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(Exact name of registrant as specified in its charter)

Delaware 01-0355758

(State or other Jurisdiction of (LR.S. Employer Identification No.)
incorporation or organization)

105 Lincoln Avenue
Buena, New Jersey 08310

(Address of Principal Executive Offices) (Zip Code)

(856) 697-1441

(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 the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days. Yes p  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
(§232.405 of this chapter) during the preceding 12 months (or for such shorter period that the registrant was required
to submit and post such files).

Yes [ ] No [ ]

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

Large accelerated filer [ ] Accelerated filer []

Non-accelerated filer [ ] b
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Smaller reporting
company

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

The number of shares outstanding of the issuer’s common stock is 16,182,803 shares, net of treasury stock, as of
August 5, 2009.
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PART I

FINANCIAL INFORMATION

ITEM 1. Financial Statements

IGI LABORATORIES, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

(in thousands, except shares and per share information)

Revenues:

Product sales

Research and development income
Licensing and royalty income

Total revenues

Cost and expenses:

Cost of sales

Selling, general and administrative expenses
Product development and research expenses
Operating loss

Interest expense, net

Other income

Net loss

Dividend accreted for beneficial conversion
features

Net Loss Attributable to Common
Stockholders

(Unaudited)

Three months ended June 30,

2009

$ 999
64

79
1,142

929
1,311
151
(1,249)
(791)

(2,040)

(1,518)

$(3,558)

2008

$ 477
63
142
682

563

697

123
(701)
3)

(699)

$(699)

Six months ended June 30,

2009

$ 1,504
66

166
1,736

1,529
1,959
269
(2,021)
(951)

(2,972)

(2,488)

$(5,460)

2008

$ 1,777
128
277

2,182

1,244
1,360
236
(658)
(©6)

(659)

$ (659)
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Basic and diluted loss per share $ (23 $ (.05 $ (36) $ (04

Weighted Average of Common Stock and
Common Stock Equivalents Outstanding

Basic and diluted 15,571,391 14,877,572 15,243,128 14,854,887

The accompanying notes are an integral part of the condensed consolidated financial statements.



Edgar Filing: IGI INC - Form 10-Q

IGI LABORATORIES, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED BALANCE SHEETS

(in thousands, except share and per share information)

ASSETS
Current assets:

Cash and cash equivalents

Accounts receivable, less allowance for doubtful accounts

of $75 in 2009 and $62 in 2008
Licensing and royalty income receivable
Inventories
Prepaid expenses and other current assets
Total current assets
Property, plant and equipment, net
Restricted cash  long term
License fee, net
Other
Total assets

LIABILITIES AND STOCKHOLDERS
Current liabilities:

Accounts payable

Accrued expenses

Deferred income, current

Total current liabilities

Note payable related party

Deferred income, long term

Total liabilities

Commitments and contingencies

Stockholders equity:

EQUITY

June 30,
2009
(unaudited)

$ 3,650

390

44

811

136

5,031

2,590

50

650

20

$ 8,341

685
549
180
1,414

37
1,451

500

December 31,
2008

$ 171

481
74
562
82
1,370
2,280
50
700
20

$ 4,420

559
312
56
927
500
40
1,467

500
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Series A Convertible Preferred stock, $.01 par value, 100 shares
authorized; 50 shares issued and outstanding as of June 30, 2009 and
December 31, 2008; liquidation preference ~ $500,000

Series B-1 Convertible Preferred stock, $.01 par value, 1,030
shares authorized; 1,007 and O shares issued and outstanding
as of June 30, 2009 and December 31, 2008, respectively;
liquidation preference  $6,042,000 5,852 -

Common stock, $.01 par value, 50,000,000 shares authorized;
18,126,964 and 16,873,218 shares issued as of June 30, 2009 and

December 31, 2008, respectively 181 168
Additional paid-in capital 31,608 28,076
Accumulated deficit (29,856) (24,396)
Less treasury stock, 1,965,740 common shares at cost (1,395) (1,395)
Total stockholders equity 6,890 2,953
Total liabilities and stockholders equity $ 8,341 $ 4,420

The accompanying notes are an integral part of the condensed consolidated financial statements.

* Derived from the audited December 31, 2008 financial statements
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IGI LABORATORIES, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(in thousands)

(Unaudited)

Six months ended June 30,

2009
Cash flows from operating activities:
Net loss $ (2,972)
Reconciliation of net loss to net cash (used in) provided by operating
activities:
Depreciation 126
Amortization of license fee 50
Interest expense on convertible note payable 41
Bad debt expense -
Provision for write down of inventory -
Stock-based compensation expense 61
Directors compensation payable in stock 32
Employees compensation payable in stock 93
Amortization of discount on convertible note payable 33
Amortization of discount on convertible note payable related party 211
Amortization of debt issuance costs 659
Changes in operating assets and liabilities:
Accounts receivable 91
Licensing and royalty income receivable 30
Inventories (249)
Prepaid expenses and other current assets 54)
Accounts payable and accrued expenses 363
Deferred income 121
Net cash (used in) provided by operating activities (1,364)
Cash flows from investing activities:
Capital expenditures (437)
Net cash used in investing activities (437)

(659)

123
50

34
42
252

336
255
(175)
(59
83
(214)
68

(84)
(84)
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Cash flows from financing activities:

Sale of Series B-1 Convertible Preferred Stock, net of expenses 1,073 -
Proceeds from issuance of convertible note payable, net of expenses 4,206 -
Proceeds from exercise of common stock options and warrant 1 98
Repayment of note payable- related party - (250)
Net cash provided by (used in) financing activities 5,280 (152)
Net increase (decrease) in cash and cash equivalents 3,479 (168)
Cash and cash equivalents at beginning of period 171 914
Cash and cash equivalents at end of period $ 3,650 $ 746

Supplemental cash flow information:
Cash payments for interest $ 14 $ 15
Cash payment for taxes 11 5

Non cash transactions:

Dividend accreted for beneficial conversion features $ 2,488 $ -
Issuance of stock to directors for compensation that was previously accrued 20 -
Conversion of note payable and accrued interest to Series B-1 Convertible

Preferred Stock 4,779 -
Conversion of note payable related party to common stock 464 -

The accompanying notes are an integral part of the condensed consolidated financial statements.
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IGI LABORATORIES, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENT OF STOCKHOLDERS

Series A
Preferred Stock

Shares

Balance,
December 31,
2008 50

Issuance of
preferred
stock pursuant
to a private
placement net
of associated
fees of $144
and

beneficial
conversion
features

Value of
common stock
warrants
issued to
broker

in a private
placement
Discount on
convertible
note payable
related to

a private
placement
Beneficial
conversion
and discount

Amount Shares

$ 500

For the six months ended June 30, 2009
(in thousands, except share information)

(Unaudited)

Series B-1
Convertible

Preferred Stock Common Stock

Amount Shares Amount

- $ - 16,873,218 $ 168

203 568

Additional
Paid-In

Capital

$ 28,076

505

82

77
247

EQUITY

Accumulated Treasury S
Deficit Stock

$(24,396) $(1,395)

10
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on
converted
note payable

Dividends
attributable to
beneficial
conversion
features of

private
placement 505 1,983 (2,488)

Conversion of

note payable

to Preferred

Stock

Series B-1 804 4,779

Conversion of

convertible

note payable

related

party to

common stock 1,219,512 12 452

Issuance of

stock as

Directors

compensation 32,234 1 31

Stock options
exercised 2,000 - 1

Stock-based
compensation
expense 61

Restricted
stock awards 93

Net loss - - - - - - - (2,972) -

Balance, June
30, 2009 50 $ 500 1,007 $5,852 18,126,964 $ 181 $ 31,608 $(29,856) $(1,395)

The accompanying notes are an integral part of the condensed consolidated financial statements.

11
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IGI LABORATORIES, INC. AND SUBSIDIARIES

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

The accompanying unaudited condensed consolidated financial statements have been prepared in accordance with the
U.S. generally accepted accounting principles for interim financial information and with the instructions to Form
10-Q and Article 8- 03 of Regulation S- X .. Accordingly, they do not include all of the information and footnotes
required by U.S. generally accepted accounting principles for complete financial statements. In the opinion of
management, all adjustments (consisting of normal recurring accruals) considered necessary for a fair presentation
have been included. These consolidated financial statements should be read in conjunction with the audited
consolidated financial statements included in the Company s Annual Report on Form 10-K for the year ended
December 31, 2008. The consolidated balance sheet as of December 31, 2008 has been derived from those audited
consolidated financial statements. Operating results for the six month period ended June 30, 2009 are not necessarily
indicative of the results that may be expected for the year ending December 31, 2009.

1.

Liquidity

The principal sources of liquidity for IGI Laboratories, Inc. ( IGI , IGI, Inc. or the Company ), are cash and casl
equivalents of approximately $3,650,000 at June 30, 2009. The Company sustained a net loss attributable to common
stockholders of $5,460,000 for the six months ended June 30, 2009 and had working capital of $3,617,000 at June 30,

2009.

The Company s business operations have been partially funded over the past three years through private placements of
our stock, the line of credit described below and issuance of debt. If necessary, we may continue to seek to raise
additional capital through the sale of our equity. We may accomplish this via a strategic alliance with a third party.
There may be additional acquisition and growth opportunities that may require external financing. There can be no
assurance that such financing will be available or available on terms acceptable to the Company.

On January 29, 2009, the secured line of credit agreement ( Credit Agreement ) with Pinnacle Mountain Partners, LLC,
( Pinnacle ), a company owned by Dr. Edward and Jane Hager, significant stockholders of the Company, and in the
case of Mrs. Hager, a director of the Company, was amended and extended for a term of six months, as more fully
described in Footnote 8 below. The Company had an outstanding principal balance under the Credit Agreement with a
face value of $500,000 as of March 31, 2009 and interest expense related to this line of credit was $8,825 for the three
months ended March 31, 2009.

