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1. The Company, Basds of Presendatbon amd Sumoary of Sigelficant Acounting Pollckes

The Cowegpany

W were incorporabed m the fals of Delawars in September 2000, We aic a development stage beopharmacaitical comgany focused on scquireg ad
developing novel, small moleoale thempeostics for the trestment of discases with unmct medical necd with o speaific focus on the U5, market. Through smicgic
alliances primani by with epanese phamacenti cal compamies, we hobd rights to o diversified portfolio of climical mnd preclinicsl product candidaies, exch of which we
hebieve has o well-charderized and differentialed thergpatic pralile, altrctive commetcnl potential and pabent assels kaving clainr of commefcaily adequale soope.

Bursdy of Precevniaton

Cur primary activilies snce moarponbon heve been organizational sdtivities, mchding recrusting persomne], etablishing office facibities, condducting research
and development, poforming busmess and fisancial planning and ruising capital. Accordingly, in connection with preparation of the consolidated financial s abements.
Wi operale under one repoing segiment and ire conssdered to be in the development stags, undsr the authortative pridance for development sage enlities, Acosmting
Stan dards Codafication ("ASCT) 015 (Fomeerby Stmement of Fanancial Accounting Stendards ¢SFAS™) Mo, 7.

During s First quearier of 2005, we completed our instisl publsc offering CIPO7H of 3,000,000 shares of common stock in Jpan for proceeds of $104.5 million,
el of underuriting discoumts and commitesions and offerimg cosds In December 3006, we wene listed on the Nesdaq Cilobel Marka . Accondingly, we are a public
company = both bt Unsted Stales and Japan, as oir stock s traded on both the Masdag Global Marke s the Heroules Murket of the Osala Seairities Exchange.

Avigen Trmasaction. Cn December 18, 2000, Absobute Merger, Ine. o whally-owned subsidiany of ours, merged wath s inbo Avigen, Tns.. or Avigen, with
Avigen contimiing as (b surviving entity and whlly-owned ssbeidiary of ours, of the Merger. Under the terms of ihe merger agneement, Avigen sharcbolders, al their
cleation. received m amount per shse cither i cash. conventible notes issued by us or & comsbinagion thereal, upon dosing, Of the 29852015 shares of Avi
common stock ctsianding. approximsancly | ™ of Avigen shareholders elocted bo receive cash o closing in the snoun! of spprocimately 51,19 per share an
ndtional £0.04 per share epected 1o be paid in fwo increments on Jine 30, 2000 and after Movember 34, 2000, while the remuining £3% elected Lo receive convertible
mofes isazed by us. See Nobes bo Consoliduted Fimandal Statements - Nole 2, Avigen Transadion, for sdditional information o the merger.

We have sustained oparating losses sinoe ivceplion and expet such losses Lo continue over the next several years. Mamagement phans Lo continug Tinascing the
operations with cqaity ssuances, debil antangoments of & combination thereol, We expest carren working cagrital 1o be sufficient to funsd o operations ihecsgh
Drecember 51, 200, If ndequale foture funds are not ivsilable, we may be required to delay, rehece the scope of or elininate ome or more of our resaarch or
development programs, of cease opersliong,

Principles of Conselidstion

The fonsalidaed Minsncial satements include the scommis of Mealiciteva, e, and s wholly-cwmed aubsidianies. MedciNeva Ine. and is subeidianes e
collectively refermed bo herein as“we,” “our™ or “us” We do mol hinve any mlerests m sy variable inberest entilses
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Cm December 1%, 2006, Medici Nows (Ewrope) Limited, o wholly-owned subsidary of MediciNova, Inc., was incorponited under the lews of Englind und Wales
and estublisied fir the purpose of facilitating the clinical develog of our compounds for the Eurcpean mark ciplace. Medici®ova | Europe) Limated®s fundsomal

curmeney i3 the U5, doller, e reporting asvancy of ls pagent

O Jamumry 4, 2007, MedicibNovw Japan, Inc. s whelly-owned subsikary of MediciNove, Inc., wis ingorporabed under the lews of Japan snd established o
strerigthion basiness development md investor and pubdic relstions adivities in fapan mnd ather Asiin countries, Modicova Japan, [nc s functioml ourrency is the
Jupnese yen

Cm August 17, 2009, Absebute Merger, Inc.. 8 wholly-owned subsidisry of MediciNova, Inc. was incorporsbed under the Gemersl Corporation Law of the Siate
of Delaware for the purpose of facilitating the Menger (the “Merger™) with Avigen, Ine. *Avigen™h See Notes (o Consolidsted Financial Satements- Note T Avagen
Trnsaction, for more mfemation regarding the merger.

Al mtercompany mmssctions and imvestments in o setsidinnes have beom climinaled n consolidation.
I'se af Extimsates

The preparation of consolidated Minmwdial datensents in confomuily with U 5. generally accepiod scoounting principles requine: managemend 1o make cstimales
and aesrmptions thet 6ffect the amaunts reported in the Tenescial statements and sccompanying notes. Actusd reaulte may &ffer from these estinstes eder different
s af comdition.

ik and Caxk Equivalents

Cashs and cash equivalenits coesial of casds amd other haghly lsquid Ervesiments with eriginal maturities of dee monibs o Do from the date of purcase. Csh
cquivalents o Deoomiber 51, 2009 consisted of money markd fimds,

Iroeestrmem Secaritles amad ARS Pwd

Imvedmmis with maturity of mane than theee monthe om the daie acquited are considerod shon-lomm investments and have boan classified by us as nsarkctable
seaurities available-for-sale. Such imvesiments are cureed al fuir vabse, with unrealized gums and losses, if sy, incheded as u separste component of stockhalders”
equity. The codl of marketable securitics available-for-mle ts based on the specific entification method Al Decembser 31, 2006, there wiere no marketable seawstics
awailable for sale recorded on our consolstuted balance sheeis,

