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PART I. FINANCIAL INFORMATION
Item 1. Financial Statements

ALFACELL CORPORATION
(A Development Stage Company)

CONDENSED BALANCE SHEETS
October 31, 2009 and July 31, 2009

ASSETS
Current assets:
Cash and cash equivalents $
Prepaid expenses

Total current assets
Property and equipment, net of accumulated degfeciand amortization of $385,133 at Octobe
31, 2009 and $377,134 at July 31, 2009
Restricted cash

Total assets $

LIABILITIES AND STOCKHOLDERS'’ DEFICIENCY
Current liabilities:
Accounts payable $
Accrued clinical trial expenses
Accrued professional service fees
Accrued compensation expense
Derivative liability
Current portion of obligations under capital lease
Convertible debt, less debt discount of $3,214,384
Other accrued expenses

Total current liabilities

Other liabilities:
Accounts payable, net of current portion
Obligations under capital lease, net of currentipor
Accrued retirement benefits
Accrued interest, related party
Deferred rent
Deferred revenue

Total other liabilities

Total liabilities

Commitments and contingencies
Stockholders’ deficiency:
Preferred stock, $.001 par value. Authorized amdswed, 1,000,000 shares at October 31,
and July 31, 2009
Common stock $.001 par value. Authorized 100,00@ ghares at October 31, 2009 and Jul
31, 2009; issued and outstanding 47,313,880 sla&@stober 31, 2009 and July 31, 20C
Capital in excess of par value
Deficit accumulated during development stage

Total stockholders’ deficiency

Total liabilities and stockholders’ deficiency $

October 31, July 31,
2009 2009
(Unaudited) (See Note 1)

1,558,45. $ 129,19
150,52: 54,49¢
1,708,971 183,68t
100,01 108,01t
1,801,80! 266,28(
3,610,801 $ 557,98t
758,09 $ 407,27
430,08: 459,91:
367,46! 350,48t
186,43 207,24!
13,400,70 -
4,54; 4,29¢
35,61¢ -
631 2,89(
15,183,56 1,432,10
444,22 444,22
11,41 12,64:
296,25( 335,25(
5,34: -
281,64t 284,13:
5,200,001 5,200,001
6,238,87 6,276,24
21,422,44 7,708,35.
47,31« 47,31«
101,062,22 101,734,57
(118,921,17) (108,932,25)
(17,811,64) (7,150,361
3,610,801 $ 557,98t

See accompanying notes to condensed financiahstats.






ALFACELL CORPORATION
(A Development Stage Company)

CONDENSED STATEMENTS OF OPERATIONS

Sales

Operating expenses:
Cost of sales
Research and development
General and administrative

Total operating expenses

Loss from operations

Investment income

Other income

Interest expense:
Related parties, net

Fair value adjustment — derivative liability

Others
Loss before state tax benefit

State tax benefit

Net loss
Loss per common share - basic and diluted

Weighted average number of common shares outsigrdiasic and diluted

Three months ended October 31, 2009 and 2008,
and the Period from August 24, 1981
(Date of Inception) to October 31, 2009

(Unaudited)

August 24, 1981

(Date of
Three Months Ended Inception)
October 31, to

2009 2008 October 31, 2009

$ 18,75( $ - $ 572,23!
- - 336,49!

160,88: 1,727,38. 72,742,76

399,47. 1,093,47. 41,363,36

560,35: 2,820,85. 114,442,61

(541,60:) (2,820,85) (113,870,37)

251 18,56 2,302,33:

- - 99,93¢

(6,727) - (1,154,27)

(9,439,08) - (9,439,08)

(1,76 (1,117 (2,884,96)

(9,988,92) (2,803,40) (124,946,43)

- - 6,025,25!

$ (9,988,92) $ (2,803,40) $  (118,921,17)

$ (0.2)) $ (0.06)
47,313,88 47,310,51

See accompanying notes to condensed financiahstats.




Balance at July 31, 2009
Stock-based compensation

Derivative liability
Net loss

Balance at October 31, 2009

ALFACELL CORPORATION
(A Development Stage Company)

CONDENSED STATEMENT OF STOCKHOLDERS' DEFICIENCY

Period from July 31, 2009 to October 31, 2009

(Unaudited)
Deficit
Common Stocl Accumulated
Capital In During Total
Number of Excess of par Deve|0pment Stockholders’
Shares Amount Value Stage Deficiency
47,313,888 $ 47,31¢ % 101,734,57 $ (108,932,25) $ (7,150,361
— — 74,88t — 74,88
_ — (747,23Y) — (747,23)
— — — (9,988,92) (9,988,92)
47,313,888 $ 47,31 $ 101,062,22 $ (118,921,17) $ (17,811,64)

See accompanying notes to condensed financiahstats.




ALFACELL CORPORATION
(A Development Stage Company)

CONDENSED STATEMENTS OF CASH FLOWS
Three months ended October 31, 2009 and 2008,

and the Period from August 24, 1981
(Date of Inception) to October 31, 2009

(Unaudited)
August 24, 1981
(Date of
Three Months Ended Inception)
October 31, to
2009 2008 October 31, 2009
Cash flows from operating activities:
Net loss $ (9,988,92) $ (2,803,40) $ (118,921,17)
Adjustments to reconcile net loss to net cash usegperating activities:
Gain on sale of marketable securities - - (25,969
Depreciation and amortization 7,99¢ 9,331 1,753,59:
Loss on disposal of property and equipment - - 18,92¢
Loss on lease termination - - 30,96¢
Stock-based compensation expense 74,88¢ 633,27 13,938,81
Amortization of deferred rent (2,48¢) 14,22: 183,68
Amortization of debt discount 35,61¢ - 629,83!
Fair value of derivative liability 9,403,46:! - 9,403,46:!
Amortization of deferred compensation - - 11,442,00
Changes in assets and liabilities:
Increase in prepaid expenses (96,029 (63,497 (210,390
Decrease in loan receivable-related party - - 96,05!
Increase in restricted cash (1,535,52) - (1,801,80)
Increase in interest payable-related party 5,34z - 749,88
Increase (decrease) in accounts payable 350,81¢ (118,41) 1,708,95!
Increase in accrued payroll and expens&gerkparties - - 2,348,14!
(Decrease) increase in accrued retiremengfiis (65,44) - 452,25(
(Decrease) increase in accrued expenses (9,47¢) (386,469 1,547,49
Increase in deferred revenue - - 5,200,00!
Net cash used in operating activit (1,819,75) (2,714,93) (71,455,27)
Cash flows from investing activities:
Purchase of marketable equity securities - - (290,42()
Purchase of short-term investments - - (1,993,64)
Proceeds from sale of marketable equity ré@es - - 316,38
Proceeds from sale of short-term investments - - 1,993,64
Capital expenditures - - (1,605,061
Patent costs - - (97,84))
Net cash used in investing activiti - - (1,676,94)
(continue

See accompanying notes to condensed financiahstats.
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ALFACELL CORPORATION
(A Development Stage Company)

CONDENSED STATEMENTS OF CASH FLOWS, Continued
Three months ended October 31, 2009 and 2008

and the Period from August 24, 1981
(Date of Inception) to October 31, 2009

(Unaudited)
August 24, 1981
(Date of
Three Months Ended Inception)
October 31, to
2009 2008 October 31, 2009
Cash flows from financing activities:
Proceeds from short-term borrowings $ - $ - $ 874,50(
Payment of short-term borrowings - - (653,50()
Increase in loans payable - related party, net - - 2,628,86!
Proceeds from bank debt and other long-term deltpyfncosts - - 3,667,46!
Reduction of bank debt and long-term debt - - (2,966,56)
Payment of capital lease obligations (987) (799 (7,825
Proceeds from issuance of common stock, net - - 53,102,89
Proceeds from exercise of stock options and wasyaet - 13,22( 14,080,85
Proceeds from issuance of convertible debentuetsted party 3,250,00! - 3,547,00!
Proceeds from issuance of convertible debenturesjated party - - 416,99:
Net cash provided by financing activiti 3,249,01. 12,42 74,690,67
Net increase (decrease) in cash and cash equis 1,429,25! (2,702,51) 1,558,45!
Cash and cash equivalents at beginning of period 129,19: 4,661,65! >
Cash and cash equivalents at end of period $ 1,558,45. $ 1,959,141 $ 1,558,45:
Supplemental disclosure of cash flow informationterest paid $ 1,761 $ 1,112 % 1,725,02.
Noncash financing activitie:
Issuance of convertible subordinated debenturétor payable to
officer $ - $ - $ 2,725,00!
Issuance of common stock upon the conversion ofexible
subordinated debentures, related party $ - $ - $ 3,242,00!
Conversion of short-term borrowings to common stock $ - $ - $ 226,00(
Conversion of accrued interest, payroll and expebgerelated parties
stock options $ - $ - $ 3,194,96!
Repurchase of stock options from related party $ - $ - $ (198,41)
Conversion of accrued interest to stock options $ - $ - $ 142,44
Conversion of accounts payable to common stock $ - $ - $ 506,72!
(continued