12
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On March 13, 2009, the Company completed a $6,000,000 private placement, resulting in net proceeds of
approximately $5,279,000, with certain investment funds affiliated with Signet Healthcare Partners, G.P. (the
Offering ) as more fully described in Footnote 9 below. As a condition to the consummation of the Offering, on March
13, 2009, the Company and Pinnacle entered into an amendment to the Credit Agreement pursuant to which the
parties agreed to change the final payment date of the amounts borrowed under the line of credit from July 31, 2009 to
instead provide that 50% of the amount of all loans and advances made by Pinnacle under the Credit Agreement will
become due and payable on July 31, 2010 and the remaining outstanding loans and advances, together with interest
thereon, will become due and payable on July 31, 2011.

In addition, as a condition to the consummation of the Offering, the Company and Pinnacle entered into a note
conversion agreement dated March 13, 2009, pursuant to which Pinnacle agreed to convert the principal amount
outstanding under the Credit Agreement into shares of the Company s common stock at a conversion rate of $0.41 per
share upon receipt of stockholder approval by the Company of such conversion (the Note Conversion ). For additional
information relating to the Offering, see Footnote 9 below.

In connection with the Offering, certain holders of our capital stock, representing approximately 51.7% of the voting
power of the outstanding shares of our capital stock entitled to vote to approve the Offering, entered into a voting
agreement, pursuant to which these holders agreed to vote or execute and deliver a written consent in favor of
approving the Offering. At the Company s 2009 annual meeting of stockholders held on May 15, 2009, the Company s
stockholders approved the Offering and Note Conversion. Immediately upon stockholder approval, the $4,782,600
aggregate principal amount of promissory notes issued in the Offering by the Company to the investment funds
affiliated with Signet Healthcare Partners, G.P., together with accrued and unpaid interest, were converted into an
aggregate of approximately 804 shares of the Company s Series B-1 Convertible Preferred Stock ( Series B-1 Preferred
Stock ) and the warrants to purchase shares of the Company s Series B-2 Preferred Stock issued to these investment
funds were cancelled. Additionally, the $500,000 principal amount outstanding under the Pinnacle line of credit was
converted into 1,219,512 shares of the Company s common stock.

We believe that our operating cash flow along with our existing capital resources will be sufficient to support our
current business plan through August 2010. The Company may require additional funding. This funding will depend,
in part, on the

13
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timing and structure of potential business arrangements. If necessary, we may continue to seek to raise additional
capital through the sale of our equity. We may accomplish this via a strategic alliance with a third party. In addition,
there may be additional acquisition and growth opportunities that may require external financing. However, the
trading price of our stock, a downturn in the U.S. equity and debt markets and the negative economic trends in general
could make it more difficult to obtain financing through the issuance of equity securities or otherwise. There can be no
assurance that such financing will be available on terms acceptable to the Company, or at all.

2.

Organization

On May 7, 2008, the stockholders of IGI, Inc. approved the name change of the Company from IGI, Inc. to IGI
Laboratories, Inc. The Company, a Delaware corporation, operating in the State of New Jersey, is engaged in the
development, manufacturing, filling and packaging of topical, semi-solid and liquid products for pharmaceutical,
cosmeceutical and cosmetic companies primarily using its licensed Novasome® encapsulation technology. The
Company has directed its efforts towards the development of high quality skin care and treatment products marketed
through collaborative arrangements with pharmaceutical and consumer products companies.

The Company also provides product development and analytical services to its customers in addition to its
manufacturing and packaging services.

IGI s mission is to be a premier provider of topical liquid and semi-solid products to its customers using Novasome®
encapsulation technology.

On May 6, 2008, the Company was notified by NYSE Amex that it was failing to satisfy certain of NYSE Amex s
continued listing standards. Specifically, the Company was required to reflect income from continuing operations
and/or net income in one of its five most recent fiscal years and a minimum of $6,000,000 in stockholders equity to
remain listed on the exchange. The Company had net income from continuing operations in its 2002 fiscal year, but
had net losses and losses from continuing operations in each of its last six fiscal years. The Company s stockholders
equity at March 31, 2009 was $3.6 million.

14
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On June 8, 2008, the Company submitted a plan to NYSE Amex for compliance with the continued listing standards.
On July 15, 2008, NYSE Amex notified the Company of its acceptance and granted an extension until May 6, 2009 to
regain compliance subject to periodic review by NYSE Amex during the extension period.

On March 13, 2009, the Company completed the Offering, as described in Footnote 9 below, and in recognition of the
Company s efforts, NYSE Amex granted the Company an extension from May 6, 2009 until May 31, 2009 to regain
compliance with these continued listing standards.

On June 19, 2009, the Company was notified by NYSE Amex that it had resolved its continued listing deficiencies
and would retain its status as a listed issuer on NYSE Amex.

Major Customers

Major customers of the Company are defined as having revenue greater than 10% of total gross revenue. For the three
months ended June 30, 2009 and 2008, two of our customers accounted for 26% and three of our customers accounted
for 60% of our revenue, respectively. For the six months ended June 30, 2009 and 2008, three of our customers
accounted for 36% and three of our customers accounted for 56% of our revenue, respectively. One of these customers
is the same for the six months ended June 30, 2009 and 2008 and, the three months ended June 30, 2008. Accounts
receivable related to the Company s major customers comprised 23% of all account receivables as of June 30, 2009.
The loss of one or more of these customers could have a significant impact on our revenues and harm our business and
results of operations.

15
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3.

Summary of Significant Accounting Policies

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally accepted in the United
States of America requires management to make estimates and assumptions that affect the reported amounts of assets
and liabilities and disclosure of contingent assets and liabilities at the date of the financial statements and the reported
amounts of revenues and expenses during the reporting period. Significant estimates include allowances for excess
and obsolete inventories, allowances for doubtful accounts, provisions for income taxes and related deferred tax asset
valuation allowance, stock based compensation, and accruals for environmental cleanup and remediation costs. Actual
results could differ from those estimates.

Earnings Per Share

Basic earnings per common share and diluted earnings per common share are presented in accordance with SFAS No.
128, Earnings per Share. Basic net (loss) income per share of common stock is computed based on the weighted
average number of shares of common stock outstanding during the period. Diluted net loss per share of common stock
is computed using the weighted average number of shares of common stock and potential dilutive common stock
equivalents outstanding during the period. Potential dilutive common stock equivalents include shares issuable upon
the exercise of options and warrants. Due to the net loss for the three months ended June 30, 2009 and the six months
ended June 30, 2009 and the comparable 2008 periods, the effect of the Company s potential dilutive common stock
equivalents was anti-dilutive; as a result, the basic and diluted weighted average number of common shares
outstanding and net loss per common share are the same. Potentially dilutive common stock equivalents which were
excluded from the net loss per share calculations due to their anti-dilutive effect amounted to 3,572,927 shares and
3,183,032 shares at June 30, 2009 and 2008, respectively.

Revenue Recognition

16
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The Company considers revenue realized or realizable and earned when it has persuasive evidence of an arrangement,
delivery has occurred or contractual services rendered, the sales price is fixed or determinable, and collection is
reasonably assured in conformity with SAB No. 104, Revenue Recognition.

The Company derives its revenues from three basic types of transactions: sales of manufactured product, licensing of
technology, and research and product development services performed for third parties. Due to differences in the
substance of these transaction types, the transactions require, and the Company utilizes, different revenue recognition
policies for each.

Product Sales: The Company recognizes revenue when title transfers to its customers, which is generally upon
shipment of products. These shipments are made in accordance with sales commitments and related sales orders
entered into with customers either verbally or in written form. The revenues associated with these transactions, net of
appropriate cash discounts, product returns and sales reserves, are recorded upon shipment of the products.

Licensing Revenues: Revenues earned under licensing or sublicensing contracts are recognized ratably over the life of
the agreements. Advance payments by customers are initially recorded as deferred income on the Consolidated
Balance Sheet and then recognized ratably over the life of the agreement or as contract obligations are completed.

Product Development Services: The Company enters into product development agreements with its customers to
perform product development services. Product development revenues are recognized in accordance with the product
development agreement upon the completion of each phase of development and when we have no future performance
obligations relating to such phase of development. Revenue recognition requires the Company to assess progress
against contracted obligations to assure completion of each stage. Payments under these arrangements are generally
non-refundable and are reported as deferred until they are recognized as revenue. If no such arrangement exists,
product development fees are recognized ratably over the entire period during which the services are performed.

Recent Accounting Pronouncements

In December 2007, the Financial Accounting Standards Board ( FASB ) issued Statement of Financial Accounting
Standards ( SFAS ) No. 141 (revised 2007), Business Combinations ( FAS 141R ), which replaces FASB Statement No.

17
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141. FAS 141R establishes principles and requirements for how an acquirer recognizes and measures in its financial
statements the identifiable assets acquired, the liabilities assumed, any non controlling interest in the acquiree and the
goodwill acquired. The Statement also establishes disclosure requirements, which will enable users to evaluate the
nature and financial effects of the business combination. FAS 141R is effective as of the beginning of an entity s fiscal
year that begins after December 15, 2008. FAS 141R will only have an impact on our financial position or results of
operations if we enter into a business combination.

In December 2007, the FASB issued SFAS No. 160, Noncontrolling Interests in Consolidated Financial Statements

an amendment of Accounting Research Bulletin No. 51 ( FAS 160 ), which establishes accounting and reporting
standards for ownership interests in subsidiaries held by parties other than the parent, the amount of consolidated net
income attributable to the parent and to the noncontrolling interest, changes in a parent s ownership interest and the
valuation of retained noncontrolling equity investments when a subsidiary is deconsolidated. The Statement also
establishes reporting requirements that provide sufficient disclosures that clearly identify and distinguish between the
interests of the parent and the interests of the noncontrolling owners. FAS 160 is effective as of the beginning of an
entity s fiscal year that begins after December 15, 2008. We have evaluated the new statement and have determined
that it does not have a significant impact on the determination or reporting of our financial results.

