Loan�). Under the Loan Agreement, MHR requested, and on May 16, 2006 we effected, the exchange of the Loan for
11% senior secured convertible notes (the �MHR Convertible Notes�) with substantially the same terms as the Loan Agreement, except that the
MHR Convertible Notes are convertible, at the sole discretion of MHR or any assignee thereof, into shares of our common stock at a price per
share of $3.78. Interest will be payable in the form of additional MHR Convertible Notes rather than in cash. The MHR Convertible Notes are
secured by a first priority lien in favor of MHR on substantially all of our assets. As of March 31, 2012, the book value of MHR Notes
outstanding including principal, interest and discount for warrant purchase option and embedded conversion features is $27.1 million. The
amount payable at maturity will be approximately $30.5 million.
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On September 26, 2012, the maturity date of the MHR Convertible Notes, or earlier if an event of default occurs, the MHR Convertible Notes
provide for immediate repayment of our obligations thereunder. Based on the Company�s present financial condition, we would not be able to
make the required payments on the MHR Convertible Notes at maturity, and the resulting default would enable MHR to foreclose on all of our
assets. Any of the foregoing events would have a material adverse effect on our business and on the value of our stockholders� investments in our
common stock. The Company is considering a variety of alternatives to address the upcoming maturity of the MHR Convertible Notes, including
the sale of assets, additional financings, and negotiations with MHR.

While our plan is to raise capital when needed and/or to pursue partnering opportunities, we cannot be sure that our plans will be successful.
These conditions raise substantial doubt about our ability to continue as a going concern. Consequently, the audit reports prepared by our
independent registered public accounting firm relating to our financial statements for the years ended December 31, 2011, 2010 and 2009
include an explanatory paragraph expressing the substantial doubt about our ability to continue as a going concern. We are pursuing new as well
as enhanced collaborations and exploring other financing options, with the objective of minimizing dilution and disruption. If we fail to raise
additional capital or obtain substantial cash inflows from existing partners prior to September 26, 2012, we could be forced to cease operations.

Our product pipeline includes prescription and medical food product candidates that are being developed in partnership or internally. During the
first quarter, 2012, our development partner Novo Nordisk continued their development programs and we continued to make progress on our
internally developed Eligen® B12 product.

Novo Nordisk is using our Eligen® drug delivery technology in combination with its proprietary GLP-1 receptor agonists and insulins. During
December 2010, the Company entered into the Insulins License Agreement with Novo Nordisk to develop and commercialize oral formulations
of Novo Nordisk's insulins using Emisphere's Eligen® Technology. This was the second license agreement between the two companies. The
GLP-1 License Agreement, signed in June 2008, provided for the development of oral formulations of GLP-1 receptor agonists, with a potential
drug currently in a Phase I clinical trial. The Insulins License Agreement included $57.5 million in potential product development and sales
milestone payments to Emisphere, of which $5 million was paid upon signing, as well as royalties on sales.

The Company is developing an oral formulation of Eligen® B12 (1000 mcg) for use by B12 deficient individuals. During the fourth quarter
2010, the Company completed a clinical trial which demonstrated that both oral Eligen® B12 (1000 mcg) and injectable B12 (current standard
of care) can efficiently and quickly restore normal Vitamin B12 levels in deficient individuals. The manuscript summarizing the results from that
clinical trial was published in the July 2011 edition of the journal Clinical Therapeutics (Volume 22, pages 934 � 945). We also conducted market
research to help assess the potential commercial opportunity for our potential Eligen® B12 (1000 mcg) product. On August 5, 2011, we received
notice from the United States Patent Office that the U.S. patent application directed to the oral Eligen® B12 formulation was allowed. This new
patent (US 8,022,048) provides intellectual property protection for Eligen® B12 through approximately October 2029. Currently, we are
evaluating the results of our clinical trials and market research and exploring alternative development and commercialization options with the
purpose of maximizing the commercial and health benefits potential of our Eligen® B12 asset.