Cr investmeen] securilics, are rading securilics, mwl consist of audbon rale socurities " ARS" ), all of which had AAA rlings ak the tinee off purdhase, that
pemepally represent interests in government-gusreniced student koans, inaurande sotes sl portllios of secuntics (primarnily commercial paper), and these seamitics
Tave een desagmale a5 trading securitics. ARS arc generally long-tarm deld imstrumests thal historscally have provided liguadity through a = Datch™ auction process il
reseds the applicable inlerest mie of predaamined calender mtervals, typically seven, 28, 35 or 4% days Due to conlizmed negative conditions in ee global credit
markels, our ARS have contimued io fasl of suction with few trades in estber the primsary or the secondary markets, As sach, s required by ASC 830, ssthorilative
waidance Far fair value measuroment and disclosres, we

=
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determimed the fair valee of our ARS portfolio premanly on Level 3 eriteria as presoribed by the socounting standard, which resuled i our relance on o discounted
s Alow valustion moded with assumplions relafed to intorest ratos, mstaritics and liquidity determimed by us based on the credit quality of the security, the oredi
quality of the associabed maarer, o applicable. the respeative prospectuses, and s ool maske! cutlook. Al December 31, 2009, 5246 millbon of oo ARS consested
primandy of governmscnl- gsaranteed Sedent loan sairitics and 318 million of our ARS comsisied of privase placement seaaritics. Mone of e under] ymg coflseral for
o ARS consided of sobjrime mongages or collsterslized debt obligations. At December 30, 2009, 524.3 million of ARS subject 10 the UBS settbement {desonbed
bebow ) have bean clisalfied & airfenl assets given the edinmbed time frame inwhich we Gm fesdily conven thése securities sio cash. The ramainmg $2.1 million of
ARS bave been clasafied as long-torm assets grven the estinuied time fame in'whsch we can readily convent these securities into cash.

In Asgust T8, UBS and its alfllistes {"LBS™), lbe brokerage firm through which we purchased the majority of our ARS investments, cotered inbo a seitlement
wigh the SEC, the New York Alorney Gemernl and other siste agencics, Unader the setilemsent, URS issigd 10 us the Auction Rate Fights, which would allow us
to sl bo UBS car ARS held in acomsts with UBS ("ARS Rights Offer”). Parssant to the ARS Rights Offer, we receivedihe right to sll b UBS the ARS held
ncoomts with UBS: al par valoe ot any time duning tbe period beginning kase 30, 300 0 and ending Julby 2, 3012 & ARS Pot™). Ax par of the seitbemment, URS also offered
B0 us 8 nonet cos boan program [ ARS Loan™), whereby we would be shile to bomrow up to 75% of the market value, s defermimed by UBS ol @5 sole discretion, of our
ARS that lave been pledged s collateral ot an interest cos that would not exeeed the intorest being paid on the underlying ARS mvestments. Under the ARS Loan
prormm, UBS may demand flall of partial paryment of the ARS Loan, ai fts sole option and wilhest cause, o8 sy time. In November 2008, we accepied the ARS Righis
Ofer. In Janusry D009, wie were spprerved for ilve ARS Lomn in ihe smount of $15.9 million and drew down the entire preapproved ansoant. In asddition, in February
B0, we borrowed am adiditional 32 2 mdllion under the ARS Loan, bringing the todal amount oxtstanding mmder the ARS Loan 1o 315,10 million, following URS"
decisson 1o increase our availability usder the ARS Loss, All cash received under the ARS Loan wes invested in moncy market socounts, Cur ARS Loan balance w
Deecenmber 31, 2005 was §17.6 milion. with an eMective average btercst rale of 119 percent charged. of approximately $235.000 of interea charged. on e no net cost
Joan.

W clectod o measuie the ARS Pul under e far vakue option of ASC 825, ssthorlative guidande on financal maruments, g0 midigale the volatiky in roponied
eamungs due o the linkage of certain of cur ARS snd the ARS Put. The fur value of the ARS Put was abso defermined by 3 discounted cash flow saluation moded
ciffectively msing a liquadity discoun of approximat dy % and an storesd ralo of approximalely 5%, which ok inlo conssderation tho brokerage firm s w aght ed
mvermge oo of capital. Besed om our discounted cash flow: valustion, we recorded = boss of $3.2 million in our consolidated stafement of operations. In addition, we
recorded the ARS Pull &3 3 curmenl asset @ our consolidated halanes sheet as the ARS Pt 1s exarcnsable beginming Jung 2010,

Resteicted Casl

Restricted cash consists of cash held in » scparate st sccount, managed by o think-party, in conmedtion with the $32 4 million of cash fnded by Avigen and e
£ million of cash pasd by us, orthe First Paymenil Consaderation, less the $6.6 million pasd ol 1o Avigen starehol deors who ebeciod & cash payost ol the merger
chowing dale—see Neobes 1o Consolidated Financisl Stalemments - MNole 2. Avigen Transaction for further nformation.
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Restricted Invesment

Restricied investmend comsists of cash held in an rrevocable grantor trest, of rabbi rest, which is maended to fund bemefit obligatbons under the Avagen, Ine
Mesagement Transition Plan, or MTP, These funds represent reserves for benefits eligible to terminated employees as defined by the MTP. The cash equivalants in the
rubbi st is reported al fair valee and clasafled s restricied imvestment in current assets. Upon tenmésation of the inust, the merger agreement provides that these funds
e paid to the formeer Avigon stockhobders on o pro nin basis-sge Moles 1o Consofidatod Finana sl Statements = Mole 2. Avigen Transsction for firther infommstion.