In December 2007, the Emerging Issues Task Force (EITF) issued EITF Issue No. 07-1, Accounting for Collaborative
Arrangements. EITF 07-1 provides guidance concerning: determining whether an arrangement constitutes a
collaborative arrangement within the scope of the Issue; how costs incurred and revenue generated on sales to third
parties should be reported in the income statement; how an entity should characterize payments on the income
statement; and what participants should disclose in the notes to the financial statements about a collaborative
arrangement. EITF 07-1 is effective for the Company s collaborations existing after January 1, 2009. We have
evaluated the new statement and have determined that it does not have a significant impact on the determination or
reporting of our financial results.

In March 2008, the FASB issued Statement of Financial Accounting Standards ( SFAS ) No. 161, Disclosures about
Derivative Instruments and Hedging Activities ( SFAS 161 ). SFAS No. 161 is intended to improve financial reporting
about derivative instruments and hedging activities by requiring enhanced disclosures to enable investors to better
understand their effects on an entity s financial position, financial performance, and cash flows. SFAS No. 161 also
improves transparency about the location and amounts of derivative instruments in an entity s financial statements;
how derivative instruments and related hedged items are accounted for under Statement 133; and how derivative
instruments and related hedged items affect its financial position, financial performance, and cash flows. SFAS No.
161 is effective for financial statements issued for fiscal years and interim periods beginning after November 15,
2008, with early application encouraged. We have evaluated the new statement and have determined that it does not

19
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have a significant impact on the determination or reporting of our financial results.

In April 2008, the FASB issued FASB Staff Position (FSP) No. 142-3, Determination of the Useful Life of Intangible
Assets (FSP 142-3), which amends the factors that should be considered in developing renewal or extension
assumptions used to determine the useful life of a recognized intangible asset under SFAS No. 142, Goodwill and
Other Intangible Assets. FSP 142-3 is effective for financial statements issued for fiscal years and interim periods
beginning after December 15, 2008. Early adoption is prohibited. The guidance in FSP 142-3 for determining the
useful life of a recognized intangible asset shall be applied prospectively to intangible assets acquired after adoption,
and the disclosure requirements shall be applied prospectively to all intangible assets recognized as of, and subsequent
to, adoption. We have evaluated the new statement and have determined that it does not have a significant impact on
the determination or reporting of our financial results.

In May 2008, the FASB issued FASB Staff Position ( FSP ) No. APB 14-1, Accounting for Convertible Debt
Instruments That May Be Settled in Cash upon Conversion (including Partial Cash Settlement), or FSP APB 14-1,
which requires separate accounting for the debt and equity components of convertible debt issuances. The
requirements for separate accounting must be applied retrospectively to previously issued cash-settleable convertible
instruments as well as prospectively to newly issued instruments, negatively affecting both net income and earnings

per share for issuers of the instruments. The Staff Position is effective for financial statements issued for fiscal years
beginning after December 15, 2008. We have evaluated the new statement and have determined that it does not have a
significant impact on the determination or reporting of our financial results.

In June 2008, the FASB issued FSP EITF No. 03-6-1, Determining Whether Instruments Granted in Share-Based
Payment Transactions Are Participating Securities. The FSP addresses whether instruments granted in share-based
payment transactions are participating securities prior to vesting and therefore need to be included in the earnings
allocation in

20
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calculating earnings per share under the two-class method described in SFAS No. 128, Earnings per Share. The FSP
requires companies to treat unvested share-based payment awards that have non-forfeitable rights to dividends or
dividend equivalents as a separate class of securities in calculating earnings per share. The FSP is effective for fiscal
years beginning after December 15, 2008; earlier application is not permitted. We have evaluated the new statement
and have determined that it does not have a significant impact on the determination or reporting of our financial
results.

In June 2008, the FASB issued EITF 07-5, Determining Whether an Instrument (or Embedded Feature) Is Indexed to
an Entity s Own Stock, or EITF 07-5. EITF 07-5 provides guidance in assessing whether an equity-linked financial
instrument (or embedded feature) is indexed to an entity s own stock for purposes of determining whether the
appropriate accounting treatment falls under the scope of SFAS 133, Accounting For Derivative Instruments and
Hedging Activities and/or EITF 00-19, Accounting For Derivative Financial Instruments Indexed to, and Potentially
Settled in, a Company s Own Stock . EITF 07-5 is effective for financial statements issued for fiscal years beginning
after December 15, 2008 and early application is not permitted. We have evaluated the new statement and have
determined that it does not have a significant impact on the determination or reporting of our financial results.

In May 2009, the Financial Accounting Standard Board issued Statement of Financial Accounting Standard No. 165,
Subsequent Event (SFAS 165). SFAS 165 establishes general standards for accounting for and disclosure of events
that occur after the balance sheet date but before financial statements are issued or are available to be issued. In
particular, SFAS 165 sets forth the period after the balance sheet date during which management of a reporting entity
should evaluate events or transactions that may occur for potential recognition or disclosure in the financial
statements; the circumstances under which an entity should recognize events or transactions occurring after the
balance sheet date in its financial statements and the disclosures that an entity should make about events or
transactions that occurred after the balance sheet date. SFAS 165 is effective for interim and annual periods ending
after June 15, 2009 and became effective for the Company in the second quarter of 2009. The adoption of SFAS 165
did not have a material impact on the Company s results of operations, financial position or liquidity. As set forth in
Footnote 11, there was a subsequent event which occurred after June 30, 2009 that required accounting or disclosure
in accordance with SFAS 165. Subsequent events were evaluated through August 12, 2009, the date the financial
statements of the Company were issued.

In June 2009, the Financial Accounting Standards Board issued Statement of Financial Accounting Standards No.
168, The FASB Accounting Standards Codification TM and the Hierarchy of Generally Accepted Accounting
Principles a replacement of FASB Statement No. 162 (SFAS 168). SFAS 168 identifies the sources of accounting
principles and the framework for selecting the principles used in the preparation of financial statements of
nongovernmental entities that are presented in conformity with generally accepted accounting principles in the United
States. SFAS 168 is effective for interim and annual periods ending after September 15, 2009.
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Inventories

Inventories are valued at the lower of cost, using the first-in, first-out ( FIFO ) method, or market. Inventories at June
30, 2009 and December 31, 2008 consist of:

June 30, 2009 December 31, 2008
(amounts in thousands)
Raw materials $ 707 $ 537
Work in progress 7 1
Finished goods 97 24
Total $811 $562

S.

Stock-Based Compensation

Under the 1998 Directors Stock Plan, 600,000 shares of the Company s common stock are authorized under the plan
and reserved for issuance to non-employee directors, in lieu of payment of directors fees in cash. The Company issued
13,479 shares in July 2009 as consideration for directors fees for the second quarter of 2009. Directors fees for the
second quarter of 2009 were accrued on the Company s financial statements as of June 30, 2009. The Company issued
16,305 shares in

10
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April 2009 as consideration for directors fees for the first quarter of 2009. Directors fees for the first quarter of 2009
were accrued on the Company s financial statements as of March 31, 2009. The Company issued 15,929 shares in
March 2009 as consideration for directors fees for 2008. Directors fees for 2008 were accrued on the Company s
financial statements as of December 31, 2008.

The 1999 Director Stock Option Plan (the Director Plan ) provides for the grant of stock options to non-employee
directors of the Company at an exercise price equal to the fair market value per share on the date of the grant. An
aggregate of 1,975,000 shares have been approved and authorized for issuance pursuant to this plan. A total of
1,689,798 options have been granted to non-employee directors through June 30, 2009. The options granted under the
Director Plan vest in full one year after their respective grant dates and have a maximum term of ten years.

The 1999 Stock Incentive Plan ( 1999 Plan ) replaced all previously authorized employee stock option plans, and no
additional options may be granted under those plans. Under the 1999 Plan, options or stock awards may be granted to
all of the Company s employees, officers, directors, consultants and advisors to purchase a maximum of 3,200,000
shares of common stock. However, pursuant to the terms of the 1999 Plan, no awards may be granted after March 16,
2009. A total of 2,392,500 options, having a maximum term of ten years, have been granted at 100% of the fair
market value of the Company s common stock at the time of grant. Options outstanding under the 1999 Plan are
generally exercisable in cumulative increments over four years commencing one year from date of grant.

On June 26, 2009, the Board of Directors adopted, and the Company s stockholders subsequently approved by partial
written consent, the IGI Laboratories, Inc. 2009 Equity Incentive Plan (the 2009 Plan ). The 2009 Plan became
effective on July 29, 2009, 20 days after the initial mailing of the Company s Information Statement on Schedule 14C
to its Stockholders. The Company previously granted awards denominated in our common stock to employees,
directors and consultants pursuant to the 1999 Plan. However, pursuant to its terms, as of March 16, 2009 no new
awards may be granted under the 1999 Plan. Furthermore, the 1999 Plan only provided for the grant of stock options
and restricted stock. The 2009 Plan allows the Company to continue to grant options and restricted stock, as under the
1999 Plan, but also authorizes the Board of Directors to grant a broad range of other equity-based awards, including
stock appreciation rights, restricted stock units and performance awards. The 2009 Plan has been created, pursuant to
and consistent with the Company s current compensation philosophy, to assist the Company in attracting, retaining and
rewarding designated employees, directors, consultants and other service providers of the Company and its
subsidiaries and affiliates, in a manner that will be cost efficient to the Company from both an economic and financial
accounting perspective. The 2009 Plan authorizes up to 2,000,000 shares of the Company s common stock for issuance
pursuant to the terms of the 2009 Plan. The maximum number of shares that may be subject to awards made to any
individual in any single calendar year under the 2009 Plan is 1,000,000 shares.