Our other product candidates in development are in earlier or preclinical research phases, and we continue to assess them for their compatibility
with our technology and market needs. Our intent is to seek partnerships with pharmaceutical and biotechnology companies for certain of these
products. We plan to expand our pipeline with product candidates that demonstrate significant opportunities for growth.

Results of Operations

Three Months Ended March 31, 2012 Compared to Three Months Ended March 31, 2011:

Three Months Ended
March 31,

2012 2011 Change
(in thousands)

Revenue $ �  $ �  $ �  
Operating expenses $ 1,765 $ 2,050 $ (285) 
Operating loss $ (1,765) $ (2,050) $ 285
Other non-operating income $ 1,029 $ 13,049 $ (12,020) 
Net income (loss) $ (736) $ 10,999 $ (11,735) 
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Operating expenses decreased $0.3 million or 14% for the three months ended March 31, 2012 in comparison to the same period last year.
Details of these changes are highlighted in the table below:

(in thousands)
Decrease in human resources costs $ (264) 
Increase in professional fees 118
Decrease in occupancy costs (16) 
Decrease in clinical costs (42) 
Decrease in depreciation and amortization (63) 
Decrease in other costs (18) 

$ (285) 

Human resource costs decreased $264 thousand, or 29%, due primarily to reductions in wages and wage related costs in 2012 commensurate
with the reduction in personnel.

Professional fees increased $118 thousand, or 15%, due primarily to a $141 thousand increase in consulting fees, and a $139 thousand increase
in IP costs, offset by a $114 thousand reduction in accounting fees due primarily to the elimination of fees incurred during 2011 in connection
with the restatement of financial statements for 2010 and a $48 thousand reduction in corporate legal fees.

Occupancy costs decreased $16 thousand or 17% due primarily to lower common area maintenance costs.

Clinical costs decreased $42 thousand, or 65%, due primarily to the completion of our vitamin B12 clinical trial.

Depreciation and amortization decreased $63 thousand or 89%, due to the recognition of an impairment of intangible assets in December 2011.

Other costs decreased $18 thousand, or 12%, due primarily to a $14 thousand reduction in telecommunication and maintenance costs and a $4
thousand reduction in insurance costs.

Our principal operating costs include the following items as a percentage of total operating expenses:

Three Months Ended
March  31,

2012 2011
Human resource costs, including benefits 36% 44% 
Professional fees for legal, intellectual property, accounting and consulting 50% 38% 
Occupancy for our laboratory and operating space 5% 5% 
Clinical costs 1% 3% 
Depreciation and amortization 0% 3% 
Other 8% 7% 

Other non-operating income decreased $12.0 million to $1.0 million for the three months ended March 31, 2012 in comparison to other
non-operating income of $13.0 million during the same period last year , due primarily to a $1.1 million gain from the decrease in fair value of
derivative instruments in 2012 due to relative changes in the stock price during the three months ended March 31, 2012, compared to a $14.3
million gain from the change in fair value of derivatives during the first quarter 2011 and a $0.3 million increase in interest expense in 2012;
offset partially by the receipt of $1.5 million from the New Jersey Economic Development Agency incentive during the first quarter, 2012.

As a result of the above factors, we had a net loss of $0.7 million for the three months ended March 31, 2012, compared to net income of $11.0
million for the three months ended March 31, 2011.

Liquidity and Capital Resources
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Since our inception in 1986, we have generated significant losses from operations and we anticipate that we will continue to generate significant
losses from operations for the foreseeable future. As of March 31, 2012, we had approximately $3.2 million in cash and cash equivalents,
approximately $33.9 million in working capital deficiency, a stockholders� deficit of approximately $65.2 million and an accumulated deficit of
approximately $466.6 million. Our operating loss for the three months ended March 31, 2012 was approximately $1.8 million.