See accompanying notes to condensed financiahstats.
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ALFACELL CORPORATION
(A Development Stage Company)

CONDENSED STATEMENTS OF CASH FLOWS, Continued
Three months ended October 31, 2009 and 2008

and the Period from August 24, 1981
(Date of Inception) to October 31, 2009

(Unaudited)
August 24, 1981
(Date of
Three Months Ended Inception)
October 31, to
2009 2008 October 31, 2009
Conversion of notes payable, bank and accruedesitén long-term debt $ - $ - $ 1,699,07:

Conversion of loans and interest payable, relagety@and accrued payrc
and expenses, related parties to long-term
accrued payroll and other, related party $ - $ - $ 1,863,51

Issuance of common stock upon the conversion ofexible

subordinated debentures, other $ - $ - $ 1,584,36:
Issuance of common stock for services rendered $ - $ - $ 2,46(
Lease incentive allowance $ - $ - $ 67,00(
Issuance of warrants with notes payable $ - $ - $ 594,21¢
Derivative liability — warrant reclassification $ 747,23 $ - $ 747,23!
Acquisition of equipment through capital lease gélion $ - $ - $ 23,77¢

See accompanying notes to condensed financiahstats.
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ALFACELL CORPORATION
(A Development Stage Company)

NOTES TO CONDENSED FINANCIAL STATEMENTS
(Unaudited)

1. ORGANIZATION AND BASIS OF PRESENTATION

In the opinion of management, the accompanying dited condensed financial statements of Alfaceltpdoation (“Alfacell” or the
“Company”) have been prepared in accordance with generally accepted accounting principles (“GAAt interim financial informatio
and with the instructions to Form 10-Q and Rule010ef Regulation S¢. Accordingly, they do not contain all of the anfmation and nott
required by U.S. GAAP for complete financial stageits. In the opinion of the management, the acamyipg unaudited condensed inte
financial statements contain all adjustments (adimgj of normal recurring adjustments) necessargrésent fairly the Compars/financia
position as of October 31, 2009, the results objitsrations for the three months ended Octobe2@19 and 2008, and the period from Au
24, 1981 (date of inception) to October 31, 2088, cthanges in stockholdedficiency for the three months ended October BD92and it
cash flows for the three months ended October 309 2nd 2008, and the period from August 24, 1881e(of inception) to October 31, 20!
The results of operations for the three months @ér@etober 31, 2009 are not necessarily indicativeperating results for fiscal year 201(
future interim periods. The July 31, 2009 balaskeet presented herein has been derived from tliteddinancial statements included in
Company’s Annual Report on Form 10-K for the fispahr ended July 31, 2009, filed with the Secwidad Exchange Commission.

Certain footnote disclosures normally included imafcial statements prepared in accordance witlewating principles genera
accepted in the United States of America have lmeitted in accordance with the rules and regulatiofh the Securities and Excha
Commission. The condensed financial statementkignreport should be read in conjunction with fimancial statements and notes the
included in the Company’s Annual Report on FornKLfdr the fiscal year ended July 31, 2009.

The Company evaluated all events or transactioatsabcurred after October 31, 2009 through the theefinancial statements wi
issued on December 21, 2009.

The Company is a development stage company asedeiinthe Accounting Standards Codification (“ASC"Development Stag
Entities.” The Company is devoting substantially all of itegent efforts to establishing its business. kspéd principal operations have
commenced and, accordingly, no significant revamagbeen derived therefrom.

The Company is continuing to develop its drug patdiandidates which require substantial capitatésearch, product developm
and market development activities. The Companynrusyet initiated marketing of a commercial drugduct. Future product developm
will require clinical testing, regulatory approvand substantial additional investment prior to pwrrcialization. The future success of
Company is dependent on its ability to make pragmeshe development of its drug product candidated ultimately, upon its ability to att:
future profitable operations through the successfahufacturing and marketing of those drug prodactdidates. There can be no assul
that the Company will be able to obtain the neagsBaancing or regulatory approvals to be ablestwcessfully develop, manufacture,
market its products, or attain successful futurerafions. Accordingly, the Company’s future susdsaincertain.
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2. LIQUIDITY

The Company has reported net losses of approxim&®989,000, $4,539,000, $12,321,000 and $8,785{60 the three montl
ended October 31, 2009 and the fiscal years endlgd3d, 2009, 2008 and 2007, respectively. As ofoDer 31, 2009, the Company he
working capital deficit of $13,475,000 and cash aagh equivalents of $1,558,000. The loss frone adtinception, August 24, 1981
October 31, 2009, amounts to approximately $118080L

The Company expects that its cash balances an@lilgemillion restricted cash intended to be useadfdidure clinical trials as «
October 31, 2009, will be sufficient to support #@stivities into the fourth quarter of its fiscabar 2010, based on its reduced leve
operations. The Company’s lobgrm continued operations will depend on its abliii raise additional funds through various potdrgburce
such as equity and debt financing, convertible dabes, collaborative agreements, strategic akiansale of tax benefits, revenues fromr
commercial sale and named-patient basis sale Of ONMESE® licensing of its proprietary RNase technology asdability to realize revenu
from its technology and its drug candidates vialm@nsing agreements with other companies. The amymay pursue available strate
alternatives which focus on, but not limited toagtgic partnership transactions. Such additibrads and various alternatives may not bec
available as the Company may need them or be &laitan terms acceptable to the Company, if atlabufficient funds could require t
Company to delay, scale back, or eliminate one arenof its research and development programs outdicense to third parties drug prod
candidates or technologies that the Company woulttravise seek to develop and commercialize withalinquishing its right
thereto. Unless and until the Compangperations generate significant revenues and ftashthe Company will attempt to continue to fi
operations from cash on hand and through the ssurceapital described above. There can be naasse that the Company will be abl
raise the capital it needs on terms which are dabég if at all.

The audit report of the Company’s independent teggsl public accounting firm on the Companyiscal year ended July 31, 2
financial statements expressed that there was antizdt doubt about the Compasyability to continue as a going concern. Contil
operations are dependent on the Compaapility to raise additional capital from variossurces such as those described above. Suchl
raising opportunities may not be available or maybe available on reasonable terms. The Compdinancial statements do not include
adjustments that may result from the outcome &f timicertainty.

3. LOSS PER COMMON SHARE

The following table sets forth the computation aéiz and diluted net loss per common share:

Three Months Ended

October 31,
2009 2008
Numerator:

Net loss $ (9,988,92) $ (2,803,40)
Denominator:

Weighted average number of common sharesamatistg 47,313,88 47,310,51
Loss per common share - basic and diluted $ (0.2)) $ (0.0¢)
Potentially dilutive securities:

Warrants 51,408,82 13,810,26

Stock options 4,064,76 5,176,15!
Total potentially dilutive securities 55,473,58 18,986,41

As the Company has incurred a net loss for allgusripresented, basic and diluted per common shaoergs are the same, since
inclusion of all potentially dilutive securities widl be anti-dilutive.
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4. STOCKBASED COMPENSATION

In December 2004, the Financial Accounting StamslaBdard (“FASB”) issued amended guidance on acdoginfor “Stock
Compensation”. The amended guidance requireshatebased payments, including stock option grants tpleyees, to be recognized as
operating expense in the statement of operatidhg. expense is recognized over the requisite sepeétiod based on fair values measure
the date of grant. The Company adopted the amegugiddnce on Stock Compensation effective Augu005 using the modified prospect
method and, accordingly, prior period amounts hawebeen restated. Under the modified prospectieehod, the fair value of all new st
options issued after July 31, 2005 and the unameattfair value of unvested outstanding stock ogtianAugust 1, 2005 are recognize:
expense as services are rendered.

Shares, warrants and options have been issuednt@mployees for services. The fair value of suchustes is recorded as
expense and additional paid-in capital in stockbrdtequity over the applicable service periods usingabée accounting through the vesi
date based on the fair value of the securitieseaehd of each period or the vesting date.

The Company recorded the following stock-based @omation expense based on the fair value of stptitres:

Three Months Ended

October 31,
2009 2008
Research and development $ 20,67 $ 241,21¢
General and administrative 54,21: 392,05¢
Total stock-based compensation expense $ 74,888 $ 633,27
Basic and diluted loss per common share $ (0.00) $ (0.01)

The fair value of the stock options at the granteslavas estimated using the Blag&holes option pricing model based on
weighted-average assumptions as noted in the foltpwable. The riskree interest rate for periods approximating thpeeted life of th
option is based on the U.S. Treasury yield curveffact at the time of grant. The expected stod&epvolatility is based on the histori
volatility of the Company’s stock price. For pdsty 31, 2005 grants, the expected term until égeris derived using the “simplifiedhethoc
as allowed under the provisions of SAB 107 and SEB) and represents the period of time that optigrated are expected to
outstanding. The “simplifiedimethod was used since the Company does not hafieiexuf historical data to provide a basis to estien:
justifiable expected term. There were no stockomstgranted during the three months ended Oct®be?008

Three Months Ended

October 31,
2009 2008
Expected dividend yield 0% -
Risk-free interest rate 2.6% -
Expected stock price volatility 111.3% -
Expected term (years) 5.8¢ -
Weighted average grant date fair value $ 0.2¢ -
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The following table summarizes the stock optionvagtfor the period August 1, 2009 to October 2009:

Weighted Averag

Stock Weighted Averag Remaining Aggregate
Options Exercise Price Contractual Intrinsic
Outstanding Per Share Term (Years) Value

Balance August 1, 2009 4,771,651 $ 2.64 38/ $ 12,23(

Granted 511,66° 0.3¢ 9.8¢ -

Exercised = =

Expired (1,210,550 2.67

Forfeited (8,000 1.2¢
Balance October 31, 2009 4,064,76 ¢ 2.3¢ 5.4: ¢ 2,30(
Exercisable as of October 31, 2009 2,360,76 ¢ 3.0Z 3.08 ¢ 1,40(C

As of October 31, 2009, there was approximately2§®d0 of total unrecognized compensation expensg¢ereto unvested optio
granted that is expected to be recognized overightesl average period of 3.24 years.