The fair value of each option award is estimated on the date of grant using the Black-Scholes option-pricing formula
that uses assumptions noted in the following table. Expected volatilities and risk-free interest rates are based upon the
expected life of the grant. The interest rates used are the U.S. Treasury yield curve in effect at the time of the grant.
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For the six months
ended
June 30, 2009

Expected volatility 67.65%
Expected term (in years) 5.5 years
Risk-free rate 2.51%
Expected dividends 0%

A summary of option activity under the Plans as of June 30, 2009 and changes during the period are presented below:

Weighted
Number of Average
Options Exercise Price
Outstanding as of 1/1/2009 2,705,532 $1.43
Issued 765,145 $1.00
Exercised 2,000 $0.50
Forfeited 323,000 $1.54

11
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Expired (150,250) $1.92
Outstanding as of 6/30/2009 2,995,427 $1.28
Exercisable as of 6/30/2009 2,233,627 $1.37

Based upon application of the Black-Scholes option-pricing formula described above, the weighted-average grant-date
fair value of options granted during the six months ended June 30, 2009 was $0.04.

The following table summarizes information regarding options outstanding and exercisable at June 30, 2009:

Qutstanding:
Weighted
Average
Stock Weighted Remaining
Options Average Contractual
Range of Exercise Prices Outstanding Exercise Price Life
$0.50 $1.00 370,250 $0.72 6.14
$1.01 $2.00 2,318,177 $1.24 7.18
$2.01 $3.00 307,000 $2.26 4.48
Total 2,995,427 $1.28 6.78
Exercisable:
Stock Weighted
Options Average
Range of Exercise Prices Exercisable Exercise Price
$0.50 $1.00 260,250 $0.73
$1.01 $2.00 1,666,377 $1.30
$2.01 $3.00 307,000 $2.26
Total 2,233,627 $1.37
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As of June 30, 2009, the intrinsic value of the options outstanding is $964,000 and the intrinsic value of the options
exercisable is $194,325. The intrinsic value of the options exercised during the six months ended June 30, 2009 was
$523. As of June 30, 2009, there was approximately $420,000 of total unrecognized compensation cost that will be
recognized through June 2012 related to non-vested share-based compensation arrangements granted under the Plans.

During the second quarter the Company instituted changes in management as more fully described in Footnote 10 and
appointed a new President and Chief Executive Officer ( CEO ) and a Controller. As part of their employment
agreements, the CEO and Controller received grants of restricted common stock of 975,000 shares and 80,000 shares
respectively. The restricted common stock will vest over a three year period with a portion vesting immediately. At
June 30, 2009, 87,881.5 shares had contractually vested pursuant to each employee s employment agreement with the
Company and the Company had accounted for a compensation of $86,903 and $6,264, respectively. The vested shares
will be issued in the third quarter.

6.

Income Taxes

As a result of the Company s history of continuing tax losses, the Company has not paid income taxes and has
recorded a full valuation allowance against its net deferred tax asset. The Company has not recorded a liability for
unrecognized tax benefits at June 30, 2009 and no significant changes are expected in the next twelve months. The tax
years 2005-2008 remain open to examination by the major taxing jurisdictions to which the Company is subject.

There was no accrued interest related to unrecognized tax benefits at June 30, 2009.

12
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7.

License Fee

On December 12, 2005, the Company extended its license agreement for an additional ten years with Novavax, Inc.

for $1,000,000. This extension entitles the Company to exclusive use of the Novasome® lipid vesicle encapsulation

and certain other technologies (each a Microencapsulation Technology , and collectively, the Technologies ) in the
fields of (i) animal pharmaceuticals, biologicals and other animal health products; (ii) foods, food applications,
nutrients and flavorings; (iii) cosmetics, consumer products and dermatological over-the-counter and prescription
products (excluding certain topically delivered hormones); (iv) fragrances; and (v) chemicals, including herbicides,
insecticides, pesticides, paints and coatings, photographic chemicals and other specialty chemicals, and the processes

for making the same (collectively, the IGI Field ) through 2015. This payment is being amortized ratably over the
ten-year period. The Company recorded amortization expense of $50,000 related to this agreement for each of the six
month periods ended June 30, 2009 and 2008.

8.

Note Payable

On January 26, 2009, the Company signed the Amended and Restated Credit Agreement, which amended and restated
the Credit Agreement with Pinnacle (as amended by the Extension Agreement). This amendment and restatement
extended the maturity date of the $500,000 maximum loan amount from January 31, 2009 to July 31, 2009, with
interest at 8.5% (rather than prime plus 1.5%). As in the original Credit Agreement, loans under this amendment are
collateralized by the assets of the Company (other than real property). The Company has borrowed $500,000 under
this Amended and Restated Credit Agreement as of March 31, 2009 and incurred associated interest expense of
$8,825 for the three months ended March 31, 2009.

On March 13, 2009, the Company completed the Offering as more fully described in Footnote 9 below. As a condition

to the consummation of the Offering, on March 13, 2009, the Company and Pinnacle entered into an amendment to
the Amended and Restated Credit Agreement (the Second Amended and Restated Credit Agreement ) pursuant to
which the parties agreed to change the final payment date of the amounts borrowed under the agreement from July 31,
2009 to instead provide that 50% of the amount of all loans and advances made by Pinnacle under the agreement will
become due and payable on July 31, 2010 and the remaining outstanding loans and advances, together with interest
thereon, will become due and payable on July 31, 2011.
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In addition, as a condition to the consummation of the Offering, the Company and Pinnacle entered into a note
conversion agreement ( Note Conversion Agreement ) dated March 13, 2009, pursuant to which Pinnacle agreed to
convert the principal amount outstanding under the Second Amended and Restated Credit Agreement into shares of

the Company s common stock at a conversion rate of $0.41 per share of common stock (the conversion shares ) upon
receipt of stockholder approval by the Company of such conversion. Upon receipt of the conversion shares, the
obligations and liabilities of the Company to repay the principal amount of the note was deemed satisfied and paid in
full. At the Company s 2009 annual meeting of stockholders held on May 15, 2009, the Company s Stockholders
approved the Note Conversion. Immediately upon stockholder approval, the $500,000 principal amount outstanding
under the Pinnacle Note Payable was converted into 1,219,512 shares of the Company s common stock. For additional
information relating to the Offering, see Footnote 9 below.

9.

Convertible Preferred Stock and Convertible Promissory Notes

On March 13, 2009, the Company completed a $6,000,000 private placement with certain investment funds affiliated
with Signet Healthcare Partners, G.P. (the Offering ). As part of the Offering, the Company issued 202.9 shares of
Series B-1 Convertible Preferred Stock ( Series B-1 Preferred Stock ), $4,782,600 in Secured Convertible Promissory
Notes ( Promissory Notes ), a Preferred Stock Purchase Warrant to purchase 797.1 shares of non-voting Series B-2
Preferred Stock ( Preferred Stock Warrant ), a Common Stock Purchase Warrant to purchase 350,000 shares of
common stock ( Common Stock Warrant ) and amended their line of credit with Pinnacle. In connection with the
Offering, the Company incurred placement and legal fees of approximately $721,000, resulting in net proceeds of
$5,279,000. These fees were recorded as debt issuance costs in the amount of $577,000 and paid-in capital in the
amount of $144,000.

13
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The Series B-1 Preferred Stock has a par value of $0.01 per share and the holders are entitled to quarterly dividends at
an annual rate of 5%, when and if declared by the Board of Directors. Furthermore, each share of the Series B-1
Preferred Stock is convertible into 14,634 shares of common stock for an implied common stock conversion price of
$0.41 per share, subject to certain adjustments and any accrued and unpaid dividends. At the time of issuance, the
market price of the common stock into which the Series B-1 Preferred Stock is convertible was greater than the
conversion price. The embedded beneficial conversion feature is being accounted for in accordance with Emerging
Issue Task Force ( EITF ) Issue No. 98-5 Accounting for Convertible Securities with Beneficial Conversion Features or
Contingently Adjustable Conversion Ratios ( EITF 98-5 ) and EITF Issue No. 00-27 Application of Issue No. 98-5 to
Certain Convertible Instruments. Accordingly, the beneficial conversion feature on the Series B-1 Preferred Stock is
approximately $505,000, which represents the amount by which the estimated fair value of the common stock issuable
upon conversion exceed the proceeds from such issuance and was treated as a deemed dividend on the date of the
Offering.

The Promissory Note had a maturity date of July 31, 2009 and an annual interest rate of 5%. On the date of issuance,
the Promissory Note had a fair value of approximately $4,706,000, resulting in a debt discount of $77,000.
Furthermore, the Company has entered into Guaranty and Security Agreements to guarantee repayment of the
Promissory Note upon maturity. The note is collateralized by the assets of the Company. However, upon approval by
the Company s stockholders of the Offering or an earlier liquidation event of the Company, the Promissory Note,
unamortized discount, and any accrued interest automatically converted into Series B-1 Preferred Stock for $6,000 per
share and the Series B-2 Preferred Stock Warrant became null and void. The beneficial conversion feature of the
Promissory Note is approximately $1,983,000 which is recorded as a deemed dividend from March 14 through May
15, 2009. The value of the Preferred Stock Warrant was nominal. Under applicable NYSE Amex rules, the Offering
required stockholder approval, as more fully described in Footnote 1 above. At the Company s 2009 annual meeting of
stockholders held on May 15, 2009, the Company s stockholders approved the Offering. Immediately upon stockholder
approval, the $4,782,600 aggregate principal amount of Promissory Notes issued in the Offering by the Company to
the investment funds affiliated with Signet Healthcare Partners, G.P., together with accrued and unpaid interest, were
converted into an aggregate of 803.979 shares of the Company s Series B-1 Preferred Stock and the Warrants issued to
these investment funds were cancelled.

The Company granted its placement agent for the Offering a Common Stock Warrant to purchase 350,000 shares of
common stock for $0.41 per share. Until stockholder approval of the Offering, this Common Stock Warrant was only
exercisable for no more than 88,550 shares. At the Company s 2009 annual meeting of stockholders held on May 15,
2009, the Company s stockholders approved the Offering. This warrant expires on March 13, 2012. The fair value of
the warrant of approximately $102,000 was determined using the Black Scholes model. The factors used in the
calculation are as follows: expected volatility of 66.8%, expected term of 3 years and risk-free interest rate of 1.36%.
Expected volatility and risk-free interest rates are based upon the expected life of the warrant. The interest rates used
are the yield of a 3-year U.S. Treasury Note as of March 13, 2009. Of this amount, $82,000 was deemed to be
attributable to the issuance of debt and was capitalized as debt issuance costs.