We have limited capital resources and operations to date have been funded with the proceeds from collaborative research agreements, public and
private equity and debt financings and income earned on investments. We anticipate that we will continue to generate significant losses from
operations for the foreseeable future, and that our business will require substantial additional investment that we have not yet secured. As such,
we anticipate that our existing capital resources will enable us to continue operations through

September 26, 2012, at which time the MHR Convertible Notes come due, or earlier if unforeseen events or circumstances arise that negatively
affect our liquidity.
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As of March 31, 2012, the book value of MHR Convertible Notes outstanding including principal, interest and discount for warrant purchase
option and embedded conversion features is $27.1 million. The amount payable at maturity will be approximately $30.5 million. The MHR
Convertible Notes are secured by a first priority lien in favor of MHR on substantially all of our assets, and provide for certain events of default
including, among other things, failure to perfect liens in favor of MHR created by the transaction, failure to observe any covenant or agreement,
failure to maintain the listing and trading of our common stock, sale of a substantial portion of our assets, merger with another entity without the
prior consent of MHR, or the occurrence of any governmental action that renders us unable to honor or perform our obligations under the MHR
Convertible Notes or results in a material adverse effect on our operations. If an event of default occurs, the MHR Convertible Notes provide for
the immediate repayment of the Notes and certain additional amounts as set forth in the MHR Convertible Notes. Based on the current financial
condition of the company, on September 26, 2012, the maturity date of the MHR Convertible Notes, or earlier if an event of default occurs, we
would not be able to make the required payments, and the resulting default would enable MHR to foreclose on all of our assets. Any of the
foregoing events would have a material adverse effect on our business and on the value of our stockholders� investments in our common stock.
We currently have a waiver from MHR for failure to perfect liens on certain intellectual property rights through September 26, 2012.

In addition to funding required to meet our obligations under the MHR Convertible notes, we expect to continue to spend substantial amounts on
research and development, including amounts spent on conducting clinical trials for our product candidates. Further, we do not have sufficient
resources to develop fully any new products or technologies unless we are able to raise substantial additional financing on acceptable terms or
secure funds from new or existing partners. We cannot assure that financing will be available on favorable terms or at all. Additionally, these
conditions may increase the cost to raise capital. If additional capital is raised through the sale of equity or convertible debt securities, the
issuance of such securities would result in dilution to our existing stockholders. Our failure to raise capital when needed would adversely affect
our business, financial condition and results of operations, and could force us to reduce or cease our operations. These conditions raise
substantial doubt about our ability to continue as a going concern. Consequently, the audit reports prepared by our independent registered public
accounting firm relating to our financial statements for the years ended December 31, 2011, 2010 and 2009 include an explanatory paragraph
expressing the substantial doubt about our ability to continue as a going concern. If we fail to raise additional capital or obtain substantial cash
inflows from existing partners prior to September 26, 2012, we could be forced to cease operations.

Even if we are successful in raising additional capital to meet our obligations under the MHR Convertible Notes and otherwise continue
operations, our business will still require substantial additional investment that we have not yet secured. For further discussion, see Part II,
Item 1A �Risk Factors�.

Off-Balance Sheet Arrangements

As of March 31, 2012, we had no off-balance sheet arrangements. There were no changes in significant contractual obligations during the three
months ended March 31, 2012.

Critical Accounting Estimates

Please refer to the Company�s Annual Report on Form 10-K filed with the SEC on March 21, 2012 for detailed explanations of its critical
accounting estimates, which have not changed significantly during the period ended March 31,2012.

New Accounting Pronouncements

For a discussion of new accounting pronouncements, see Note 13 set forth in the Notes to Condensed Financial Statements contained in Part I,
Item 1 of this Report.

ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK (TO BE UPDATED)

Fair Value of Warrants and Derivative Liabilities. As further described in Note 9 to our Condensed Financial Statements set forth in Part I,
Item 1 of this Report, at March 31, 2012, the estimated fair value of derivative instruments was $9.1 million. We estimate the fair values of these
instruments using the Black-Scholes option pricing model which takes into account a variety of factors, including historical stock price
volatility, risk-free interest rates, remaining maturity and the closing price of our common stock. Furthermore,
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the Company computes the fair value of these instruments using multiple Black-Scholes model calculations to account for the various
circumstances that could arise in connection with the contractual terms of said instruments. The Company weights each Black-Scholes model
calculation based on its estimation of the likelihood of the occurrence of each circumstance and adjusts relevant Black-Scholes model input to
calculate the value of the derivative at the reporting date. We are required to revalue this liability each quarter. We believe that the assumption
that has the greatest impact on the determination of fair value is the closing price of our common stock. The following table illustrates the
potential effect of changes in the assumptions used to calculate fair value:

Derivatives
(in thousands)

25% increase in stock price $ 1,652
50% increase in stock price 3,357
5% increase in assumed volatility 224
25% decrease in stock price (1,585) 
50% decrease in stock price (3,076) 
5% decrease in assumed volatility (233) 

ITEM 4. CONTROLS AND PROCEDURES

Evaluation of Disclosure Controls and Procedures

The Company�s senior management is responsible for establishing and maintaining a system of disclosure controls and procedures (as defined in
Rule 13a-15(e) and 15d-15(e) under the Securities Exchange Act of 1934 (the �Exchange Act�)) designed to ensure that information required to be
disclosed by the Company in the reports that it files or submits under the Exchange Act is recorded, processed, summarized and reported within
the time periods specified in the Securities and Exchange Commission�s rules and forms. Disclosure controls and procedures include, without
limitation, controls and procedures designed to ensure that information required to be disclosed by an issuer in the reports that it files or submits
under the Exchange Act is accumulated and communicated to the issuer�s management, including its principal executive officer or officers and
principal financial officer or officers, or persons performing similar functions, as appropriate, to allow timely decisions regarding required
disclosure.

The Company has evaluated the effectiveness of the design and operation of its disclosure controls and procedures under the supervision of and
with the participation of management, including its Interim Chief Executive Officer and Chief Financial Officer, as of the end of the period
covered by this report. Based on that evaluation, our Interim Chief Executive Officer and Chief Financial Officer has concluded that our
disclosure controls and procedures are effective.

Changes in Internal Control over Financial Reporting

There have been no changes in our internal control over financial reporting during the three month period ended March 31, 2012 that materially
affected, or are reasonably likely to materially affect, our internal control over financial reporting.
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PART II

ITEM 1A. RISK FACTORS

The following risk factors should be read carefully in connection with evaluating our business and the forward-looking statements that we make
in this Report and elsewhere (including oral statements) from time to time. Any of the following risks could materially and adversely affect our
business, our operating results, our financial condition and the actual outcome of matters as to which forward-looking statements are made in
this Report. Our business is subject to many risks, which are detailed further in our Annual Report on Form 10-K as filed with the SEC on
March 21, 2012, including:

Financial Risks

� We have limited capital resources and we may default on our obligations to MHR pursuant to the MHR Convertible Notes.

� We have a history of operating losses and we may never achieve profitability. If we continue to incur losses or we fail to raise
additional capital or receive substantial cash inflows from our partners by September 26, 2012, we may be forced to cease operations.

� The audit opinion issued by our independent registered public accounting firm relating to our financial statements for the year ended
December 31, 2011 contained a going concern explanatory paragraph.

� We may not be able to meet the covenants detailed in the MHR Convertible Notes, which could result in an increase in the interest
rate on the MHR Convertible Notes and/or accelerated maturity of the MHR Convertible Notes, which we would not be able to
satisfy.

Risks Related to our Business

� Our business will suffer if we fail or are delayed in developing and commercializing an improved oral form of Vitamin B12.

� We are highly dependent on the clinical success of our product candidates.

� We are highly dependent upon collaborative partners to develop and commercialize compounds using our delivery agents.

� Our collaborative partners control the clinical development of certain of our drug candidates and may terminate their efforts at will.

� Our product candidates are in various stages of development, and we cannot be certain that any will be suitable for commercial
purposes.