Restricted Lotter of €rodit

Restrscted better of credit consists of cash peovaded as a crodit glaraios snd scairity Tor an irmevecale lemer Mnmiluhndmmwwmulomttm
whach expires November 10, 3010, Any funids resnsining after the better of credit expires will revest fo the escrow holdback sccount desoribed below

Carrertile Nelrs

Ad the closing of the Merger, wo mnd Amenan Slod Transfor & Tt Company, LLC, as trusee, entered inbo an mdmbere. Under e terms of o separaic tnast
ngresment, $29.4 million, which represents the iniiial prvopal ansount of the convenible notes. or Convestible Motes, or 83% of the First Fayment Comsideralion, was
deposated with a irust agent for the Benelit of the hodders snd us (the amount of sich deposat together with interest somacd and capetali red thereon, the Propamy)
Frovided no evend of defaull has ccommed and is continmmg, we will be abie bo direct the mvestment and reimvestment of the Fropeny in certaim syproved investnsent
optiona, inchiding cortam money market finds. At the maturity of the Comvertible Moles on kine 18, 200 1. the 18.month smmversary of the dlosing of the Mager, we
will use the Property o pay the prinipal amount of, and accried inlérest on, the remaming Converlible Nobes. At soquisilion date, we recorded the Convertible Noles in
cer gonselidated balance shtct m faiy valoe—sce Motes 1o Coasolwhiled Finsncial Ststements - Nelg 7 Avigen Transsction for funher informmation on e valusibon of
the Convermibls Moles.

Exgrow Holdback

A thee elosing of the merger, we and Avigen funded in cash and better of credit 51,500,000 in 3 sqparale escrow socounl, of Second Peymend Cons derl o,
paramnt o mn escrow sgrecment. The Second Payment Comsidenilion 1s considered the *Esorew Heldbadk™. We {Avizen and us) idemlifted cerfain sddtional labililes
of approximately SH00,000 prior 1o closmg of the Merger, As suds, in sccordsnee with tse procederes set forth n the esorow agreement, S4000000 was rel eaned from
the cacrow acoosd i airlaction of these additoml liabilties. As areailt, the Sccond Paymem Conssderation is cdimated 1o be no meore than approximalely
$1.1 milllion, or $0 04 per share. Al acquisition dale, we recorded the Esorow Holdbeck in o consolidated balance shect ot farr value—see Notes to Consolichied
Firancinl Seatenwents — Mote 2, Avigen Transaction for fertfber informstion on the vakastion of the Escrow Holdack,

Comcentration of Credit Risk

F sl bnstrurmients that poteially sibiject us 1o & symaficant concentration of credit rigk conss primarily of cash. eash equivalents and ivestment erities.
Wie maintain deposits in federally msured fisancial institutions w excess of fedenlly insured limits. However, mamagement believes we are not exposed 1o signifscant
creshit risk dhoe o the feancial postion of the d ¥ in which these deposits are held,

]
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Addtiomlly, we have cstablished guidelmes regarding diversificalion of our invesiments and their malurities, which are designed to maintain safidy and liqaidity.
Busimesy Cormbdnatfons

Cour consolidated financnal satements inchide = acquired Tusines's opaations aler ihe completson of the stquistion. We oot Tor sequired busmesses
wxing e acopeisition method of sccounting. The scquisition method pl'mm.il;rnq.liﬂ. mmong otheer things, thet nescts scquired and |fabilitics assumed be
recognd red 8l thewr falr values w5 of the scquisition date and that the fair value of scquired in-process research sl devebopment (IFRAD) be reconded on the hedance
shoa . Aleo, transaction costs are copemsed as inourted. Any exoess of the purchase price over the sssirmed vahies of the net sssds soquared i recorded 2= goodwill. In
connection with the Avigen transaction we recorded. at fair valoe, IPRAD and goodwill—See Mobes bo Consolidated Financial Stabensents - Mole 2, Avigen
Teansaction for 3 mere daailed discussdon on [PRAED s goodwill,

Fuair Vadwr

Finmncial maruments, including cas asd cash equivalants, acoounts pavabls md sconcd habalines, e cameed al cost, which we believe approximates fair
valer grvien thesr short borm nalure. The camying ameant of our ARS Loan also approximaies its S value due o the buan®s shor Jorm nature. Wie ane requined La
mease cerisin sscets s liabilities &1 fasr value, either wpon initisl messarement of for subsequent sccounting or reporting. We use fair vahie in the imiial
measiremest of nel assets sdquired in 8 busmess combination and wheh secounissg for snd repoting on mvestenest seaurities s cemtien fmancial semuments of asscts
We estimaie far valwe usmg am exif price spproach, which requires, among other things, that we determime the price thai wonld be received 10 sell an ases or paid 1o
transfer o lsability im an orderly market of marke participens, conssdering the highest snd best use of assets and, for labilities, asurming e risk of non-performance
will b the same before and afer the transfer. Many, bt nol all. of our finsscrl anstrunscnts are camiod sl fasr vahee. In sdkditson, a8 noquited under acoounding rules fof
teasiness combimations, mest of the asscts acquired and lisbilitics sssumed Som Avigen on Docomber 18, 2009 have boon recorded st their estimaed fair salues as of
e soquistion date, For adidtions] informstion on the valuation sppeoach 1o delermine Tar value, inchidesg 1 descrgion of the imputs used, see Long Lived Assete
Isehorw and Notes ta Consolidated Finaneial Stabeinents - Male 2. Avigen Transaction. Also, for mfseamtion on Fair valse for our financial insdnements, sée Nobes to
F Sidated Financial Stal s~ BMote 3, Fair Valoe Mosurements - Other Then Intangitles md Coochill

165/204



EDINETOOOO
O000000O0oOoo(Ees9ss)
oOoOooodn

MEDICTNGYA, TNC,
[ developmen stape compamny )

Maoles to O lidabed Financial %1

The Tollowing table presemts our Minamcal mstrummts measred of (e vahic on o reosring basis chassifiod by the fair vahic mestrements aml Escboames
valimtion hicrarchy (m thousands):

s of Decomber 31, 206
Fair Valoe Messurements Using

Taisl Level 1 Lewel 2 Level 3

Creshr amd cash eiuivulonts 5 19,242 5 19.242 5 — 5 —
CUIren! assels

Investmend seairities {ARS) LI L] 3 —_ 5 - 5 24,255

ARS Pt 557 — — L55T
Totul current esets £ Al % = b 1 = | 26812
Lomg-berm Mvestments:

Investment seairitics {ARS) £ Xims i — 4 — 3 28RS
Total long4am investments 5 108s 5 - ] - 5 2085

As off Decomber 31, DS
Falr Vs Mesairements
P G .. b — .. | S——" ... . F 2.