In connection with the Offering, the Company and Pinnacle entered into the Second Amended and Restated Credit
Agreement. Pinnacle agreed to change the terms of repayment such that 50% of the amount borrowed under the
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Amended and Restated Credit Agreement (the Note Payable ), $500,000 as of December 31, 2008 (see Footnote 8
above) will be payable on July 31, 2010 and the remaining balance will be payable on July 31, 2011. Furthermore, the
Company and Pinnacle entered into a Note Conversion Agreement for which Pinnacle agreed to automatically convert
the principal amount due under the Note Payable into shares of the Company s Common Stock at a conversion rate of
$0.41 per share upon stockholder approval of the Note Conversion. The beneficial conversion feature of the Note
Payable of approximately $207,000 was recorded as a debt discount. The fair value of the Note Payable, as modified,
was approximately $460,000, resulting in a debt discount of $40,000. At the Company s 2009 annual meeting of
stockholders held on May 15, 2009, the Company s stockholders approved the Note Conversion. Immediately upon
stockholder approval, the $500,000 principal amount outstanding under the Note Payable was converted into
1,219,512 shares of the Company s common stock.

Debt discounts and debt issuance costs were amortized using the effective interest method.

10.

Changes in Management

On May 28, 2009, Rajiv Mathur, the Company s President and Chief Executive Officer announced his resignation as
an employee of the Company. On May 29, 2009, the Company announced that it had named Hemanshu Pandya its
new President and Chief Executive Officer, effective June 29, 2009. Mr. Mathur also resigned from the Company s
board of
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directors and the board appointed Mr. Pandya to fill the vacant seat created by Mr. Mathur s resignation, effective upon
commencement of his employment on June 29, 2009. Joyce Erony, the Company s Chairwoman of the Board, acted as
Interim President and Interim CEO until Mr. Pandya began employment. In addition, the Company announced that
Phillip S. Forte was appointed to serve as the Company s Controller.

Under the terms of his employment agreement, Mr. Pandya will receive an annual salary of $260,000. Mr. Pandya
also received a grant of (i) 975,000 shares of restricted stock and (ii) an option to purchase 530,145 shares of the
Company s common stock, the vesting terms of which are explained below. In addition, Mr. Pandya is entitled to
participate in certain of the Company s benefit programs on the same terms and conditions generally provided by the
Company to its executive employees. Mr. Pandya is also eligible to receive an annual performance bonus for each
calendar year during the term of his employment, which may be payable in either cash, stock options and/or restricted
stock. For the remainder of 2009, Mr. Pandya s target bonus will be $65,000. For subsequent years, Mr. Pandya s target
bonus will be equal to 60% of his base salary for the applicable fiscal year. All performance targets pursuant to such
plan shall be determined by the Company s Compensation Committee, except with respect to the remainder of 2009,
pursuant to which the performance targets shall be mutually agreed upon by Mr. Pandya and the Chairwoman of the
Board of Directors of the Company. Mr. Pandya is also subject to certain restrictive covenants as set forth in his
employment agreement, including confidentiality, non-solicitation and non-competition. Mr. Pandya s employment
agreement further provides for payments upon certain types of employment termination events as further set forth in
the Employment Agreement.

Under the terms of his employment agreement, Mr. Forte will receive an annual salary of $155,000. Mr. Forte also
received a grant of (i) 80,000 shares of restricted stock and (ii) an option to purchase 110,000 shares of the Company s
common stock, the vesting terms of which are explained below. In addition, Mr. Forte is entitled to participate in
certain of the Company s benefit programs on the same terms and conditions generally provided by the Company to its
executive employees. Mr. Forte is also eligible to receive an annual performance bonus for each calendar year during
the term of his employment, which may be payable in either cash, stock options and/or restricted stock. For the
remainder of 2009, Mr. Forte s target bonus will be $22,605. For subsequent years, Mr. Forte s target bonus will be
equal to 25% of his base salary for the applicable fiscal year. All performance targets pursuant to such plan shall be
determined by the Company s Compensation Committee, except with respect to the remainder of 2009, pursuant to
which the performance targets shall be mutually agreed upon by Mr. Forte and the Chairwoman of the Board of
Directors of the Company. Mr. Forte is also subject to certain restrictive covenants as set forth in his employment
agreement, including confidentiality, non-solicitation and non-competition. Mr. Forte s employment agreement further
provides for payments upon certain types of employment termination events as further set forth in his employment
agreement.

In connection with his resignation, Mr. Mathur and the Company entered into a Separation of Employment Agreement
and General Release dated May 28, 2009 (the Separation Agreement ). The Separation Agreement provides that the
Company shall pay Mr. Mathur severance in the amount of $312,798, such amount to be paid ratably over a twelve
month period with equal portions on each regular payroll payment date during such period. The Company has also
agreed to provide Mr. Mathur with continued participation in the medical insurance coverage plans of the Company
during such one year period. Mr. Mathur agreed to provide the Company with a general release, and Mr. Mathur
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agreed to certain restrictive covenants, including confidentiality, non-competition and non-disparagement. During the
quarter ended June 30, 2009, $341,000 was accrued.

11.

Subsequent Event

In response to an observation by the New Jersey Department of Environmental Protection of pesticide contamination
in a portion of its property located at 105 Lincoln Avenue in Buena, Atlantic County, New Jersey, the Company
contracted with an environmental and remediation firm to complete soil delineation of the pesticide contamination, its
remediation and disposal. The estimated cost for the remediation is $ 60,000 and is accrued as of June 30, 2009. Based
on information provided to the Company from the environmental and remediation firm and what is known to date, the
Company believes the reserve is sufficient for 100% of the remediation of the environmental contamination.
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ITEM 2. Management s Discussion and Analysis of Financial Condition and Results of Operations

This Management s Discussion and Analysis of Financial Condition and Results of Operations section and other
sections of this Quarterly Report on Form 10- Q contain forward-looking statements within the meaning of Section
27A of the Securities Act of 1933, as amended, Section 21E of the Securities Exchange Act of 1934, as amended, and

the Private Securities Litigation Reform Act of 1995, that are based on current expectations, estimates, forecasts and
projections about the industry and markets in which the Company operates and on management s beliefs and
assumptions. In addition, other written or oral statements, which constitute forward-looking statements, may be made

by or on behalf of the Company. Words such as expects, anticipates, intends, plans, believes, seeks,
variations of such words and similar expressions are intended to identify such forward-looking statements. These
statements are based on current expectations of management and are not guarantees of future performance, and
involve certain risks, uncertainties and assumptions, which are difficult to predict. These risks and uncertainties
include, without limitation, competitive factors, outsourcing trends in the pharmaceutical industry, the general
economic conditions in the markets in which the Company operates, levels of industry research and development
spending, the Company s ability to continue to attract and retain qualified personnel, the fixed price nature of product
development agreements or the loss of customers and other factors described in the Company s filings with the
Securities and Exchange Commission, including those set forth under the caption Risk Factors in our most recent
Annual Report on Form 10-K and as revised or supplemented by our quarterly reports on Form 10-Q. Therefore,
actual outcomes and results may differ materially from what is expressed or forecasted in such forward-looking
statements. The Company undertakes no obligation to update publicly any forward-looking statements, whether as a
result of new information, future events or otherwise ..

Company Overview

On May 7, 2008, the stockholders of IGI, Inc. approved the name change of the Company from IGI, Inc. to IGI
Laboratories, Inc. IGI is engaged in the development, manufacturing, filling and packaging of topical, semi solid and
liquid products for pharmaceutical, cosmeceutical and cosmetic companies primarily using its licensed Novasome®
encapsulation technology. The Company believes that the Novasome based products developed and manufactured by
it are unique in the industry and give its customers a competitive advantage in the market place.

IGI s mission is to be a premier provider of topical liquid and semi-solid products using its encapsulation technology.
Over the last two fiscal years the Company has made four major changes to better pursue its mission:
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the Company divested the metal plating business to focus on its core business of topical skin care/treatment products;

the Company acquired filling and packaging equipment that broadens and enhances product and service offerings;

the Company instituted a policy of charging a fee for its Product Development Services; and

the Company initiated the development of several prescription skin treatment products with possible
commercialization in 2011.

The Company s business plan includes the continued upgrading of its manufacturing capabilities and expanding its
production services. The Company will also continue to market its other capabilities to customers, such as product
development services and analytical services, either as a comprehensive package or on an individual basis. In addition
to this, the Company intends to explore ways to expand its intellectual property portfolio and increase its R&D
product pipeline.

On May 6, 2008, the Company was notified by NYSE Amex that it was failing to satisfy certain of NYSE Amex s
continued listing standards. Specifically, the Company was required to reflect income from continuing operations
and/or net income in one of its five most recent fiscal years or a minimum of $6 million in stockholders equity to
remain listed on the exchange. The Company had net income from continuing operations in its 2002 fiscal year, but
had net losses and losses from continuing operations in each of its last six fiscal years. The Company s stockholders
equity at March 31, 2009 was $3.6 million.

On June 8§, 2008, the Company submitted a plan advising NYSE Amex of the actions that it would take to bring the
Company into compliance with the continued listing standards. On July 15, 2008, NYSE Amex notified the Company
that it accepted the Company s plan of compliance and granted the Company an extension until May 6, 2009 to regain
compliance with the continued listing standards described above. The Company was subject to periodic review by
NYSE Amex staff
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during the extension period. Failure to make progress consistent with the plan or to regain compliance with the
continued listing standards by the end of the extension period could have resulted in the Company being delisted from
NYSE Amex.