5. RESTRICTED CASH

Lease security deposit held by a bank as collattvala standby letter of credit in favor of
Company. The cash held by the bank is restrictetd ase for the term of the standby letter of itred $ 201,80¢

Escrow agreement held by bank which can be disbwsly to satisfy obligations of the Company owe
clinical research organizations, hospitals, docémd other vendors and service providers associgtadhe clinica

trials which the Company intends to conduct forot CONASE® product. The escrow agreement shall term
on the earlier of the date that all funds have bdishursed from the escrow account and April 19,12Gt whicl

time any remaining funds will be disbursed to tterpany. 1,600,00(
Total $1,801,80
6. CONVERTIBLE NOTES AND WARRANTS

On October 19, 2009, the Company completed a daB5 ainits (the “Units”) in a private placement €ttOffering”) to certai
investors pursuant to a securities purchase agree(tiee “Securities Purchase Agreemergfjtered into on October 19, 2009. Each
consists of (i) $50,000 principal amount of 5% $er8ecured Convertible Promissory Notes (colletfivihe “Notes”)convertible into shar:
of the Company’s common stock, par value $.001spare (“Common Stock”), (i) Series A Common Stéukchase Warrants (th&éries /
Warrants”)to purchase in the aggregate that number of stir€@mmon Stock initially issuable upon conversafrthe aggregate amount
Notes issued as part of the Unit, at an exercigme wf $0.15 per share with a three year term dijdSeries B Common Stock Purch
Warrants (the “Series B Warrants”, together with 8eries A Warrants, the “Warrant$t) purchase in the aggregate that number of shud
Common Stock initially issuable upon conversionhef aggregate amount of Notes issued as part dfiiite at an exercise price of $0.25
share with a five year term. The closing of theg@iffg occurred on October 19, 2009 (the “Closiragi)l the Company received an aggrege
$3,250,000 in gross proceeds.

-12-




The Notes mature on the earlier of (i) October2®,2; (ii) the closing of a public or private offeg of the Company debt or equil
securities subsequent to the date of issuancetiresiri gross proceeds of at least $8,125,000 dtieen a transaction involving a stockho
who holds 5% or more of the Compasigutstanding capital stock as of the date of isseiaor (iii) on the demand of the holder of thetd
upon the Compang’consummation of a merger, sale of substantiflliyf s assets, or the acquisition by any entitgrson or group of 50%
more of the voting power of the Company. Interestiraes on the principal amount outstanding unden\htes at 5% per annum, and is
upon maturity. Upon an event of default under tlueeld, the interest rate shall increase to 7%, dealvihat if the Company is unable to ob
stockholder approval by April 1, 2010 to amenddéstificate of incorporation to increase its authed capital stock, the interest rate <
increase to 15% and such failure will be an Evéiefault under the Notes. The Notes are convertillo Common Stock at the option of
holder of the Note at a price of $0.15 per sharargt time prior to the date on which the Companykesapayment in full of all amour
outstanding under the Note. The Notes are not gedpa for a period of one year following the isstmthereof. The Notes are secured
senior security interest and lien on all of the @amy’s right, title and interest to all of the assetsed by the Company as of the Closin
thereafter acquired pursuant to the terms of arggcagreement (the “Security Agreemengétered into by the Company with each of
investors. The Warrants are exercisable immedidtdigwing the Closing.

Pursuant to the terms of the Securities Purchaseehgent, certain investors party thereto are p&cthib appoint a designee to
Company’s Board of Directors (the “BoardRjthin a reasonable period of time following theo€ihg. In addition, as a condition to Clos
each member of the Board other than David SidrarSkgirman of the Board, and Charles Muniz, Predjdehief Executive Officer and Ch
Financial Officer, agreed to resign from the Boapn the request of Dr. Sidransky made at any tothewing the Closing and December
20009.

In connection with the Offering, the Company entieireo an investor rights agreement (the “Inve&ihts Agreement”yith each ¢
the investors. The Investor Rights Agreement glesithat the Company will file a “resale” regiswatstatement (theltiitial Registratiol
Statement”) covering all of the shares issuablenupmversion of the Notes (the “Note Sharemiyl the shares issuable upon exercise ¢
Warrants (the “Warrant Shares”, together with treteNShares, the “Securities)p to the maximum number of shares able to be tergt
pursuant to applicable Securities and Exchange Ussion (“SEC”)regulations, within 120 days of the Closing. Ifya&ecurities are unable
be included on the Initial Registration Statemémt, Company has agreed to file subsequent registratatements until all the Securities
been registered. Under the terms of the Investght® Agreement, the Company is obligated to mainthe effectiveness of the “resale”
registration statement until all securities theraia sold or otherwise can be sold pursuant to R4de without any restrictions. A cash pen
at 1% per month will be triggered in the event @@mpany fails to file or obtain the effectivenegsaoregistration statement prior to
deadlines set forth in the Investor Rights Agreemanif the Company ceases to be current in filitsgperiodic reports with the SEC. 1
aggregate penalty accrued with respect to eaclsiovenay not exceed 6% of the original purchaseeppiaid by that investor, or 12% if
only effectiveness failure is the Company’s failtwée current in its periodic reports with the SEC

In connection with the Offering, the Company alsdeeed into an escrow agreement (the “Escrow Agesefhwhereby certai
investors placed $1,600,000 of the proceeds paidtHeir Units in an escrow account pursuant to térns of the Securities Purch
Agreement. Such amounts can be disbursed fromesheow account only to satisfy obligations of then(any owed to clinical resea
organizations, hospitals, doctors and other vendoi$ service providers associated with the clinicals which the Company intends

conduct for its ONCONASE product. The Escrow Agreement shall terminate enetirlier of the date that all funds have beenudgsdd fron
the escrow account and April 19, 2011, at whicketamy remaining funds will be disbursed to the Canyp
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Charles Muniz, the Compars/President, Chief Executive Officer and Chief Ritial Officer, subscribed for 20 Units, certainsts
and individuals related to James O. McCash, a i@akbwner of more than five percent of the Companvoting securities, subscribed for
aggregate of 20 Units, Europa International Indeaeficial owner of more than five percent of @@mpanys voting securities, subscribed
15 Units and Unilab LP, an affiliate of US Pharn@aan affiliate of the Company’s distributor for OBNASE ® in Eastern Europe anc
current stockholder, subscribed for 10 units. Thesestors are party to the Securities Purchase&gent, the Investor Rights Agreement
Security Agreement and the Escrow Agreement. Th@g2my's entry into an employment agreement with Mr. Munion terms reasonal
acceptable to the investors in the Offering wasralition to the Closing.

The Company concluded that it sdoadcount for the warrants and conversion optianbezlded in the Notes in accordance
ASC Topic 815, “Derivatives and HedgingAccordingly, the Company determined that the wagamd the conversion options embedde
the Notes should be accounted for as free starabngatives that will be measured at fair value aladsified as liabilities at the closing of
Offering. Each subsequent reporting period, then@any will mark to market the warrants and conwergeature of Notes with any chang:
fair value recorded through the statement of opmrat This accounting treatment is due to the tia&t the settlement terms of the warrants
conversion feature of the Notes do not allow themualify for equity presentation. Accordingly, @ctober 19, 2009, in connection with
closing of the Offering, the convertible featurettoé Notes were recorded as a derivative liabdftgpproximately $6.1 million and the Serie
and Series B warrants were recorded as a derivisividity of approximately $6.1 million each, resgively.

At the closing for the Offering, the fair value tie conversion feature, approximately $6.1 milli@xceeded the proceeds
$3.25 million. The difference of approximately $2rllion was charged to expense as the changeerfain market value of the convers
liability. Accordingly, the Company recorded antial discount of $3.25 million equal to the facdueof the Notes, which will be amortiz
over the three-year term, using the straight-lire¢ghad.