Cash sl cash cquivalents 5 19297 3 1939 % — 5 —
Lamg-term mivestments

Investmend scauritics { ARS) 5 a7 i = i - 1 047

ARS il 579 — - 5,753
Total long-tam mvestimonts ! HWean 5 — b — 5 240540

The carryang smounl of cif ARS Loan as ol Deoomibsar 31, 2005 and 2008 approsmsiles its e valie due 1o s shorl term nalure

The Tﬂlll.i“'ll* Labis presemfs i Tinascral wstroms s mesured o fair vahic on s NE-reurTing beiais classalbed h‘!’ e Pnir valie measurcments anid dschosuns
valumbion hicrarchy {m thousands):

As ol Dedemilher 31, 3009
Fair Valme Memsrremenis Usdng

Tal Lewel 1 Lawel 2 Level 3
Current linbilities:
Escrow heldback I L 3 — H — H L0584
Toasl curresst lialility 5 104 3 — 5 — 5 Lood
otv-cument Babality
Convert ible nobes 1 Mg 1 — ;7 — i ity
Tl mon-urrend Lty 5 19158 b — 5 — 5 HIE

There were no financisl insmuments messured o fuir vahic on 8 son-reosTing basis o Decemmber 31, 3008
o
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The judgrments made m defermming an esdimale of fair value can mmterially mmpact cur results of aperations.
Property and Egwigment

Property sl equipment. el whach consssts of lesseholl imprevements, furninsre s oquipment and sofiware, is stafed at cost. Leaschold
fumitizre End coaipment, mdnﬂwﬂtnh‘ﬂ:lnﬂmhﬂmﬂl -line method over the estimaled usefisl lives of the relabed stz The uschial life for furniiore,
equipment {other than computers) md software is five years, compesiers is three years and beaschold inprovensents we amortized over the lesser of the usefial 1ife or the
termi of the Bease. Cur aorment bease expines im Angnst 301 We alio bease office space in Tokywo, Japan undar o bease thal expares in May 2011, Furthermore, porsisd (o
oo acquisstion of Avigen we scquired s month-4o-month lease For 4,000 square feel of office space i Alameds, Califomis. We vacsied the Alameda premises on
March 8 2001 and we were released Erom our month-to-month bkease bry the landlond

Lomg. Lived Assrix and Inpairment of Long-Lired Assets

Wie review long-lived assets, mchading propety ansd cquipment, and other mtangible asscts, for mpalmment whenever events or change in buesines
circamstances indcalc that the carrying amsunt of the sssets muy ot be Bally recoversble and we perform impairment testing for goodwill and IPR&D &t beast mnually.
When it is determined that impasment bas cocsred, § charge Lo operations will be recorded. Impairment on property and equipment of other it angible ssete, if my, &5
nssessed i discoinied cash Mow's, Impamaent on goodwill I8 assesad on our overall markel caplializstion. as we operale s ane repoting scement. Inspairment
IPRAT bx mssewved on 2 fuir valse cost approach.

The fair vahie of’ ible asets = d d on @ level 3 bass in which significan imcbservable iputs wiere utilized primanly using the “income approach,”
whach garis wath a ﬁa-rm-;-rilm:mmdmnﬂmm st of which are more certam this olhers, Some of the moes shanificant oot imates and
nsasmpisns inherenl in the intangide st mmpairment calimaion process molude: the amoant and teming of projected futore cash fows: the discount rate seleated 1o
measure: the ridcs mherent in the future cash flows, and the assessment of the aseel’s ife cycle and the competilive mends Enpacting the seset, including considention of
any technical, legad. regulsiory or econemic harriers to estry. ss well a5 expected chamges in standards of practice for indications addressed by the st

Revanae Recogeiion
W recogmized no revensses for cach of the years in the bwee-year period emled Decernber 31, 2009,

Research and Develapment

Remearch aend development expenses consist of costs incurred b further our resemrch and development activities mnd include salaries and related employee
benefils, costs associatod with climical irials, cods associaled wilh momeclimcal activitics such as loxicology testing, rogalatory activities, rescancherelabed overhicad
expenses, wnd fees paidio externsd service providers who conduct cortaim resmrch and development activitics on our bohall. We use external servioe providers and
vendors bo codact chinical tnigls, bo musafecture produc candidabes bo be wsed in clinbeal triale and 1 provide vani ois ollser products md services related o o prodac
development programs. Rescarch and developmani expenses also includes fees for Heensed tectmology for whidh technological feasibility kas not been csiablisbed and
there are no sHemative wses. Research and develop costs are expensed a incmred or scowed based on certain comtraciual fuctors asch as for etimates of work
perfonmed, milestiones achicved, palicnl cirollment snd expericnc: with simalar conlrads. As scual costs become known, stcnaels i adjusted. To dale, our etimates
Bave nol differed spmificant]y from the actual costs inasmod.

3
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Imeome Faves

In aceordance with the ssthoritative gisidance Tor mconse Laxes under ASC 70 (Formerd y SFAS Mo 109, o deformed tax wsset of Habidity i debermened based on
the difference between the fimancial staterment and thee tax basis of a=sets and babslitics as measured by the enacied tax rates, which will be in effect when these
differences reverse. We provide a valuation allowance sgainst net defimed tax sssets un less, based upon the availsble evidense, il is more likely than not dat the
deferred tac nsuels will be roulided.