� Our collaborative partners are free to develop competing products.

� Our business will suffer if we cannot adequately protect our patent and proprietary rights.
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� We may be at risk of having to obtain a license from third parties making proprietary improvements to our technology.

� We are dependent on third parties to manufacture and, in some cases, test our products.

� We are dependent on our key personnel and if we cannot recruit and retain leaders in our research, development, manufacturing, and
commercial organizations, our business will be harmed.
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Risks Related to our Industry

� Our future business success depends heavily upon regulatory approvals, which can be difficult to obtain for a variety of reasons,
including cost. More specifically, the regulatory approval process for nonprescription product candidates will likely vary by the
nature of the therapeutic molecule being delivered. In particular, the European Medical Agency (�EMA�) announced in January 2011
that its committee for Medicinal Products for Human Use has begun to review available data relevant to the potential for increased
risk of prostate cancer progression and other types of malignancies in patients taking calcitonin-containing medicines for the
prevention of acute bone loss. The announcement indicated that the decision to review followed review of two clinical trials which
suggested an increased frequency of malignancies. The EMA indicated it intended to assess the data obtained in the balance of risks
and benefits of calcitonin-containing medicines.

� We may face product liability claims related to participation in clinical trials for future products.

� We face rapid technological change and intense competition.
Other Risks

� Provisions of our corporate charter documents, Delaware law, our financing documents and our stockholder rights plan may dissuade
potential acquirers or prevent the replacement or removal of our current management and members of our Board of Directors and
may thereby affect the price of our common stock.

� Our stock price has been and may continue to be volatile.

� Future sales of common stock or warrants, or the prospect of future sales, may depress our stock price.
For a more complete listing and description of these and other risks that the Company faces, please see our Annual Report for 2011 on Form
10-K as filed with the SEC on March 21, 2012. Additional risks and uncertainties not currently known to us or that we currently deem to be
immaterial also may materially adversely affect our business, financial condition or future results.
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ITEM 6. EXHIBITS

Exhibit

Number Description of Exhibit

3.1      Amended and Restated Certificate of Incorporation of Emisphere Technologies, Inc., as amended by the Certificate of
Amendment of Amended and Restated Certificate of Incorporation of Emisphere Technologies, Inc., dated April 20, 2007
(filed as Exhibit 3.1 to the Quarterly Report on Form 10-Q for the fiscal quarter ended March 31, 2007 and incorporated herein
by reference (SEC File No. 000-17758)).

3.2      By-Laws of Emisphere Technologies, Inc., as amended December 7, 1998 (filed as Exhibit 3(ii) to the Quarterly Report on
Form 10-Q for the quarterly period ended January 31, 1999) and as further amended on September 23, 2005 (filed as Exhibit
3.1 to the Current Report on Form 8-K filed on September 30, 2005 and incorporated herein by reference (SEC File No.
000-17758)).

3.3      Amendment, effective as of September 11, 2007, to the Amended By-Laws of Emisphere Technologies, Inc. (filed as Exhibit
3.1 to the Current Report on Form 8-K filed on September 14, 2007 and incorporated herein by reference (SEC File No.
000-17758)).

4.1      Restated Rights Agreement dated as of April 7, 2006 between Emisphere Technologies, Inc. and Mellon Investor Services,
LLC (filed as Exhibit 1.1 to the Current Report on Form 8-K filed on April 10, 2006 and incorporated herein by reference (SEC
File No. 000-17758)).

31.1      Certification of the Interim Chief Executive Officer and Chief Financial Officer pursuant to Rule 13a-14(a) and 15d-14(a), as
adopted pursuant to section 302 of the Sarbanes- Oxley Act of 2002 (filed herewith).

32.1      Certification pursuant to 18 U.S.C. Section 1350, as adopted pursuant to section 906 of the Sarbanes- Oxley Act of 2002
(furnished herewith).