At October 31, 2009, the Company actedifior the conversion feature using the fair vahethod, with the resultant gain recogni
recorded in the statement of operations. At Oct@igr2009, the fair value of the conversion fealiakility was approximately $4.3 millio
comprised of the $6.1 million recorded at the ceigsior the Offering and $1.8 million gain recordedmark to market the liability at Octol
31, 2009. The conversion feature was valued at li2ctd9, 2009 and October 31, 2009 using the Bfaioeles valuation model and
following assumptions:

October 19, 2009  October 31, 2009

Volatility 126% 126.2%
Risk-free interest rate 1.50% 1.43%
Remaining contractual life (years) 3.0 2.97

At the closing, the Company recorded the Seriesmié Series B warrants as liabilities at their f@ilues of approximately $6.1 milli
each, based upon the Black-Scholes valuation madel.warrants will be accounted for using mark¥tarket accounting and charged to
statement of operations in a manner similar tcctheversion feature at each reporting date.

At October 31, 2009, the Company accounted fomtagant liabilities using the fair value methodtlwihe resultant gain recogniti
recorded in the statement of operations. At Oct@ier2009, the fair value of the Series A and SeBevarrant liabilities were approximat
$4.3 million and $4.4 million, respectively. Tharfvalue of the Series A warrant is comprisedhef$6.1 million recorded at the closing for
Offering and approximately $1.8 million gain receddto mark to market the liability at October 3@0Q. The fair value of the Series B war
is comprised of the $6.1 million recorded at thesirlg for the Offering and approximately $1.7 roitligain recorded to mark to market
liability at October 31, 2009.
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The Series A and Series B warrant liabilities weskied at October 19, 2009 and October 31, 2008gubie BlackScholes valuatic
model and the following assumptions:

Series A Warrants Series B Warrants
October 19, 2009 October 31, 2009 October 19, 2009 October 31, 2009

Volatility 126% 126.2% 113.17% 113.26%
Risk-free interest rate 1.50% 1.43% 2.36% 2.31%
Remaining contractual life (years) 3.0 2.97 5.0 4.97

In addition, the Company evaluated the classificatf all nonemployee share commitments issued outside of #Hresplhich existe
prior to the Offering (the “Prior Non-Employee Coitiments”). As a result, at October 19, 2009, the Company ssiflad $747,235 fro
equity to liability for all Prior NonEmployee Commitments and has included this amaat@art of derivative liability. The Company mea
to market the Prior NoEmployee Commitments at October 31, 2009 and recbadgain of $292,366 for the change in fair vdtoen Octobe
19 to October 31, 2009. Once stockholders appaovicrease in the amount of authorized sharesvterall existing share commitments,
marked-to-market liabilities for Prior Non-Employ€ammitments will be reclassified to equity.

7. REVENUE RECOGNITION

The Company recognizes revenue in accordance i Sccounting Bulletin No. 104, “Revenue Recogmit’ (“SAB 104") issuet
by the staff of the SEC. Under SAB 104, revenueetognized when persuasive evidence of an arramgieexists, delivery has occur
and/or services have been rendered, the salesipfiged or determinable, and collectability imsenably assured.

The Company enters into marketing and distribuigreements, which contain multiple deliverableee Tompany evaluates whet
these deliverables constitute separate units afuating to which total arrangement consideratiomliscated. A deliverable qualifies a
separate unit of accounting when the item deliveéoettie customer has standalone value, there &tig and reliable evidence of fair valus
items that have not been delivered to the cust@ndrif there is a general right of return for ttenis delivered to the customer, deliver
performance of the undelivered items is considgnebable and substantially in the control of thePany. Arrangement consideratiol
allocated to units of accounting on a relative-faitue basis or the residual method if the Companyniable to determine the fair value o
deliverables in the arrangement. Considerationcated to a unit of accounting is limited to the amothat is not contingent upon fut
performance by the Company. Upon determinatiogeplarate units of accounting and allocated coreider, the general criteria for revel
recognition is applied to each unit of accounting.

In January 2008, the Company entered into a U&erise Agreement for ONCONASHwith Par Pharmaceutical, Inc. (“Par"lJnde
the terms of the License Agreement, Strativa Pheemtécals (“Strativa”),the proprietary products division of Par, receivextlusive

marketing, sales and distribution rights to ONCONASfor the treatment of cancer in the United States i territories. The Compa
retained all rights and obligations for product mf@cturing, clinical development and obtaining fegory approvals, as well as all rights
those nond.S. jurisdictions in which the Company has notrently granted any such rights or obligations todttparties. The Compa
received a cash payment of $5 million upon theisgof the License Agreement.
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On September 8, 2009, the Company and Par entatedai Termination and Mutual Release Agreement (fherminatior
Agreement”) pursuant to which the Compayicense Agreement and Supply Agreement with Rerevterminated. The License Agreen
was terminated and all rights under the licensatgrhto Par revert back to the Company under thimifation Agreement. Under the Sug
Agreement, the Company had agreed to supply d@aofs requirements for ONCONASE. Pursuant to the Termination Agreement, Par

be entitled to a royalty of 2% of net sales of ONOGSE © or any other ranpirnase product developed by thegamy for use in the treatm
of cancer in the United States and its territodesimencing with the first sale of such product gwhinating upon the later to occur of

twelfth anniversary of the first sale and the dzftexpiration of the last valid claim of a pendiagplication or issued patent owned or contr
by the Company with respect to such product.

The Company has evaluated both the License Agretarehthe Termination Agreement and has determihatithe Company
obligated to provide royalty payments in the ewbetCompany has net sales. As such, as of OcBdh&009, the Company has not recogr

into income any of the $5 million upfront paymeateived under the License Agreement.

8. COMMITMENTS

Employment and Retirement Agreements

Except as disclosed below, there have been no imatbanges with respect to the Companginployment and retirement agreem
as disclosed in the “Notes to the Financial Stateme Commitments” in the Company’s Annual Reporform 10K for the fiscal year end:
July 31, 2009.

On April 28, 2008, the Company entered into a eatient agreement (the “Retirement Agreementth Ms. Shogen. Under the ter
of the Retirement Agreement, Ms. Shogen will batledt to receive her current annual salary of $800,and participate in all benefit pli
available for the Company’'s executives through retirement date, which will occur on or before Mar8l, 2009 (the Terminatiot
Date”). Ms. Shogen will receive retirement payments of $800 for each of the two years after the Termimafimte. During the fiscal ye
ended July 31, 2008, the Company accrued thesditsenehe amount of $612,000.

On September 14, 2009, the Company entered intom@ndment (the “Amendmentt) the Retirement Agreement amending ce
terms. Pursuant to the Amendment, effective asSeftember 14, 2009, periodic payments owed to M®gé&n under the Retirem
Agreement during the two year period commencingilApr2008 will be paid at the rate of $150,000 pear, rather than $300,000 per yes
originally provided in the Retirement Agreementndér the Retirement Agreement, Ms. Shogen waslezhtid receive continuing payme
equal to 15% of any royalties received by Alfageirsuant to any and all license agreements eniatedy Alfacell for the marketing al
distribution of Licensed Products. Under the Amerdinthe amount of such royalties related to nkstssaf Licensed Products to be rece
by Ms. Shogen has been reduced to 5%. Under thieRent Agreement, Ms. Shogen was entitled toiveceontinuing payments equal to
of net sales of Licensed Products booked by Alfamreits financial statements. Under the Amendntleatamount of such net sales booke
Alfacell has been reduced to 2%. Under the Amendpieithe event Alfacell obtains marketing approﬁmlONCONASE® from the Food ar
Drug Administration or the European Medicines Agends. Shogen will be entitled to receive an addhitii payment equal to the differe
between the periodic payments actually paid to $t&gen during the two year period commencing Apri2008 and $600,000, the origi
amount of periodic payments to which Ms. Shogen emitled under the Retirement Agreement. Suclitiaddl payment may be made
Alfacell, at its option, in cash, Alfacell commotosk or a combination of both. The Amendment isdiig on the parties as of Septembe!
2009. Except as specifically amended in the Ameasrdnall terms and conditions of the Retiremente®gnent remain in full force and effect.
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On October 19, 2009, the Company entered into arpl@&ment Agreement (the “Employment Agreementilith Mr.
Muniz. Pursuant to the Employment Agreement, Muni¢ shall serve as the CompasmyPresident, Chief Executive Officer and C
Financial Officer. Mr. Muniz will receive an annubase salary of $300,000 and is entitled to receash incentive compensation or an
stock option awards as determined lilie Board or the Compensation Committee of the @d@m time to time. In addition, Mr. Muniz
entitled to participate in any and all employeediirplans established and maintained by the Companexecutive officers of the Compa
Pursuant to the Employment Agreement, Mr. Munizieed an option (the “Option”), granted under andiccordance with the Compasy’
2004 Stock Incentive Plan, to purchase an aggregfaéi®0,000 shares of Common Stock exercisabléeioryears from the date the Optio
granted. The Option shall vest in equal amounteawh of the first, second and third year annivgre&the grant so long as Mr. Muniz reme
employed by the Company. The exercise price ofdpton was equal to the fair market value of thenBwmn Stock on the date of grant. -
Employment Agreement continues in effect for twangefollowing the date of the agreement and autioailt renews for successive ogeal
periods, unless Mr. Muniz’'s employment is termiiaby him or by the Company. In the event that Murliz’'s employment is terminated
the Company for any reason, then Mr. Muniz is &ttito receive his earned but unpaid base salatyramentive compensation, unpaid expe
reimbursements, accrued but unused vacation andestgd benefits under any employee benefit platn@fCompany. In the event that
Muniz's employment is terminated by the Companyhaitt “cause” or by Mr. Muniz for “good reasordq such terms are defined in
Employment Agreement), then in addition to the abmentioned payments and benefits, Mr. Muniz igtledtto receive an amount equa
his then current annual base salary, payable imlégsatallments over 12 months in accordance with €ompanys payroll practice and
medical and health benefits for 18 months followthg termination date. Mr. Munig’'Employment Agreement requires him to refrain 1
competing with the Company and from hiring our esgplkes and soliciting our customers for a periodra# year following the termination
his employment with the Company for any reason.