Effective January |, 2007, we nidopied the suthoritative peidance on sccoinling for sncoftainty in meome txes, which prescribes 8 comprehensive medel for
beorm woe shoudd recognize. mensure, presant and dischose i our fimncial statements for unceriain Ley positions thal we bave iaken or exped 1o lake on 8 bax relum, The
curmaslative effect of adoplisg the guldance on accounting For uncenainty i incame tanes resulted i no sdpstnsent to retained esmings a8 of Jassary 1, 2007,

Cour practice is 1o recogaing interest sed'or pensities relabed Lo moome Exx mablers in income (ax expense. We had no sccrued inarest of penaliies since
mplemeanialion of guidance on acoounting for uncortainty in moome xes

Wee are subjoct bo taation in the United States, Califormnin and Foreagn juris@aions, of which Iy o years are unher exarmination. Jur Lo years for 2000
and forward sre subject 1o examisation by the 1.5 and state te suthorities due bo the camyforwand of unutilized set operating losses md resemrch and deveboament
credita. Al Decembser 11, 2009, income [axes relabe Lo service inceme camed by our lapancse subssdiary, MedsceNova Japan. Inc

Srack-Haved Campensation

We rant slock options bo our emplo yeod, directors and consiitants smder the MedseiNova, Ine. Amended md Restated 2004 Stock Incentive Plan fibe “2004
Plan™}, the sscoossor o the MediciNova, Ine. 20060 General Sock [nomiinee Plan (e 2000 Plan™). Wo sddtional stack options have been or will be ssued snder the
1000 Plan subrsequent to our TPO, Stock options dsed 1o non-employees were recorded af their fair value 35 determined in acoordasce with the authontstive guidance
foe cqaity mnder ASC 505 (fommerly EITF Issec Mo, 9%6-18.)

The exercise peice of dock optioes granted darning the Years ended Decomber 31, 2009 M08 and 2007 wiere equal to earket valse on the date of grant. During
the years ended Decemnber 31, 2008, 3008 and 3007, oplions 1o purdhase 521,373, 615,540 and 151,000 shares of common ook, respectively, wore granted md
sock-based compensation expense for aech seck options s reflected in operating resubts during fscal years 2009, 2008 and 7007, The estimated fair value of each
stock optkn sward was determined on ihe date of grant using the Black-Scholés option valuation model with the followng weighted-average sssumplions for stock

option grnts

Year Ended
December 31, _
2008 2008
Risk-free interest rale 179% 300%
Expecied volatility of common stock 0.y 9 00 %
Devidend yeld 0.00% 0.0%
Expecied oplion fam (i yearsi 413 EEL

The riski-free isteresl rete sssmmmpison |s based upon ohserved imerest rutes sppropriate For the expecied term of o employes stock options. The expected
vaolatibity is bascd on the welghied avemge velutility of oer stock prace, the velaiility of stock peeces of cenain peers within our indestry sector and managenuent's
jodgment. We

il
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Bave nol pasd any &vidends on commen sock smee sir inoeplion asd do nol anticpate paying dividemds on our ¢ stodk in the T ble fulure. The oopectod
sorm of employes stock options s based on the simplificd method for *plain vanilla options” s provided by the mathoritative gaidansce on stock comy L, A5 WL

concluded that cur historicsl stock option exercise axperiense dots mol provide B ressonabde basis for us to estimale the expesicdicnm

Aus stock-based compensabion expense recognized in the sccompanymg coesolbdated satement of oparations for the yewrs ended Decembear 11, 2009, 2008 and
mﬂfmt—ldmmﬂhﬂdymundw vesd, snch expense shoal d be reduced for estiomted forfeiares. The mathorilative gaidence for compensation ondee
ASC TR iformardy SFAS Noo 1230 ) requires forfeilures Lo ke edtimated ol the Eime of gmnt md revised, if necessry, in subsequen periods if actusl forfeitures differ
from those estimales. 'Pu‘thw very fow employess and our steck options vest monthly: therefore. we did nol estimate any forfetures in 2009, and we wall adjust our
#Aock-based should any Forfiei ociur. Chur detormanation of fir vahie = affecled by our stock prioe, as well as @ number of assumphicns that
require judgmnt mwﬂghlmwmrundnﬂ‘ﬂm Aok option granted skenng the vears encked December 31, 2009, 2008 and 7007, etimauted &5 of the grant
date iseng the Black-Scholes opthon vaksation meodel was 51 53 per oplion, $2.37 per opticn and 55 17 per oplion, respsatively.

For the vears ended Decambear 31, 2009, 2008 and 2007, aock-based compansation expense relaled 10 ok options was 52.4 million, 532 million asd 53.9
million, regpectively, mnd wis reconded as o component of genoril md sdminitrative expense (81 9 million, $1 & million and $3.0 millsom, respectively) snd research
and development expense (30,5 million, $1 4 million = d $0.% millvon, respectively). There weee 100,453 sbock opthons exenciscd danng the vear ended December 31,
TR, froen wiskch prococds of 304 million wens received. Mo @odk optins were exercracd during the yers ended Deocrmber 31, D008 and 2007,

As of Decomber 31, 2009, there was 523 millson of snamortised compomsation cost relabed 1o usmvested stodi oplion myvards, which is ogpodied 1o be recogniced
over B remaining weighied-avomge vesting period of 1.8 years, on 2 gmight-line basis.

Comprehensive [noome (Losi

The suthoritative guidance fior comprehensive mcome umsder ASC T10 (formerly SFAS Mo, 1 300 requires that all components of comprehensive income (loss),
including met income (bossh, be reported i the fimancial sstements in the peniod in which they wre recogmired. Comprehen sve moome (loss) ks defleed as ibe chinge &
ey (et mssels) dormge lpu'lml&:m umnmdomﬂﬂml.lmrlm o Ehim parnier sounces. Ml moome {loss) snd other comprehmsive meome
iboss), including foreign cumency mmd lized gasns and lossoes on investments, are reported, nel of their relabed b effect, Lo anmve al
comprehensive income (lossh, C&imﬂmm less fngludes unrealared losses on marketshls seauriives and currency iramslation. The 1abls bedow sets foreh the
commponenls of o acammilated oher comprehonsive loss al

December J1,
2009 ] 0T
Beginning Balase 3204 5 (13465 3 (04
Cumrency trassdstion (38,170} 101,738 6,747
Unrealized boss on markctablie sooatitics — — (ER018}
Ending Balmnce 5 i64914) § (20,744) 5 (130.466)