On March 13, 2009, the Company completed a $6,000,000 private placement, resulting in net proceeds of
approximately $5,279,000, with certain investment funds affiliated with Signet Healthcare Partners, G.P. as more fully
described in Footnote 9 to the Company s Consolidated Financial Statements (the Offering ). On May 4, 2009, NYSE
Amex notified the Company that it had determined that the Company has made a reasonable demonstration of its
ability to regain compliance with Sections 1003(a)(ii) and (iii) of the Company Guide in accordance with Section
1009 and therefore granted the Company an extension from May 6, 2009 until May 31, 2009 to regain compliance
with these continued listing standards. On May15, 2009, upon stockholder approval of the Offering, the Company
increased its stockholders equity to more than $6 million.

On June 19, 2009, the Company was notified by NYSE Amex that it had resolved its continued listing deficiencies
and would retain its status as a listed issuer on NYSE Amex.

Results of Operations

Three months ended June 30. 2009 compared to June 30, 2008

The Company had a net loss attributable to common stockholders of $3,558,000, or $0.23 per share, for the three
months ended June 30, 2009, compared to a net loss attributable to common stockholders of $699,000, or $0.05 per
share, in the comparable period for 2008, which resulted from the following:

Revenues (in thousands):

Components of Revenue: 2009 2008 $ Change % Change
Product sales $ 999 $ 477 $522 109%
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Research and development 64 63 1 0.2%

income

Licensing and royalty 79 142 (63) (44)%
income

Total Revenues $1,142 $ 682 $ 460 67%

The increase in product sales is the result of sales to seven new customers for the three months ended June 30, 2009 as
compared to the three months ended June 30, 2008. Research and development income remained constant, however,
research and development income will not be consistent and will vary, from quarter to quarter, depending on the
required timeline of each development project. Licensing and royalty income decreased as a result of a decrease in
sales of royalty- bearing products.

nd expenses (in th n

2009 2008 $ Change % Change
Cost of sales $ 929 $ 563 $ 366 65%
Selling, general and administrative 1,311 697 614 88%
Product development and research 151 123 28 23%
Totals costs and expenditures $ 2,391 $ 1,383 $ 1,008 73%

Cost of sales increased for the three months ended June 30, 2009 as a result of the increase in product sales. Cost of
sales as a percent of product sales can vary depending on product mix. Cost of sales as a percentage of product sales
was 93% for the three month period ended June 30, 2009 as compared to 118% for the comparable period in 2008.
The high cost of sales percentages were primarily due to our underutilized manufacturing capacity which led to
unabsorbed overhead expenses.
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Selling, general and administrative expenses for the three month period ended June 30, 2009 increased as a result of
the severance arrangement of $341,000 for our former President and Chief Executive Officer as per his separation
agreement and an increase of $268,000 in legal and other professional fees.

Product development and research expenses for the three months ended June 30, 2009 increased due to testing
expenses related to new products.

Interest (Expense) Income (in thousands):

2009 2008 $ Change % Change
Interest Expense $(797) $(5) $792 1584%
Interest Income $ 6 $2 $ 4 200%

Interest expense increased for the three months ended June 30, 2009 as compared to the same period in 2008 due to
approximately $792,000 of accrued interest and amortization of debt discount and debt issuance costs related to the
convertible notes payable issued in connection with the Offering (see Footnote 9 to the Company s Consolidated
Financial Statements) that were included in interest expense in 2009. Interest income increased for the three months
ended June 30, 2009 as compared to the same period in 2008 due to higher average cash balances offset by lower
interest rates in 20009.

Net loss attributable to common stockholders (in thousands, except per share numbers):

2009 2008 $ Change
Net loss attributable to common $ (3,558) $ (699) $ 2,859
stockholders
Net loss per share (.23) (.05) 18

The increase in net loss attributable to common stockholders for the three months ended June 30, 2009 is due mainly
to approximately $792,000 of accrued interest and amortization of debt discount and debt issuance costs related to the
convertible notes payable issued in connection with the Offering (see Footnote 9 to the Company s Consolidated
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Financial Statements) that were included in interest expense and the dividend accreted for beneficial conversion

features of $1,518,000.

Six months ended June 30, 2009 compared to June 30, 2008

The Company had a net loss attributable to common stockholders of $5,460,000, or $0.36 per share, for the six
months ended June 30, 2009, compared to a net loss attributable to common stockholders of $659,000, or $0.04 per

share, in the comparable period for 2008, which resulted from the following:

Revenues (in thousands):

Components of Revenue: 2009
Product sales $1,504
Research and 66
development income

Licensing and royalty 166
income

Total Revenues $1,736

2008
$1,777
128

277

$2,182

$ Change
$(273)
(62)

(111)

$(446)

% Change
(15)%
(48)%

(40)%

(20)%

The decrease in product sales relates to a decrease in sales to two existing customers partially offset by sales to seven
new customers for the six months ended June 30, 2009 as compared to the six months ended June 30, 2008. Research
and development income will not be consistent and will vary, depending on the required timeline of each development

project. Licensing and royalty income decreased as a result of a decrease in sales of royalty- bearing products.
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Costs and expenses (in thousands):

2009 2008 $ Change % Change
Cost of sales $1,529 $1,244 $285 23%
Selling, general and administrative 1,959 1,360 599 44%
Product development and research 269 236 33 14%
Totals costs and expenses $3,757 $2,840 $917 32%

The increase in cost of sales was primarily due to our underutilized manufacturing capacity which led to unabsorbed
overhead expenses.

Selling, general and administrative expenses for the six month period ended June 30, 2009 increased as a result of the
severance arrangement of $341,000 for our former President and Chief Executive Officer as per his separation
agreement, employees compensation payable in stock of $93,000, an increase of $326,000 in legal and other
professional fees, partially offset by a decrease in expense from the issuance of stock options of $192,000.

Product development and research expenses for the six months ended June 30, 2009 increased due to testing expenses
related to new products

Interest (Expense) Income (in thousands):

2009 2008 $ Change % Change
Interest Expense $(958) $(15) $(943) 6287%
Interest Income 7 9 2) (22)%

Interest expense increased for the six months ended June 30, 2009 as compared to the same period in 2008 due to
approximately $943,000 of accrued interest and amortization of debt discount and debt issuance costs related to the
convertible notes payable issued in connection with the Offering (see Footnote 9 to the Company s Consolidated
Financial Statements) that were included in interest expense in 2009. Interest income decreased for the six months
ended June 30, 2009 as compared to the same period in 2008 due to lower interest rates in 2009 offset by higher
average cash balances.
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Net loss attributable to common stockholders (in thousands. except per share numbers):

2009 2008 $ Change
Net loss attributable to common $ (5,460) $ (659) $ 4,801
stockholders
Net loss per share (.36) (.04) 32

The increase in net loss attributable to common stockholders for the six months ended June 30, 2009 is due mainly to
approximately $943,000 of accrued interest and amortization of debt discount and debt issuance costs related to the
convertible notes payable issued in connection with the Offering (see Footnote 9 to the Company s Consolidated
Financial Statements) that were included in interest expense and the dividend accreted for beneficial conversion
features of $2,488,000.

Liquidity and Capital Resources

The Company s operating activities used $1,364,000 of cash during the six months ended June 30, 2009 compared to
$68,000 provided in the comparable period of 2008. The use of cash for the six months ended June 30, 2009 is
substantially a result of the net loss for the period.
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The Company s investing activities used $437,000 of cash in the six months ended June 30, 2009 compared to $84,000
of cash used in investing activities in the first six months of 2008. The funds used for both periods were for
additional equipment and improvements for the packaging and filling lines.

The Company s financing activities provided $5,280,000 of cash in the six months ended June 30, 2009 compared to
$152,000 used in financing activities during the six months ended June 30, 2008. The cash provided for the six month
period ended June 30, 2009 is mainly from the proceeds of the Offering as more fully described in Footnote 9 to the
Company s Consolidated Financial Statements. The cash used for the period ended June 30, 2008 represents a pay
down of the note payable balance offset by proceeds from the exercise of common stock options and warrant.

The Company s principal sources of liquidity are cash and cash equivalents of approximately $3,650,000 at June 30,
2009 and future cash from operations. The Company had working capital of $3,617,000 at June 30, 2009.

At the Company s 2009 annual meeting of stockholders held on May 15, 2009, the Company s stockholders approved
the Offering and the conversion of the principal amount of the $500,000 secured line of credit agreement with
Pinnacle Mountain Partners, LLC into shares of our common stock. Immediately upon stockholder approval, the
$4,782,600 aggregate principal amount of promissory notes issued in the Offering by the Company to the investment
funds affiliated with Signet Healthcare Partners, G.P., together with accrued and unpaid interest, were converted into
an aggregate of 804 shares of the Company s Series B-1 Preferred Stock and the warrants to purchase shares of the
Company s Series B-2 Preferred Stock issued to these investment funds were cancelled. Additionally, the $500,000
principal amount outstanding under the Pinnacle line of credit was converted into 1,219,512 shares of the Company s
common stock.

We believe that our operating cash flow along with our existing capital resources will be sufficient to support our
current business plan through August 2010. The Company may require additional funding. This funding will depend,
in part, on the timing and structure of potential business arrangements. If necessary, we may continue to seek to raise
additional capital through the sale of our equity. We may accomplish this via a strategic alliance with a third party. In
addition, there may be additional acquisition and growth opportunities that may require external financing. However,
the trading price of our stock, a downturn in the U.S. equity and debt markets and the negative economic trends in
general could make it more difficult to obtain financing through the issuance of equity securities or otherwise. There
can be no assurance that such financing will be available on terms acceptable to the Company, or at all.

Off Balance Sheet Arrangements
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The Company does not have any off balance sheet arrangements as of the date of this report.

Critical Accounting Policies and Estimates

IGI s consolidated financial statements are prepared in accordance with U.S. generally accepted accounting principles
( GAAP ), which require management to make estimates and assumptions about future events that affect the amounts
reported in the financial statements and the accompanying notes. Actual results could differ from these estimates.

Please refer to the Company s 2008 10-K for a complete list of all Critical Accounting Policies and Estimates. See also
Footnote 3 to the Company s Consolidated Financial Statements.