101. INS* XBRL Instance Document (submitted electronically herewith).

101. SCH* XBRL Taxonomy Extension Schema Document (submitted electronically herewith).

101. CAL* XBRL Taxonomy Extension Calculation Linkbase Document (submitted electronically herewith).

101. LAB* XBRL Taxonomy Extension Label Linkbase Document (submitted electronically herewith).

101. PRE* XBRL Taxonomy Extension Presentation Linkbase Document (submitted electronically herewith).

* Users of this data are advised that, pursuant to Rule 406T of Regulation S-T, these interactive data files are deemed not filed or part of a
registration statement or prospectus for purposes of Sections 11 or 12 of the Securities Act of 1933 or Section 18 of the Securities Exchange
Act of 1934, and are otherwise not subject to liability under these sections.

SIGNATURES

Pursuant to the requirement of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the
undersigned thereunto duly authorized.

Emisphere Technologies, Inc.

Date: May 9, 2012 /s/ Michael R. Garone
Michael R. Garone
Interim Chief Executive Officer and Chief Financial

Officer (Principal Executive Officer and Principal

Edgar Filing: EMISPHERE TECHNOLOGIES INC - Form 10-Q

Table of Contents 34



Financial and Accounting Officer)

23

Edgar Filing: EMISPHERE TECHNOLOGIES INC - Form 10-Q

Table of Contents 35



Table of Contents

EXHIBIT INDEX

Exhibit

Number Description of Exhibit

3.1      Amended and Restated Certificate of Incorporation of Emisphere Technologies, Inc., as amended by the Certificate of
Amendment of Amended and Restated Certificate of Incorporation of Emisphere Technologies, Inc., dated April 20, 2007
(filed as Exhibit 3.1 to the Quarterly Report on Form 10-Q for the fiscal quarter ended March 31, 2007 and incorporated herein
by reference (SEC File No. 000-17758)).

3.2      By-Laws of Emisphere Technologies, Inc., as amended December 7, 1998 (filed as Exhibit 3(ii) to the Quarterly Report on
Form 10-Q for the quarterly period ended January 31, 1999) and as further amended on September 23, 2005 (filed as Exhibit
3.1 to the Current Report on Form 8-K filed on September 30, 2005 and incorporated herein by reference (SEC File No.
000-17758)).

3.3      Amendment, effective as of September 11, 2007, to the Amended By-Laws of Emisphere Technologies, Inc. (filed as Exhibit
3.1 to the Current Report on Form 8-K, filed on September 14, 2007 and incorporated herein by reference (SEC File No.
000-17758)).

4.1      Restated Rights Agreement dated as of April 7, 2006 between Emisphere Technologies, Inc. and Mellon Investor Services,
LLC (filed as Exhibit 1.1 to the Current Report on Form 8-K filed April 10, 2006 and incorporated herein by reference (SEC
File No. 000-17758)).

31.1      Certification of the Interim Chief Executive Officer and Chief Financial Officer pursuant to Rule 13a-14(a) and 15d-14(a), as
adopted pursuant to section 302 of the Sarbanes- Oxley Act of 2002 (filed herewith).

32.1      Certification pursuant to 18 U.S.C. Section 1350, as adopted pursuant to section 906 of the Sarbanes- Oxley Act of 2002
(furnished herewith).

101. INS* XBRL Instance Document (submitted electronically herewith).

101. SCH* XBRL Taxonomy Extension Schema Document (submitted electronically herewith).

101. CAL* XBRL Taxonomy Extension Calculation Linkbase Document (submitted electronically herewith).

101. LAB* XBRL Taxonomy Extension Label Linkbase Document (submitted electronically herewith).

101. PRE* XBRL Taxonomy Extension Presentation Linkbase Document (submitted electronically herewith).

* Users of this data are advised that, pursuant to Rule 406T of Regulation S-T, these interactive data files are deemed not filed or part of a
registration statement or prospectus for purposes of Sections 11 or 12 of the Securities Act of 1933 or Section 18 of the Securities Exchange
Act of 1934, and are otherwise not subject to liability under these sections.
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