1
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As of Decomber 31, 2000, 2068 and 2007, sur comprohensive loss was 3200000 060, £2 1823 107 and S48 985 505 respoadively.
Nt Lasy Per Share

et loss per dhare b preseniod as basic and diluled net boss per share. Basic net boss per share {5 caloalated by dividng the net loss by the weighted average
mamber of commion shares outsanding for the pericd, without considention for common stock equivalosts. Dilited met loss per share is computed by dividing the net
lorss mitribustable to common stockholders by the weighted average number of copmmon share equival anls ctstanding for the period determined using the ressary-sod
mcthiod. For purposes of this caleulalion, eonvertibile preforred stock, stock opticns and are considered 1o be o ok equvalonts and are caly induded
i the calculatdon of diluled net boss per share when their elfed is dlutive. For the year ended December 31, 2009, there wire 4,521,330 potentially dilufive securilics
exchided froen determuming dilned camings per share because of their anti-dilstive effect, of whidh 4,330,300 petemially dillive securities were based on the
nsssmpition thad all of the comvertible noles isased parsuant o the Avigen moger were converied at the dosing date. There were mo potentmlly dilutive securities for the
years ended December 31, 2008 and 2007,

Niw Accounting Standards Ned Fer Adopted

Im Cictober 20049, the FASH ratified Accounting Standards Updabe, or A5, J010-13, whiich efminates the residual methed of allecstion and the requirement to
wse the relstive selling price method when allscsting revenue in & muliphe deliverable srrangement. Whens applying the relative selling price method. e sclimg price
for ench delivernble shall be determined usmg vendor specific ohjed ive evidmaor af =sdling price, if it exiss, otherwise third-party evidence of selimg price. If nesther
vendor specific objective evidence nor thind-panty evidence of sellimg price exiss for 8 deliverable, companies shall use i best estimmte of the selbemg price for that
detiveralile when appivimg the relative selling price method. ASU 2000- |3 shuall be effective in liscal years beginning on of alter Jung 15, 2010, with carlicr application
pomifted. Companics myy elect 1o adopt this gudance proespoctieedy fior all revenise ammngoment s oered into or materialky modified after the &ile of ndoption, or
rﬂmlﬂly For all periods presenied. We do nof believe the adoption of this acceunting sandard will bave s materal effect on cur consolidabed resulis of eperations
o financial comdition,

Im Mmrch 2000, dve FASE isaped ASL No. 300 011, “Denvatives snd Hedgme (Topic 815k Scope Exogpion Relmted to Embedded Credit Derivatives™. The
FASH believes this ASU clarifies the type of cmbedded credit dernvative that is ecempt from embedded dernative bifircation requmements. Specifically, oaly one fam
of embedided credit derivative qualifics for the exemption—ons that is related only to the subordination of one financaal insrumsent fo apother. As & result, enlities tha
Prave contracts conlaiing an cmbedded aredit derivative fealare in o Tom other than such subordination may meed to scpanlely socount for the eanbedded cnedil
derivative lesture, The amendnzents in the A5 are effective for esch reporting entity o the begaming of it first fiscad quanter beginning after Jane 15, 2010, Esly
wdaphion is permiited al the begiaming of each entiiy’s fiest fracal qeanes beginnang after March 5. 2010, We do not believe e adoplion of this sccounting standsd wall
bave o meterial effed on our comsolidated resalis of opertions or financial condion.

T Avigem Transacilon

Om Docember 18, 2009 we scquired 104 af the cotstanding shares of Avigen, a biophammcoatical company that had focused on identifying sl developing
differentisted proshucts to tresl palients with serious disorders, whose pobential prodisct candidte is AV411. 8 glal aibenuaior md ibudhlist small moleqsle

]
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therapastic, for CRES d=orders. The primary reasons fof the Avigon acruisition were (o combine the ibudalist development progranis each company was respecinochy
parssng, bo wtileee the preclmscl and clinscal data for AVALL as suppont for the development pathway of MM-166 reailting m cost savings for us, snd o capture o
potential finsnceg opporiuniy given Avigen's cash balance peior o the Merger

The aggregate Merger constderation consisted of a Fest Payment Constderstion of 5354 millicn of which 53.0 maillion was funded in cash by usand 337 4
million was fimded m mash by Avigon, and a rediced Seoond Payment Considoration of $1.1 millsom of which $0.6 million was funded in csh by Avigen med 305
million ix ta e fimded mpon the relesse of the restricted letter of credil, which iz recorded as asch in oer consolidated balmce sheel, by the leiter of oreddt's bmeliciany.
Thee cash paymscnis were depostied im o separaie trust account and are considered resiricted cash by us. OFthe 20,852,115 shares of Avigen common stack cutstandusg
al Wi closing date. approximately 17 ol Avigen sharcholders ehected 1o recsive cash, Thereby, the Fird Paymon Consideration was reduced by the number of
shareholders who ebected 10 receive cash, or 56.0 millson, resalting in $29 4 million of Convertible Notes 2t face value to be ksued by us. The 51,1 million Second
Payment Consideraiion pcls a5 @ escrow hobdback md is neiihser paid oul m cash to the | ™ of Avigen sharchalders whe cheated cash ner isseed 38 Convertible Notes
by ws unlil the respective holdbock period Ispses on June 50, 204 0 and Nosember 30, 204 0 for the redricied letter of credit. The Convertibl e Motes com be convered
oo sheares of oar oomumon dock 8 8 conversion price of 680 per share, A2 the date of closmg. our chosing stock price was §7 .99, reasiling m a beneficial conversion
Teature on the Comartible Notes issased pirsuant to the First Payment Consideratson amd the Convertible Notes to be ssticd pursuant 10 the Second Payment
Consideration. In addition 1o the Fird and Second Payment Considerstions, the Merger agreement mcbudes & Contingent Payment Rights Agreement, or CPH
Agreensent, between us, Avigen and American Sock Transfer & Tres Comgpany, LLC, w8 nighls agent. The CFR Agresmsent sets forth the rghas il fomeer Avigen
stocidholders will bave with respoct to each CFR held after the closing of the Morger. The CPR Agreement providies for the payment of the following amounts on s gro
s b