ITEM 4(T). Controls and Procedures

Evaluation of Disclosure Controls and Procedures. Our management, with the participation of our Chief Executive
Officer and Corporate Controller and Principal Financial Officer, evaluated the effectiveness of our disclosure
controls and procedures (as defined in Rules 13a-15(e) and 15d-15(e) under the Exchange Act) as of June 30, 2009.
Based on that evaluation, our Chief Executive Officer and Corporate Controller and Principal Financial Officer
concluded that, as of June 30, 2009, our disclosure controls and procedures were ineffective, due to the material
weaknesses detailed below in our internal control over financial reporting that have not been fully remediated as of
June 30, 2009.
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Internal Control over Financial Reporting

Management s Report on Internal Control over Financial Reporting.

Management is responsible for establishing and maintaining adequate internal control over financial reporting, as such
term is defined in Rule 13a-15(f) under the Securities and Exchange Act of 1934, as amended. Under the supervision
and with the participation of our management, including our principal executive officer and principal financial officer,
we conducted an evaluation of the effectiveness of our internal control over financial reporting based on the
framework in Internal Control Integrated Framework issued by the Committee of Sponsoring Organizations of the
Treadway Commission. Our internal control over financial reporting is a process designed to provide reasonable
assurance regarding the reliability of financial reporting and the preparation of financial statements for external
purposes in accordance with accounting principles generally accepted in the United States of America. Because of
their inherent limitations, internal controls over financial reporting may not prevent or detect misstatements. Also,
projections of any evaluation of effectiveness to future periods are subject to the risk that controls may become
inadequate because of changes in conditions or that the degree of compliance with the policies or procedures may
deteriorate.

Based on our evaluation under the framework in Internal Control Integrated Framework, management concluded that
our internal control over financial reporting was ineffective as of the period ending June 30, 2009 due to the following
material weaknesses that have not been fully remediated as of the period ending June 30, 2009:

Our management has determined that we have a material weakness in our internal control over financial reporting
related to an insufficient number of personnel with the appropriate level of experience and technical expertise to
appropriately resolve non-routine and complex accounting matters or to evaluate the impact of new and existing
accounting pronouncements on our consolidated financial statements while completing the financial statement close
process.

We did not maintain appropriate segregation of duties associated with the design controls and use of personnel within
the organization. Currently, we do not have sufficient staffing to perform these responsibilities associated with proper
segregation of duties.
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Until these deficiencies in our internal control over financial reporting are remediated, there is a reasonable possibility
that a material misstatement to our annual or interim consolidated financial statements could occur and not be
prevented or detected by our internal controls in a timely manner.

We are committed to appropriately addressing these matters in 2009, and have as follows:

We have reassessed our accounting and finance staffing levels to determine and seek the appropriate accounting
resources to be added to the team to handle the existing workload, provide extra technical accounting depth and
further promote segregation of duties. In order to address and remediate the material weaknesses noted above, we
hired a Corporate Controller at the end of May 2009. In addition, at the end of July 2009, we hired an additional
qualified accountant to assist with various accounting and finance functions within the organization.

We will adopt formal policy and procedure guidelines related to Information Technology practices, covering systems
development and change management, security authentication and related measures and operational activities.

We are planning to expand the training and education of our accounting and finance staff members, including
Sarbanes-Oxley compliance training, in an effort to improve their effectiveness.

Changes in Internal Control over Financial Reporting

In order to address and remediate the material weaknesses noted above, we hired a Corporate Controller at the end of
May 2009. In addition, at the end of July 2009, we hired an additional qualified accountant to assist with various
accounting and finance functions within the organization. There were no other changes in our internal control over
financial reporting during our first six months of 2009 that have materially affected, or are reasonably likely to
materially affect, our internal control over financial reporting.
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PART II

OTHER INFORMATION

ITEM 1. Legal Proceedings

We are involved from time to time in claims which arise in the ordinary course of business. In the opinion of
management, we have made adequate provision for potential liabilities, if any, arising from any such matters.
However, litigation is inherently unpredictable, and the costs and other effects of pending or future litigation,
governmental investigations, legal and administrative cases and proceedings (whether civil or criminal), settlements,
judgments and investigations, claims and changes in any such matters, and developments or assertions by or against us
relating to intellectual property rights and intellectual property licenses, could have a material adverse effect on our
business, financial condition and operating results.

In response to an observation by the New Jersey Department of Environmental Protection of pesticide contamination
in a portion of its property located at 105 Lincoln Avenue in Buena, Atlantic County, New Jersey, the Company
contracted with an environmental and remediation firm to complete soil delineation of the pesticide contamination, its
remediation and disposal. The estimated cost for the remediation is $ 60,000 and is accrued as of June 30, 2009. Based
on information provided to the Company from the environmental and remediation firm and what is known to date, the
Company believes the reserve is sufficient for 100% of the remediation of the environmental contamination.

ITEM 1A. Risk Factors

Part I, Item 1A, Risk Factors, of our Annual Report on Form 10-K for the year ended December 31, 2008 includes a
detailed discussion of risks and uncertainties which could adversely affect our future results. Except as set forth
below, the risks described in our Annual Report on Form 10-K for the year ended December 31, 2008 have not
materially changed.

We rely on a limited number of customers for a large portion of our revenues.
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We depend on a limited number of customers for a large portion of our revenue. For the three months ended June 30,
2009 and 2008, two of our customers accounted for 26% and and three of our customers accounted for 60% of our
revenue, respectively. For the six months ended June 30, 2009 and 2008, three of our customers accounted for 36%
and three of our customers accounted for 56% of our revenue, respectively. One of these customers is the same for the
six months ended June 30, 2009 and 2008 and, the three months ended June 30, 2008. The loss of one or more of these
customers could have a significant impact on our revenues and harm our business and results of operations.

We have a history of losses and cannot assure you that we will become profitable, and as a result, we may have
to cease operations and liquidate our business.

Our expenses have exceeded our revenue in each of the last six years, and no net income has been available to
common stockholders during each of these years. As of June 30, 2009, our stockholders equity was approximately $7
million and we had an accumulated deficit of $29.8 million. Our future profitability depends on revenue exceeding
expenses, but we cannot assure you that this will occur. If we do not become profitable, we could be forced to curtail
operations and sell or liquidate our business, and you could lose some or all of your investment.

Risks Related to Our Securities

Shares of our common stock are relatively illiquid which may affect the trading price of our common stock.

For the six months ended June 30, 2009, the average daily trading volume of our common stock on the NYSE Amex
was approximately 4,400 shares. As a result of our relatively small public float, our common stock may be less liquid
than the stock of companies with broader public ownership. Among other things, trading of a relatively small volume
of our common stock may have a greater impact on the trading price for our shares than would be the case if our
public float were larger.
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If we fail to meet the continued listing standards of the NYSE Amex our common stock could be delisted and
our stock price could suffer.

Our common stock may be delisted from NYSE Amex which could negatively impact the price of our common stock.
NYSE Amex maintains certain continued listing standards. Among others, we are required to reflect income from
continuing operations and/or net income in one of our five most recent fiscal years and a minimum of $6 million in
stockholders equity to remain listed on the exchange. We had net income from continuing operations in our 2002
fiscal year, but had net losses and losses from continuing operations in each of our last six fiscal years. Our
stockholders equity at June 30, 2009 was approximately $7 million. We cannot guarantee that we will be able to meet
this listing standard or other listing standards in the future. If we fail to meet this or other NYSE Amex listing
requirements in the future and are unable to successfully appeal for an extension of time to regain compliance, our
common stock could be delisted from the NYSE Amex. If our common stock is delisted from NYSE Amex, our
access to the capital markets could be adversely effected and there may be a less liquid market available for existing
and potential stockholders to buy and sell shares of our common stock, which could further depress the price of our
common stock.

Financial Industry Regulatory Authority (FINRA) sales practice requirements may limit a stockholder s ability
to buy and sell our common stock.

FINRA has adopted rules that require that in recommending an investment to a customer, a broker dealer must have
reasonable grounds for believing that the investment is suitable for that customer. Prior to recommending speculative
low priced securities to their non institutional customers, broker dealers must make reasonable efforts to obtain
information about the customer s financial status, tax status, investment objectives and other information. Under
interpretations of these rules, FINRA believes that there is a high probability that speculative low priced securities will
not be suitable for at least some customers. FINRA requirements make it more difficult for broker dealers to
recommend that their customers buy our common stock, which may limit your ability to buy and sell our stock and
have an adverse effect on the market for our shares.

Our principal stockholders, directors and executive officers own a significant percentage of our stock and will
be able to exercise significant influence over our affairs.

Our current principal stockholders, directors and executive officers beneficially own approximately 80% of our
outstanding capital stock entitled to vote. As a result, these stockholders, if acting together, would be able to influence
or control matters requiring approval by our stockholders, including the election of directors and the approval of
mergers, acquisitions or other extraordinary transactions. They may also have interests that differ from yours and may
vote in a way with which you disagree and which may be adverse to your interests. This concentration of ownership
may have the effect of delaying, preventing or deterring a change of control of our company, could deprive our
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stockholders of an opportunity to receive a premium for their common stock as part of a sale of our company and
might ultimately affect the market price of our common stock.

ITEM 2. Unregistered Sales of Equity Securities and Use of Proceeds

On March 13, 2009, the Company completed the Offering. As part of the Offering, the Company issued 202.9 shares
of Series B-1 Convertible Preferred Stock ( Series B-1 Preferred Stock ), $4,782,600 in Secured Convertible
Promissory Notes ( Promissory Notes ), a Preferred Stock Purchase Warrant to purchase 797.1 shares of non-voting
Series B-2 Preferred Stock ( Preferred Stock Warrant ), a Common Stock Purchase Warrant to purchase 350,000 shares
of common stock ( Common Stock Warrant ) and amended their Credit Agreement with Pinnacle, under which the
Company had an outstanding principal balance of $500,000 as of March 31, 2009 and interest expense related to this
line of credit was $8,825 for the three months ended March 31, 2009.