Lease Commitments

There have been no material changes with respettietdCompany’s operating leases as disclosed ir‘Mluees to the Financi
Statements — Commitments” in the Company’s Annwegdd®t on Form 10-K for the fiscal year ended July Z009.

9. CONTINGENCIES

The Company has product liability insurance coverfag clinical trials in the U.S. and in other ctiigs where it conducts its clinic
trials. No product liability claims have been filadainst the Company. If a claim arises and the 2o is found liable in an amount t
significantly exceeds the policy limits, it may leaa material adverse effect upon the financial tmmdand results of operations of
Company.

Except as disclosed below, there have been no imlatbanges with respect to the Company’s contingenas disclosed in th&lbtes
to the Financial Statements — Contingencies” inGbenpany’s Annual Report on Form 10-K for the flsgzar ended July 31, 2009.
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On October 9, 2009, Robert Love, a former ChiefRuial Officer and alleged shareholder of the Camgpéiled a complaintl.ove v.
Alfacell Corp. et al. , Case No. 3:09-cv-05199-MLC-LHG (the “Complaintggainst the Company and certain of its current famchel
directors in the United States District Court, Bigtof New Jersey, asserting violations of fedenadl state securities laws, direct and deriv
common law claims for fraud and breach of fiducidaty, and a direct claim for negligent misrepréatan in connection with the Compansy’
Phase llIb clinical trial for ONCONASE . The Complaint alleges that the Company misled $todders by issuing allegedly false projecti
of when the required number of patient deaths wogltlir in the Phase IlIb trial. The Complaint seekmpensatory damages of no less
$350,000, punitive damages of no less than $20amjlland an accounting and constructive trust. Thenpany believes that the claims
meritless and intends to defend the case vigorously

| & G Garden State, LLC (“Landlord™filed and served a complaint against the CompanhénSuperior Court of New Jersey L
Division, Special Civil Part Landlord-Tenant SecaticGomerset County, on or about October 30, 20@9ndnpayment of rent and failure
maintain security deposit. The complaint seekisatiee the Company vacate the property. On Noverh®eP009, the Company and Land|
mutually agreed that the Company will vacate trepprty on or before December 31, 2009. The Laddiil withdraw the remaining unpe
rental payments as of December 31, 2009 from threpaay’s secured irrevocable letter of credit whigts placed in March 2007.

10. SALES

The Company was granted approval by the Swiss gowemt to sell its product ONCONASEON a namegatient basis. During t
quarter ended October 31, 2009, the Company retejrass proceeds of $18,750 from such sale.

11. RELATED PARTY TRANSACTIONS

On October 19, 2009, Charles Muniz, the CompsuRresident, Chief Executive Officer and Chief Ritial Officer, was a party to t
Securities Purchase Agreement, the Investor Riggteement, the Security Agreement and the Escroveégent. The Comparg/entry int
an employment agreement with Mr. Muniz upon tereasonably acceptable to the investors in the @ffesias a condition to the Closing.
Note 6— Convertible Notes and Warrants
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ltem 2. Management's Discussion and Analysis &inancial Condition and Results of Operations

Information herein contains, in addition to histati information, forwardeoking statements that involve risks and uncetiegn All
statements, other than statements of historica| fagarding our financial position, potential, mess strategy, plans and objectives for ft
operations are “forward-looking statements.” Thetsstements are commonly identified by the useooWérdiooking terms and phras
as “anticipates,” “believes,” “estimates,” “expgtt‘intends,” “may,” “seeks,” “should,” or “will’or the negative thereof or other variati
thereon or comparable terminology, or by discussufrstrategy. We cannot assure you that theduesults covered by these forwdodking
statements will be achieved. The matters set fortRart I, Iltem 1A. “Risk Factors” in our most egt annual report on Form X)J-filed or
November 13, 2009, constitute cautionary statemieletstifying important factors with respect to thdsrwarc-looking statements, includi
certain risks and uncertainties, that could causeah results to vary significantly from the futuresults indicated in these forwabking
statements. Other factors could also cause acasallts to differ significantly from the future téts indicated in these forwaldeking
statements. There have been no material changkes thscussion of risk factors included in our trresent Annual Report on Form 10-K.

Overview

We are a biopharmaceutical company engaged indbearch, development, and commercialization of difog life threatening-
diseases, such as malignant mesothelioma and cdheers. Our corporate strategy is to becomedetda the discovery, development,
commercialization of novel ribonuclease (RNase)apeutics for cancer and other lifereatening diseases. As of October 31, 2009, age:
full time employees who conducted all administratind research and development operations at d@ilityfin Somerset, NJ.

We are a development stage companyefined in the Accounting Standards Codificaff@&8C”) Topic 915, ‘Development Stay
Entities”. We are devoting substantially all of our presefinrgs to establishing a new business and developéavg drug products. Our planr
principal operations of marketing and/or licensimgw drugs have not commenced and, accordingly, awe mot derived any significe
revenue from these operations.

Since our inception in 1981, we daevoted the vast majority of our resources tarésearch and development of ONCONASE
our lead drug candidate, as well as other relatad dandidates. In recent years we have focusedesources towards the completion of

clinical program for ONCONASE’ in patients suffering from unresectable, or inopramalignant mesothelioma (“UMM")We havi
incurred losses since inception and we have netived Food and Drug Administration (“FDAgpproval of any of our drug candidates.
expect to continue to incur losses for the forelskeetuture as we continue our research and devedapractivities, which may include 1
sponsorship of human clinical trials for our driamdidates. Until we are able to consistently gateerevenue through the sale of products
anticipate that we will be required to fund the elepment of our prelinical compounds and drug product candidates guilgnby other mean
including, but not limited to, licensing the devefeent or marketing rights to some of our drug cdatdis to third parties, collaborating v
third parties to develop our drug candidates, dingeCompany issued securities.

During the quarter ended October 31, 2009, we cetagla sale of 65 Units in a private financing ¢ot&in investors pursuant t
securities purchase agreement (the “Securitiesh@aec Agreement”gntered into on October 19, 2009. Each Unit comsiét (i) $50,00
principal amount of Senior Secured Notes conveaxtibto shares of the Compasytommon stock at a price of $0.15 per shareSéijes /
Warrants to purchase in the aggregate that nunftetrames of common stock initially issuable uponvarsion of the aggregate amount of
Senior Secured Notes issued as part of the Unénatxercise price of $0.15 per share with a thyese term and (iii) Series B Warrants
purchase in the aggregate that number of sharesrofmon stock initially issuable upon conversiontttd aggregate amount of the Se
Secured Notes issued as part of the Unit, at arciseeprice of $0.25 per share with a five yeamtefhe closing of the private financ
occurred on October 19, 2009, and the Companywedein aggregate of $3,250,000 in gross proceeds.
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Pursuant to the terms of the Securities Purchaseehgent, certain investors party thereto are pethiib appoint a designee to
Board of Directors (the “Boardiyithin a reasonable period of time following thesihg of the private financing. In addition, asoadition tc
closing the private financing, each member of tloar other than David Sidransky, Chairman of tharBpand Charles Muniz, agreec
resign from the Board upon the request of Dr. Siskg made at any time following the closing of girevate financing and prior to Decem
31, 2009.

In connection with the private financing, the Comypaentered into the Investor Rights Agreement weilth of the investors. T
Investor Rights Agreement provides that the Compailly file a “resale” registration statement covering all of the shasssuiable upc
conversion of the Senior Secured Notes and theeshssuable upon exercise of the Warrants, upeonidximum number of shares able ti
registered pursuant to applicable SEC regulatitnysFebruary 16, 2010. If any of the securities éde upon conversion or exerc
respectively, of the Senior Secured Notes and Wigrare unable to be included on the initial “reSatgistration statement, the Company
agreed to file subsequent registration statementikall the securities have been registered. Urlderterms of the Investor Rights Agreem
the Company is obligated to maintain the effectesmnof the “resalefegistration statement until all securities theraia sold or otherwise ¢
be sold pursuant to Rule 144 of the Securities Without any restrictions. A cash penalty of 1% penth will be triggered in the event
Company fails to file or obtain the effectivene$s oegistration statement prior to the deadliredarth in the Investor Rights Agreement ¢
the Company ceases to be current in filing itsqukci reports with the SEC. The aggregate penaltyuad with respect to each investor may
exceed 6% of the original purchase price paid by itvestor, or 12% if the only effectiveness feglis the Company' failure to be current
its periodic reports with the SEC.