L i the first milestomse payment usder Avigen's sreement with Genryme, or the Garyme Agreement, is received before Ampoel 12 3000, $46, 0040, (00
of sich besser cash amoint pasd by Oeaeynse:

- if the fird milestone payment has not oocumed and the Parkinson's Product, & defined in the Genzyme Agreoment, is sold or otheraisc disposed of by
s before Auguwst 18, 2011, 50 percent of the met proceeds of sach sle or disposithon received before August 15, 2001, and

> if the rust etablished pursunnt 1o Avigen's Managoment Transation Plan, or Avigen's MTP, & bermi , the smount i i such thast wpon
terminatecn (less any paymsents required (o bs made under Avigen's Managemend Transation Flan Tnest Agreement ), ssch smount currenily estimated
a1 5550000,

With respect to the first two contsgent payment nights describesd above, we have nol ascribed any valiee to them ws we have deemed them nol probable mnd we
connol determing when, or if] the related milestones will be schieved or the events tnggenng the commencemen of paymend obligations will pcour. With resped to the
conbingon paymmi rights related 10 Avigen’s MTF, 2 nono of the asocls will nevent [0 os, wo e reconded o restricied investmenl. md a comespomding |Esbility in oor
consalidsted alance shed

W have included Avigen™s business operstions i e consolidated nencial statements since the acquisiltion date and we have scoomted for the Merger under
the acquistion metlod of sccoasding. Included in our consolidated staement of operations is sppecimetely $4.000 of operlmg expenses since (he acqaisition date of
Drecomber 18, 2009, Acquisition method of ac 1L Mg hat asscis acquired and liabalitics assamed are

&7
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recogmizod ol their fasr values ax of the scquisition date, that the fair value of acquired inprocess rescanch and development (TPR&D) 1 recorded on the balance sbeel,
1 transaction costs we oqpensed as incurmed and ary oocess of the purchase price over the assigned values of nel assets aoquired is recorded as goodwill. In additson,
Avigen’s hisiorical siockhobder's eqaity accounts were cheninated.

For the vewr ended December 31, 2009, we expensed 51,8 million of ransaction costs as they were mcumed. The estimated fair vadue of the aggregale Merger
consideration (" Purchese Prce™ ) was as follows dable in thouandsy

First Payment Consideration (Comvertible Noles issaed by us) 529258
Hecond Payment Consideration (Escrow Holkkack) 1,004
Cush paid by us 3,000
Converaon Feature relsted to F irst Payment Converible Motes 9,227
Conversion Festure related 1o Second Payment Convertible Notes 86
Total Prarchise Price 4 L2865
—

The fair valug of the First Paymem Cong deratson s Second Paymem Consideration s the related fair value of their sespective beneficial comversion festure,
was based on w binonmd option pricing mode] BOPA™)L Assumptions used in the BOPM included the maturity dale of the Convertible Nobex, time botween nodes,
wolstilaty, fece valee ofthe Convertible Notes at the closing dete and the risk-free mbe. The maturity date ubilired was | % yers based on the maturty of the noles s
June 2011, As our projecied period was 1.5 years, we used the average of the one and mvo year U S, Treasury bonds s of the closmg date and we based volatilay on the
Bistorical volaliliy of publaclytraded comparable companics to Avigen and our dod price volatilty. To caloulate the Far vahie of the Convertible Noles and their
respective bemeficial comversion festure undser the BOPM we fird had bo gemerabe o price tree, which is produced by working forward from the date of chosing to the
Convertilde Noles maturity dale. Al each gop it 15 assemed thst the Convertibde Notbes will monve up or down by a specific fndor of volatilty, In the sooomd stop of the
BOPFM we had 1o daermine the oplion valee o exch final node, which i the intrinsic or exercise valoe. The intrinsic value is ciloulated by aohtractisg the conversion
perie. of 56,80 per share, from the expected stock price a8 ddarmine i the aforiment ioned step. The thard siep of the BOPM was ta calailale option valie o eack node.
g o the mvd mode, workimg back to the (st node of the price troe, where the resail would be tbe salue of the option, discounited by the fisk-frec mle. In the lat
sep of the BOPM we determined ihe fasr value of the Convertible Noles without the convension fealure. To caloalate the valee of the Comvertible Notes without the
conversion feature, we muliglied the expected payments from the Convertible Nobes by 3 discount Fector, thal discousst Meaer betng o divided by ome plus i
dispomi rabe raised (o the power of time. We ten mpplsed 1o the result o Tack of markctabality discount for the connversion festore usimg & probective put model (o
acoot for the bower degree ol liquidity which woubd detruct from the face value of the Convertible Noles.

The Farst Paymenl Consideration wies reconded o cur consolidated balan ce seet as Comvenshle Motés ol its fair valse of 51903 milleon, The $0.2 million
difference hevween fair value and face value will be acerebed to interest expense through the Convertib e Note period. At acquisiison-date, Followmg ASC 803, the fair
valise of the comversion feature wis acoounted for withim equity and wall not be re-measured during mterim periods and subsequent setilements {comversions o o
sodk) will be acoounted For i equiy,

The Second Payment Consideration wis recorded on our consolidated balance sseet as an Escrow Heldback ot its fair value of 1.1 million. Al aceisttion-date,
altiongh 1his comtingant consideration was recorded us a lbility following ASC 805, i Fair valoe of the comversion feature was accourted For within equiry ssd will
Bl
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b resmeeained dering inberin periods and sshsegiat seitloments fof those who chected Convertible Nobes {conversions 6 oor stockh will be scommted for m oquaty.