Each share of the Series B-1 Preferred Stock is convertible into 14,634 shares of common stock for an implied
common stock conversion price of $0.41 per share, subject to certain adjustments and any accrued and unpaid
dividends. Prior to approval by the Company s stockholders of the Offering or an earlier liquidation event of the
Company, the Promissory Note, unamortized discount, and any accrued interest would have automatically converted
into Series B-1 Preferred Stock for $6,000 per share and the Preferred Stock Warrant would have become null and
void. Approval of the Offering was voted upon by our stockholders at our annual meeting on May 15, 2009. If
stockholder approval of the Offering was not obtained, the Promissory Note would have remained outstanding and the
Preferred Stock Warrant would have become exercisable for an aggregate of 797.1 shares of non-voting Series B-2
Preferred Stock for a term of 4 years commencing on July 31, 2009 at a price of $6,000 per share. The value of the
Preferred Stock Warrant was nominal.
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In addition, as a condition to the consummation of the Offering, the Company and Pinnacle entered into a note
conversion agreement dated March 13, 2009, pursuant to which Pinnacle agreed to convert ( Conversion ) the Note
Payable into shares of the Company s common stock at a conversion rate of $0.41 per share upon receipt of
stockholder approval by the Company of such conversion.

The Offering was made pursuant to the exemption from registration described in Rule 506 under the Securities Act of
1933, as amended.

At the Company s 2009 annual meeting of stockholders held on May 15, 2009, the Company s stockholders approved
the Offering and Note Conversion. Immediately upon stockholder approval, the $4,782,600 aggregate principal
amount of promissory notes issued in the Offering by the Company to the investment funds affiliated with Signet
Healthcare Partners, G.P., together with accrued and unpaid interest, were converted into an aggregate of
approximately 804 shares of the Company s Series B-1 Preferred Stock and the warrants to purchase shares of the
Company s Series B-2 Preferred Stock issued to these investment funds were cancelled. Additionally, the $500,000
principal amount outstanding under the Pinnacle line of credit was converted into 1,219,512 shares of the Company s
common stock.

ITEM 3. Defaults Upon Senior Securities

None.

ITEM 4. Submission of Matters to a Vote of Security Holders

The following is a report of the voting results of the Company s annual stockholders meeting held on May 15, 2009:

Proposal 1: Election of Directors
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The proposal to elect four directors, as described in the Company s proxy statement for its annual meeting of
stockholders held on May 15, 2009, was approved. The directors were elected until the next annual meeting of
stockholders or until their successors are duly elected and qualified. The tabulation was as follows:

Director Votes For Votes Withheld
Jane E. Hager 15,031,438 981,776
Stephen J. Morris 15,661,070 352,144
Terrence O Donnell 15,570,013 443,201
Rajiv Mathur 15,748,762 264,452

In addition, the holders of Series B-1 Preferred Stock re-elected Joyce Erony to serve as their designee on the Board
and James C. Gale was appointed to fill a newly created seat on the Board as designee of the holders of Series B-1
Preferred Stock.

Proposal 2: Offering

On May 15, 2009, the stockholders of the Company approved (i) the issuance and sale of the Company s Series B-1
Preferred Stock and the common stock into which it converts as part of a private placement that resulted in the
Investors owning approximately 49.5% of the Company s outstanding common stock, on an as converted basis, (ii) the
change of control that may result from such issuance and the associated rights of the holders of the Series B-1
Preferred Stock, and (iii) the issuance of warrants to purchase the Company s common stock to the placement agent in
the private placement.

24

52



Edgar Filing: IGI INC - Form 10-Q

Pursuant to the rules of NYSE Amex, holders of our Series B-1 Preferred Stock were not entitled to vote with regard
to this proposal and their shares were not counted in determining the number of votes cast with respect to such
proposal. In addition, since Pinnacle remained a party to the Conversion Agreement at the time of the Annual
Meeting, the vote of Pinnacle and its affiliates (including Dr. Edward and Jane Hager), as our stockholders, were not
considered for purposes of obtaining stockholder approval of this proposal and their shares were not counted in
determining the number of votes cast with respect to this proposal. The share count below excludes shares voted by (i)
Pinnacle and its affiliates (including Dr. Edward and Jane Hager ) , (ii) Joyce Erony and (iii) the holders of Series B-1
Preferred Stock. The tabulation was as follows:

Votes For Votes Against Votes Abstain Broker Non-Vote

5,592,042 635,514 2,880 4,758,096

Proposal 3: Note Conversion

On May 15, 2009, the stockholders of the Company approved the issuance of its common stock upon the conversion
of the principal amount of the $500,000 secured line of credit agreement with Pinnacle Mountain Partners, LLC, a
company owned by Dr. Edward and Jane Hager, significant stockholders of the Company, and in the case of Mrs.
Hager, a director of the Company, at a conversion rate of $0.41 per share.

Pursuant to the rules of NYSE Amex, holders of our Series B-1 Preferred Stock were not entitled to vote with regard
to this proposal and their shares were not counted in determining the number of votes cast with respect to such
proposal. In addition, since Pinnacle remained a party to the Conversion Agreement at the time of the Annual
Meeting, the vote of Pinnacle and its affiliates (including Dr. Edward and Jane Hager), as our stockholders, were not
considered for purposes of obtaining stockholder approval of this proposal and their shares were not counted in
determining the number of votes cast with respect to this proposal. The share count below excludes shares voted by (i)
Pinnacle and its affiliates (including Dr. Edward and Jane Hager ), (ii) Joyce Erony and (iii) the holders of Series B-1
Preferred Stock. The tabulation was as follows:

Votes For Votes Against Votes Abstain Broker Non-Vote

5,580,782 642,824 6,830 4,758,096

ITEM 5. Other Information
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ITEM 6. Exhibits

Exhibit

Number

10.1

10.2

10.3

Description

Employment Agreement dated May 29, 2009 between IGI Laboratories, Inc. and Hem Pandya
(incorporated by reference to Exhibit 10.1 to the Company s Report on Form 8-K filed May 29, 2009).

Employment Agreement dated May 18, 2009 between IGI Laboratories, Inc. and Philip S. Forte
(incorporated by reference to Exhibit 10.2 to the Company s Report on Form 8-K filed May 29, 2009).

Option Award Agreement dated May 29, 2009 between IGI Laboratories, Inc. and Philip S. Forte
(incorporated by reference to Exhibit 10.3 to the Company s Report on Form 8-K filed May 29, 2009).
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10.5

10.6

10.7

10.8

10.9

10.10

10.11

31.1

31.2

32.1
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Separation of Employment Agreement and General Release between IGI Laboratories, Inc. and Rajiv
Mathur dated May 28, 2009 (incorporated by reference to Exhibit 10.4 to the Company s Report on
Form 8-K filed May 29, 2009).

IGI Laboratories, Inc. 2009 Equity Incentive Plan (incorporated by reference to Exhibit 10.1 to the
Company s Report on Form 8-K filed July 2, 2009).

Form of Stock Option Award Agreement pursuant to the 2009 Equity Incentive Plan (incorporated by
reference to Exhibit 10.2 to the Company s Report on Form 8-K filed July 2, 2009).

Form of Restricted Stock Award Agreement pursuant to the 2009 Equity Incentive Plan (incorporated
by reference to Exhibit 10.3 to the Company s Report on Form 8-K filed July 2, 2009).

Form of Restricted Stock Award Agreement between IGI Laboratories, Inc. and Philip S. Forte
(incorporated by reference to Exhibit 4.4 to the Company s Registration Statement on Form S-8 (File
No. 333-160341) filed June 30, 2009).

Option Award Agreement dated June 29, 2009 between 1GI Laboratories, Inc. and Hemanshu Pandya
(incorporated by reference to Exhibit 4.5 to the Company s Registration Statement on Form S-8 (File
No. 333-160341) filed June 30, 2009).

Form of Restricted Stock Award Agreement between IGI Laboratories, Inc. and Hemanshu Pandya
(incorporated by reference to Exhibit 4.6 to the Company s Registration Statement on Form S-8 (File
No. 333-160341) filed June 30, 2009).

Option Award Agreement dated June 1, 2009 between IGI Laboratories, Inc. and Bijoy Singh
(incorporated by reference to Exhibit 4.7 to the Company s Registration Statement on Form S-8 (File
No. 333-160341) filed June 30, 2009).

Certification of the President and Chief Executive Officer pursuant to Rule 13a-14(a) under the
Securities Exchange Act of 1934, as adopted pursuant to Section 302 of the Sarbanes-Oxley Act of
2002.

Certification of the Principal Financial Officer pursuant to Rule 13a-14(a) under the Securities
Exchange Act of 1934, as adopted pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.

Certification of the President and Chief Executive Officer pursuant to 18 U.S.C. Section 1350, as
adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.
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Certification of the Corporate Controller and Principal Financial Officer pursuant to 18 U.S.C. Section
1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.
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SIGNATURES

Pursuant to the requirements 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.

IGI Laboratories, Inc.

Date: August 12, 2009 By: /s/Hemanshu Pandya

Hemanshu Pandya
President and Chief Executive Officer

Date: August 12, 2009 By: /s/Philip Forte

Philip Forte

Corporate Controller and Principal Financial
Officer
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Exhibit Index
Exhibit
Number Description
31.1 Certification of the President and Chief Executive Officer pursuant to Rule 13a-14(a) under the
Securities Exchange Act of 1934, as adopted pursuant to Section 302 of the Sarbanes-Oxley Act of
2002.
31.2 Certification of the Principal Financial Officer pursuant to Rule 13a-14(a) under the Securities
Exchange Act of 1934, as adopted pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.
32.1 Certification of the President and Chief Executive Officer pursuant to 18 U.S.C. Section 1350, as
adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.
32.2 Certification of the Corporate Controller and Principal Financial Officer pursuant to 18 U.S.C. Section

1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.

28

58