In connection with the private placement, the Comypalso entered into an escrow agreement whereligitanvestors place
$1,600,000 of the proceeds paid for their Unitaninescrow account pursuant to the terms of therBiesuPurchase Agreement. Such amc
can be disbursed from the escrow account onlytiefgabligations of the Company owed to clinicakearch organizations, hospitals, dot
and other vendors and service providers assocwgtadhe clinical trials which the Company intentdsconduct for its ONCONASE product
The escrow agreement shall terminate on the eafligre date that all funds have been disbursed tre escrow account and April 19, 201:
which time any remaining funds will be disbursedite Company.

In connection with our private financing completaddctober 2009, we issued $3.25 million of Sei8ecured Notes convertible ii
shares of the Comparsytommon stock at a price of $0.15 per share. Sereor Secured Notes mature on the earlier of ¢tpker 19, 201.
(i) the closing of a public or private offering ttie Companys debt or equity securities subsequent to the afatgsuance resulting in grc
proceeds of at least $8,125,000 other than a ttéinsainvolving a stockholder who holds 5% or mafethe Companys outstanding capil
stock as of the date of issuance; or (iii) on tamdnd of the holder of the Senior Secured Note tippiCompanys consummation of a merg
sale of substantially all of its assets, or theuiitjion by any entity, person or group of 50% oorm of the voting power of the Compa
Interest accrues on the principal amount outstandimder the Senior Secured Notes at 5% per anmuinisadue upon maturity. Upon an e\
of default under the Notes, the interest rate shatkease to 7%, provided that if the Company iahle to obtain stockholder approval by A
1, 2010 to amend its certificate of incorporationricrease its authorized capital stock, the isterate shall increase to 15% and such fe
will be an event of default under the Senior SediMetes. The Senior Secured Notes are not prefmf@ba period of one year following 1
issuance thereof. The Senior Secured Notes areeskby a senior security interest and lien on falhe Companys right, title and interest to
of the assets owned by the Company as of the gasdithe private financing or thereafter acquiredspant to the terms of a security agree!
entered into by the Company with each of the irusst
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For so long as the Senior Secured Notes are odiaggnthe Company is not permitted, among othetrioti®ns, to liquidate ¢
dissolve, consolidate with or merge into or witly ather corporation, to sell its assets, other thae ordinary course of business, redee
repurchase any outstanding equity or debt secsiritieeate or incur any indebtedness which is nbbglinate to the Senior Secured Note
create liens on its assets with certain exceptions.

Almost all of the $73 million of research and dewrhent expenses we have incurred since our incepies gone toward t
development of ONCONASE and related drug candidates. For the three mambted October 31, 2009 and for fiscal years endsd31
2009, 2008 and 2007, our research and developnxgeinses were approximately $0.2 million, $3.3 )i $8.5 million, and $5.5 millio
respectively, almost all of which were used for deselopment of ONCONASEand related drug candidates.

We fund the research and development of our preduritnarily from cash receipts resulting from tladesof our equity securities &
convertible debentures in registered offerings pridate placements. Additionally, we have raisegit@l through other debt financings,
sale of our tax benefits and research productgraat income and financing received from Kuslimadg&m, our former Chief Executi
Officer. During the three months ended OctoberZ8D9, we received gross proceeds of $3,250,000 fravate financing described above
which $1.6 million was placed in escrow. Our catreash reserves will be used primarily to fund olimical and preclinical research at
development efforts for ONCONASE. The most significant expenses will be incurredthe currently planned Phase Il clinical studs
nonsmall cell lung cancer. Additional expenses as® @lxpected to be incurred as we continue to mavelaug product candidates towe
the next phase of clinical and pre-clinical devetept.

We have incurred losses since inception and, te, da have generated only small amounts of cafpdad marketing and distributic
agreements for ONCONASE. Our audited financial statements for the fiscalryeraded July 31, 2009, were prepared under thergsfar
that we will continue our operations as a goingoesn. We were incorporated in 1981 and have atyisif losses and negative cash fl
from operating activities. As a result, our indegent registered public accounting firm in theidiaueport has expressed that there
substantial doubt about our ability to continueaagoing concern. Continued operations are deperatentir ability to raise additional cap
from various sources such as those described alffweh capital raising opportunities may not beilaki®e or may not be available
reasonable terms. Our financial statements dinchtde any adjustments that may result from theamue of this uncertainty.

We may seek to satisfy future funding requiremehtsugh public or private offerings of securities with collaborative or oth
arrangements with corporate partners. Additiomelrfcing or strategic transactions may not be albélwhen needed or on terms acceptal
us, if at all. If adequate financing is not aviitg we may be required to delay, scale back, iorihte certain of our research and developi
programs, relinquish rights to certain of our tembgies, drugs or products, or license third partee commercialize products or technolo
that we would otherwise seek to develop ourselves.
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Results of Operations

Three month periods ended October 31, 2009 and 2008

We focus most of our productive and financial reses on the development of ONCONASENd as such, except for the sales fo
three month period ended October 31, 2009 in theuainof $18,750 which resulted from the sale oramedpatient basis of our prodt

ONCONASE® as approved by the Swiss government, we did nat hay material sales in the three month periods@é@ttober 31, 2009 a
2008.

Research and development expense for the threehnpeniod ended October 31, 2009 was approximat@lg #illion compared !
approximately $1.7 million for the same period D08, a decrease of approximately $1.5 million,@7%. The decrease was primarily rel;
to decreased expenses of approximately $1.1 mithtated to costs incurred for the ONCONA@EOIIing NDA submission for our Phase |
clinical trial for malignant mesothelioma and dexsed compensation expense of approximately $0.Homifrom decreased stodiase
compensation expense and reduction in force.

General and administrative expense for the threetimperiod ended October 31, 2009 was approxim&@l¢ million compared
approximately $1.1 million for the same period 008, a decrease of approximately $0.7 million,2586. This decrease was primarily du
decreased compensation expense of approximatedy rfidlion from decreased stodlased compensation expense, retirement of Ku
Shogen, our former chief executive officer andgeation of Lawrence Kenyon, our former chief fin@hofficer. Public relations related cc
and other general administrative expenses als@dsed by approximately $0.2 million due to our medlioperations in fiscal year 2010.

Interest expense for the three month period endgtdb@r 31, 2009 increased by approximately $9.4ianilcompared to the sai
period last year. This increase was directly dug¢hte beneficial conversion feature of the conbéatidebenture and warrants we issue
October 2009 and the original recognition of areldchange in valuation of the derivative liability.

The net loss for the three month period ended @ct8t, 2009 was approximately $10 million as coragan $2.8 million for th
same period last year, an increase of approxim&®@&B million.

Liquidity and Capital Resources

We have reported cumulative net losses of appraxiy&25.6 million for the three most recent fisgahrs ended July 31, 2009.
net losses from date of inception, August 24, 1981 Qctober 31, 2009 amount to approximately $118illon. As of October 31, 2009, \
have a working capital deficit of approximately . &illion.

We have financed our operations since inceptiomarily through the sale of our equity securitiesl aonvertible debentures
registered offerings and private placements. Aclditlly, we have raised capital through other datatncings, the sale of our state tax bel
and research products, and investment income aadding received from Kuslima Shogen, our formeie€Executive Officer. As of Octob
31, 2009, we had approximately $1.6 million in casid cash equivalents. We currently believe thatoash reserves and the $1.6 mil
restricted cash intended for future clinical trieés support our activities into the fourth quadeour fiscal year 2010, based upon our red
operations.
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The primary use of cash over the next nine montitisbe to fund our clinical and prelinical research and development efforts
ONCONASE ® . The most significant expenses will be incurred the currently planned Phase Il clinical study fmnsmall cell luny
cancer. Additional expenses are also expectec tmdurred as we continue to move our drug prodaadidates towards the next phas
clinical and preelinical development. We will need to obtain aduitl financing in order to continue our operatioi@&ven current mark
conditions, it may be very difficult, if not impdbe, to obtain such financing. In order to congnour operations we will need to pur
strategic alternatives for the further developmﬁrﬁ)NCONASE® .

The audit report of our independent registered ipudatcounting firm on our fiscal year ended July 2009 financial statemel
expressed that there was substantial doubt abeouathility to continue as a going concern. Contthoperations are dependent on our abili
raise additional capital from various sources saghhose described above. Such capital raisingroppties may not be available or may
be available on reasonable terms. Our financ@éstients do not include any adjustments that neytrisom the outcome of this uncertainty.

Off-balance Sheet Arrangements

We have no off-balance sheet debt, no exposurefibatance sheet arrangements, no special purpodéegntior activities th
include non-exchange-traded contracts accountedl fiair value as of October 31, 2009.

Contractual Obligations and Commercial Commitments

Since July 31, 2009, there has been no materiahgehavith respect to our commitments and contingeneis disclosed in t
“Management’s Discussion and Analysis of Finand@andition and Results of OperationsContractual Obligations and Commer
Commitments” in our Annual Report on Form 10-K foe fiscal year ended July 31, 2009.

Critical Accounting Policies and Estimates

Critical accounting policies are those that invabubjective or complex judgments, often as a rafitlie need to make estimates.
following areas all require the use of judgmentd astimates: research and development expensesjrdity for stocksased compensatic
accounting for warrants issued with convertible tdebd deferred income taxes. Estimates in eacthede areas are based on histc
experience and various assumptions that we bedeveppropriate. Actual results may differ froregh estimates. Our accounting prac
are discussed in more detail in “Management’s Bismn and Analysis of Financial Condition and Ressaf Operations” and Note 1 ofbtes
to Consolidated Financial Statements” in our AnriR@port on Form 10-K for the year ended July 3DR0

Recently Issued Accounting Standards

In June 2009, the Financial Accounting Standardsr8o“FASB”) issued the FASB Accounting Standards Codificatitme
“Codification”). Effective July 1, 2009, the Codification became $iregle source of authoritative nongovernmental. deerally accept
accounting principles (GAAP), superseding existinfes and related literature issued by the FASB.eAcan Institute of Certified Pub
Accountants (“AICPA”) and Emerging Issues Task [EoftEITF”). The Codification also eliminates the previous US3AP hierarchy an
establishes one level of authoritative GAAP. Rudesl interpretive releases of the SEC under aughofifederal securities laws are ¢
sources of authoritative GAAP for SEC registrantdl other literature is considered nawtthoritative. The Codification, which has
changed GAAP, was effective for interim and anmqeiods ended after September 15, 2009. The Coyrgdopted the Codification for t
qguarter ended October 31, 2009. Other than thenerain which accounting guidance is referenced,atth@ption of the Codification had
impact on the Company’s financial statements.
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In December 2007, the FASB issued new accountirigagge related to the accounting for business coations and relat:
disclosures. This guidance establishes princigies requirements for how an acquirer recognizesnagasures in its financial statements
identifiable assets acquired, the liabilities assdmany noncontrolling interest in the acquireed amy goodwill acquired in a busin
combination. It also establishes disclosure resménts to enable the evaluation of the nature mwadhdial effects of a business combinati
The guidance is to be applied prospectively to hess combinations for which the acquisition daterisor after the beginning of the fi
annual reporting period beginning on or after Delseni5, 2008. The Company adopted this guidarfastve August 1, 2009, and it did 1
have any effect on the Company’s financial statedmen

In February 2008, the FASB issued amended guidamdelay the fair value measurement and expandazdodures about fair val
measurements for nonfinancial assets and nonfiahligbilities, except for items that are recoguize disclosed at fair value in the finan
statements on a recurring basis (at least annualtil fiscal years beginning after November 1808. Effective August 1, 2009, the Comp
adopted the guidance related to fair value measeméesfor nonfinancial assets and nonfinancial ligds and the adoption of such guidance
not have any effect on the Company’s financialestegnts.

In June 2008, the FASB issued guidance for detengimvhether an equitlinked financial instrument (or embedded featus
indexed to an entity’s own stock, which would gfyalis a scope exception to derivative classificatioder ASC Topic 815 Derivatives an
Hedging”. The guidance is effective for fiscal years begignaiter December 15, 2008 and early adoption foexiating instrument is n
permitted. The Company adopted this guidancectffe August 1, 2009. The adoption had no impacthe Companyg previously account
for equitydinked financial instruments that were conside@tie indexed to its own equity. Refer to Note i6the result of the adoption on
equity-linked instruments included within the Seties Purchase Agreement entered into on Octobe2d@9.

In May 2009, the FASB issued guidelines on subseigeeent accounting which sets forth: (1) the pb@adter the balance sheet ¢
during which management of a reporting entity stiataluate events or transactions that may ocaupdtential recognition or disclosure
the financial statements; (2) the circumstancesumtich an entity should recognize events or &atigns occurring after the balance s
date in its financial statements; (3) the disclesuhat an entity should make about events orarioss that occurred after the balance ¢
date and (4) requires the disclosure of the dateutfh which an entity has evaluated subsequentt®ward the basis for that date.
Company adopted these amendments for the fiscal grded July 31, 2009 and determined that it didhave a material impact on -
Companys financial statements. The Company evaluatedvahts or transactions that occurred after Oct8ter2009 through the date
financial statements were issued on December 219.20

In August 2009, the FASB issued amended guidandeemeasurement of liabilities at fair value. Tuidance provides clarificati
that in circumstances in which a quoted marketepitican active market for an identical liabilityrist available, the fair value of a liability
measured using one or more of the valuation tectesighat uses the quoted price of an identicallitalbwhen traded as an asset ol
unavailable, quoted prices for similar liabilities similar assets when traded as assets. If nbtiésoinformation is available, an entity sha
use a valuation technique in accordance with egdthir valuation principles. This guidance iseetive for the first reporting period (includi
interim periods) after issuance. The Company astbfitis guidance in the quarter ended October @19.2 The adoption had no impact on
Company'’s financial statements.
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In October 2009, the FASB issued amended guidamrceeparating consideration in multigleliverable arrangements. It eliming
the requirement under previous guidance that alelivered elements have vendor-specific objectivdence (VSOE) or thirgbarty evidenc
(TPE) of fair value before recognizing a portionrefenue related to the delivered items, and dsted that revenue be allocated to
element based on its relative selling price, asrdahed by VSOE, TPE, or the entigyestimated selling price if neither of the aforatimnec
is available. Additionally, the amended guidaniieates the residual method of allocation andags required disclosures about multiple-
element revenue arrangements. It will be effectix@spectively for revenue arrangements enteredbeginning January 1, 2011, with e
adoption permitted.

ltem 3. _Quantitative and Qualitative Disclosure About Market Risk

As of October 31, 2009, we were exposed to maikks rprimarily changes in U.S. interest rates.of®ctober 31, 2009, we he
total cash and cash equivalents of approximatel§ 8iillion. All cash equivalents have a maturitgdehan 90 days. Declines in interest |
over time would reduce our interest income fromiouestments.

Iltem 4T. Controls And Procedures

(@) Evaluation of disclosure controls and procedures.

Under the supervision and with the participatiomof management, including our Chief Executive €ffiand Chief Financial Office
we evaluated the effectiveness of the design aedatipn of our “disclosure controls and procedur@s’ defined in Rule 1385(e) under tt
Securities Exchange Act of 1934, as amended (“tkeh&nge Act”)),as of October 31, 2009, the end of the period eudry thi:
report. Based on this evaluation, our Chief ExeeuDfficer and Chief Financial Officer concludduht our disclosure controls and proced
are effective to ensure that information requiredb¢ disclosed by us in the reports that we filswdymit under the Exchange Act is recor
processed, summarized and reported within the peréods specified in the rules and forms of theuBites and Exchange Commiss
including without limitation, controls and procedarthat are designed to ensure that the informaéquired to be disclosed in reports b
that we file or submit under the Exchange Act isueculated and communicated to our management,dimguour principal executive a
principal financial officers, as appropriate tooalltimely discussion regarding required disclosures

(b) Changes in internal controls.

There have been no changes in our internal cowtret financial reporting during the quarter endectober 31, 2009 that hs
materially affected, or are reasonably likely totenglly affect, the Compang’internal control over financial reporting subsefuto the date
the evaluation referred to above.

PART Il. OTHER INFORMATION

ltem 1. Legal Proceedings

Except as disclosed below, there have been no isatéanges with respect to the Company’s Legat&edings as disclosed iitém
3. Legal Proceedings” in the Company’s Annual Repo Form 10-K for the fiscal year ended July 3009.
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On October 9, 2009, Robert Love, a former ChiefRuial Officer and alleged shareholder of the Camgpéiled a complaintl.ove v.
Alfacell Corp. et al. , Case No. 3:09-cv-05199-MLC-LHG (the “Complaintggainst the Company and certain of its current famchel
directors in the United States District Court, Bigtof New Jersey, asserting violations of fedenadl state securities laws, direct and deriv
common law claims for fraud and breach of fiducidaty, and a direct claim for negligent misrepréatan in connection with the Compansy’
Phase llIb clinical trial for ONCONASE . The Complaint alleges that the Company misled $todders by issuing allegedly false projecti
of when the required number of patient deaths wogltlir in the Phase IlIb trial. The Complaint seekmpensatory damages of no less
$350,000, punitive damages of no less than $20amjlland an accounting and constructive trust. Thenpany believes that the claims
meritless and intends to defend the case vigorously

| & G Garden State, LLC (“Landlord™filed and served a complaint against the CompanhénSuperior Court of New Jersey L
Division, Special Civil Part Landlord-Tenant SecaticGomerset County, on or about October 30, 20@9ndnpayment of rent and failure
maintain security deposit. The complaint seekisatiee the Company vacate the property. On Noverh®eP009, the Company and Land|
mutually agreed that the Company will vacate trepprty on or before December 31, 2009. The Laddiil withdraw the remaining unpe
rental payments as of December 31, 2009 from threpaay’s secured irrevocable letter of credit whigts placed in March 2007.

Item 1A.  Risk Factors

There have been no material changes to the discussrisk factors included in our most recent AahReport on Form 10-K.

Item 2. Unregistered Sales of Equity Securdés and Use of Proceeds

€) Recent Sales of Unregistered Securities

On October 19, 2009, we completed a sale of 65 (tlie “Units”)in a private financing to certain investors purguana securitie
purchase agreement (the “Securities Purchase Agr@&nentered into on October 19, 2009. Each Unit cossis(i) $50,000 principal amot
of Senior Secured Notes convertible into shareah®fCompanys common stock at a price of $0.15 per shareSéijes A Warrants to purchi
in the aggregate that number of shares of commamk shitially issuable upon conversion of the aggte amount of the Senior Secured N
issued as part of the Unit, at an exercise pricB0of5 per share with a three year term and (@& B Warrants to purchase in the aggre
that number of shares of common stock initially@dsle upon conversion of the aggregate amounteoS#nior Secured Notes issued as pi
the Unit, at an exercise price of $0.25 per shatle avfive year term. The Company received an aggfeeof $3,250,000 in gross proceeds
the private financing. The securities were offepedsuant to the exemptions from registration eghfin section 4(2) of the Securities Ac
1933, as amended, and Regulation D promulgateduhder.

(b) Purchases of Equity Securities by Issuer and At Purchasers
None.

ltem 3. _Defaults Upon Senior Securities

None.
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ltem 4. Submission of Matters to a Vote of Seciity Holders

None.

ltem 5. Other Information

None.
ltem 6. _Exhibits

Exhibits (numbered in accordance with Itedi 6f Regulation S-K).

Exhibit No. Item Title

31.1 Certification of Principal Executive Officer pursudo Section 302 of the Sarbanes-Oxley Act of 2002

31.2 Certification of Principal Financial Officer pursutato Section 302 of the Sarbanes-Oxley Act of 2002

32.1 Certification of Principal Executive Officer andiftipal Financial Officer pursuant to Section 9G@he Sarbanes-Oxley Act
of 2002
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SIGNATURE PAGE

Pursuant to the requirements of the Securities &xgl Act of 1934, the registrant has duly causedréport to be signed on
behalf by the undersigned thereunto duly authorized

ALFACELL CORPORATION
(Registrant’

December 21, 200 By: /s/ Charles Muni:

Chief Executive Officer, President and
Chief Financial Officer

(Principal Executive Officer, Princip.
Accounting Officer and Principal
Financial Officer)
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EXHIBIT 31.1

CERTIFICATION PURSUANT TO RULE 13A-14(A)
AS ADOPTED PURSUANT TO SECTION 302 OF
THE SARBANES-OXLEY ACT OF 2002

[, Charles Muniz, certify that:

1. | have reviewed this quarterly report on Form 1@f@.lfacell Corporation;

2. Based on my knowledge, this report does not corajnuntrue statement of a material fact or omgt&te a material fact necessar
make the statements made, in light of the circuntsts under which such statements were made, ntgadisg with respect to t
period covered by this report;

3. Based on my knowledge, the financial statements,ather financial information included in this repdairly present in all materi
respects the financial condition, results of operstand cash flows of the registrant as of, amgtf@ periods presented in this report;

4. 1 am responsible for establishing and maintainirsgldsure controls and procedures (as defined oh&xge Act Rules 1385(e) an
15d-15(e)) and internal control over financial rejng (as defined in Exchange Act Rules 13a-15(f) 45d15(f)) for the registral
and have:

(a) Designed such disclosure controls and proceduresused such disclosure controls and procedures tiesigned under ¢
supervision, to ensure that material informatiolatieg to the registrant is made known to us byeoghwithin those entitie
particularly during the period in which this rep@teing prepared;

(b) Designed such internal control over financial reéipoy, or caused such internal control over finah@aorting to be design
under our supervision to provide reasonable assaraggarding the reliability of financial reportimgnd the preparation
financial statements for external purposes in ataece with generally accepted accounting princjples

(c) Evaluated the effectiveness of the registudisclosure controls and procedures and presémtidis report our conclusio
about the effectiveness of the disclosure contiald procedures, as of the end of the period coveyetiis report based
such evaluation; and

(d) Disclosed in this report any change in the regmtsainternal control over financial reporting thatcooed during th
registrant’'s most recent fiscal quarter (the regigts fourth fiscal quarter in the case of an annupbrg that has materia
affected, or is reasonably likely to materiallyeaftf, the registrant’s internal control over fina¢eporting; and

5. | have disclosed, based on my most recent evatuatianternal control over financial reporting, tite registrans auditors and ti
audit committee of the registrant’s board of dioest(or persons performing the equivalent funcfions

(a) All significant deficiencies and material weaknes$e the design or operation of internal controkiofinancial reportin
which are reasonably likely to adversely affect tegistrants ability to record, process, summarize and refinancia
information; and

(b) Any fraud, whether or not material, that involvesamagement or other employees who have a signifioalet in the
registrant’s internal control over financial repogt

Date: December 21, 2009
/s/ Charles Muni:

Name: Charles Muni

Title: Chief Executive Officer
(Principal Executive Officer of Alfacell
Corporation)




EXHIBIT 31.2

CERTIFICATION PURSUANT TO RULE 13A-14(A)
AS ADOPTED PURSUANT TO SECTION 302 OF
THE SARBANES-OXLEY ACT OF 2002

[, Charles Muniz, certify that:

1. | have reviewed this quarterly report on Form 1@f@.lfacell Corporation;

2. Based on my knowledge, this report does not corajnuntrue statement of a material fact or omgt&te a material fact necessar
make thestatements made, in light of the circumstances undch such statements were made, not misleaditiy nespect to tt
period covered by this report;

3. Based on my knowledge, the financial statement$ aéimer financial information included in this repdairly present in all material
respects the financial condition, results of operstand cash flows of the registrant as of, amgtf@ periods presented in this report;

4. 1 am responsible for establishing and maintainirsgldsure controls and procedures (as defined oh&xge Act Rules 1385(e) an
15d-15(e)) and internal control over financial rejng (as defined in Exchange Act Rules 13a-15(f) 45d15(f)) for the registral
and have:

(a) Designed such disclosure controls and proceduresused such disclosure controls and procedures tiesigned under ¢
supervision, to ensure that material informatiolatieg to the registrant is made known to us byeoghwithin those entitie
particularly during the period in which this rep@teing prepared;

(b) Designed such internal control over financial reéipoy, or caused such internal control over finah@aorting to be design
under our supervision to provide reasonable assaraggarding the reliability of financial reportimgnd the preparation
financial statements for external purposes in ataece with generally accepted accounting princjples

(c) Evaluated the effectiveness of the registudisclosure controls and procedures and presémtidis report our conclusio
about the effectiveness of the disclosure contiald procedures, as of the end of the period coveyetiis report based
such evaluation; and

(d) Disclosed in this report any change in the regmtsainternal control over financial reporting thatcooed during th
registrant’'s most recent fiscal quarter (the regigts fourth fiscal quarter in the case of an annupbrg that has materia
affected, or is reasonably likely to materiallyeaftf, the registrant’s internal control over fina¢eporting; and

5. | have disclosed, based on my most recent evatuatianternal control over financial reporting, tite registrans auditors and ti
audit committee of the registrant’s board of dioest(or persons performing the equivalent funcfions

(a) All significant deficiencies and material weaknes$e the design or operation of internal controkiofinancial reportin
which are reasonably likely to adversely affect tegistrants ability to record, process, summarize and refinancia
information; and

(b) Any fraud, whether or not material, that involvesamagement or other employees who have a signifioalet in the
registrant’s internal control over financial repogt

Date: December 21, 2009
/s/ Charles Muni:

Name: Charles Muni

Title: Chief Financial Officer

(Principal Accounting Officer and Principal
Financial Officer of Alfacell Corporation)




EXHIBIT 32.1

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

In connection with the quarterly report of Alfac€lbrporation (the “Company”) on Form IDfor the quarter ended October 31, 2009 as
with the Securities and Exchange Commission ord#ite hereof (the “Report”), Charles Muniz, Chief Executive Officer and Chighancia
Officer of the Company, certify, pursuant to 18 ILSSection 1350, as adopted pursuant to SectiéroPthe Sarbane®xley Act of 2002, th:

to the best of my knowledge:

1. The Report fully complies with the requirementsSefction 13(a) or 15(d) of the Securities Exchangeoi1934; and

2. The information contained in the Report fairly gets, in all material respects, the financial ctiadiand results of
operations of the Company.

Date: December 21, 2009

/s/ Charles Muni:

Name: Charles Muni

Title:  Chief Executive Officer and Chief
Financial

Officer (Principal Executive Officer, Principal
Financial Officer and Principal Accounting
Officer of Alfacell Corporation

A signed original of this written statement reqditgy Section 906 has been provided to Alfacell ©aapon and will be retained by Alfac
Corporation and furnished to the Securities anchBrge Commission or its staff upon request.