Based on a thindparty valaation, a5 of the date of closing, ameosnts of extimated fulr vabos of aoets scquimed mnd lmbilitbes asssmed af the acquisstion e were
= follows {Reble in thot=ands)

Cush and cash equivalents 5 s
Restricied cash X, il
Restricted fnvestment. 676
Restrictod lefor of anedit S0
Tdenisfiabte intamgiblc assets 4 B
Acoed mberest 1
Prepail espenses 38
Dieferred tax linbility 1,584
MTT Hisbility (676}
Acooumnls payuble (256}
Aconied compensation (6}
Identifiable net aesets soquired mnd lmbilities nssumed b ek
el &142
Total purchase price § 42,865

The carrymg vahie of all issels soquired, except for sdotifisble mlangible meerts dwomesed bebow, and all lisbilities ssamed spprocimates fair value.
fedeniifable inforgpible aswiy. ldentifisble intangsbile assels acquined bave b aliribisted as follows: table in thosands):

IFR&D 3 480
(ensyme Agrecmend
Toasl 3 AR

IPRA& L, The fair value attriboted do IFRADS represents an estenabe of Fer vahee of ingprocess techmology reluted 1o Avigen’s AVA11 program, which of the
Merger chosing date, had neot receved U5, Food and Drug Adeinistrtion {FI0A") spproval for sy indication. As sch, parseant to ASC %05, smortization of the
TPRAD will not ooour wntil il reaches markel faasability. Allbough we plan to inlegrabe the twa ibudalist-based development progranes {omr MN. 166 and e soquired
AYALLY and pursic disassons wilh potential panmors o sooure @ grategic coflwbomtion to sdvance dinical developmend of the combined development programs, the
fair value for the AVAD ] IPRAD was determined using the inconn: approach, sithough the cost and marke! spproaches were also reviewed. Under the incan appeoach
wenzed § mmltiperiod exces caming meethsed in which the forecast of all expected fisire cash Mows was predicsted on @ collaborstion partner 2nactere in whisch
revenist streams were genersded in e short-lerm by milesone payments and royulty prymenis = the long-term, As several significant milestones need io be schéeved
priof to expociod commercalization, a probabilicy sdustment was applecd (o the forecasted revenue (o acostnt for the risk assccialed with being able to successfully
commercialize. We also spplied a discount rit e on the ovemll valmlion based on the indusiry composite weightod woorage cost of capstal 1o sccount for the perosived

risks of the technodogy with respeci to
b
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sucorsaful commerciahiration, market accoptance and growth and profitshility. To validste the reasomblevess of the IPRED fair valee under the moome approach, we
akso valued the technology ender the cost and market approaches. Under the oost approach we estimated the cosf o re-oreate the technology*s preclinical and clinical
daia package, which this cost was conadered o mvings bemeflt by us asd was pan of our rabionale for doisg the Menger, Under the market approach we considered the
foemal and informal bads that Avigen received while o marketed ils AVA11 program For sabe. Aler reviewmng the resailts derived from all three approsdhes, we
concluded that e imcorse spprosch wass ressomabile bass 1o Fur vahee [FRED,

Camazywad A greemieid. In thse event the first miletone ivnol resched ssd we com dispose of the respective Parkimson’s product or FDUA approval is received on tlke
respective Parkeson's product, then, the Ocmryme Agreement coibd patentially bave vakic. Al the date of ¢l osing, however, we are mmable (0 estimate the likelibood thai
wie willl be able 1o scll or dispose of our rights eeder the Gasyme Agreaminl and weo are enablo bo etimale the lifclibood off the nespective Parkinson’s prodect
receiving FIA gproval, Because we canmol detemaing the probablity of selling or dispesing of the Parkinson's prodect sndwe we wmable to deternuine the probabiliny
that the Parkcinson”s produst will rective FDA approval, we bave not aseribed sy vahs to this contingent asset o the acquisition dat as iis fair valug cannal be
reasommubly catimmted

(ronaveill. The muth oritative guidence for busines combinat ions requires (et contingent comsi deralion be recogmined o scouizition.date Fuir valse =2 part of the
consideration transferred. As ch ws sated above, we inclided in the purchase price the fair valoe of the aggregate Menger coesidoration, which included boib the
Convertible Motes mssociased with the Fira s Second Payment Cansdderations, the cash paid by us and the bencficial converston feanire on the Convenible Notes.
The goodwill is primarily » direct resull of the: fuir vabee of the bemeficial comversion feature of the Convertible Mofes, We were willing Lo set the cosversion price of
e Convertibbe Noles saed mdio be fssued o 56 50 per share, which o acquisstjon-date was bess than our chesing stock price. &5 we vigwed the Merger as a financing
oppatimily given the cash balance held by Avigen prior to the Moger. We also belbeve that the cost for a developrvant tage companty bo raise $30 mill som in todey®s
coanomic environmenl gxcreds Bse goodwill recorded om our books. Towdate, we have mized spprocimmtely $1.T million &= 8 reault of e conversions that have (aken
place in Janusry and Febouary 2010

We tested ol for impairment ot Decembeer 31, 2006, ubiliring a market based approach im which our tolal mearket capitalizaiion was sien Wicantly higher
than our goodwill cerymg vakise, thus, noting, no Empeirment, We also tested IPR&D For impairment ol December 31, 2008, ulilizing a cod approsch in whid the total
<ol 1o re-cresic the technologics preclincal mnd clinical dets packcage was significantly higher than our IPRAT carying vabee; s, noting ne impement.

The accompanying consclsdaied stabensent of operadions for the year ended December 31, 2009, includes the operstioss of’ Avigen from the dele of soquisition,

Asmming the acdp sation of Avepen had occurred Janary 1, 2006 and 2008, the pro forma unsadited condased red lts of operations wioald have been s follows (in
thoummids, except per share amountsk

Yoear m::m-r
—
. .
Revemes 5 14 5 T
Operaling Expenscs 3 (31,917} 5 (5001910
Nl Loss 3 (2978} 5 (47004
Tharsd ¢ mnd abiluted net o per comimon shane. 5 (182} 5 (2.88)
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The absve proforma msmudited resulis of operatyons do nol mclude proforma adpst Imtimg (o costs of miogralion of posd i oo pechactyons that

may be maumed or realied by us in ecoess of schml ameoonis incurred or realared through Drecembser 51, J.
3. Falr Value Messurements - Otfer Than Intangibles snd Goodwill

As defined in the ssthoritative guidasce for far valee measmements wed disclosures undear ASC £330 (formerly SFAS Moo 127), fair valoe is based on the price
Ehat would be recerved bo sell m weset or woald be pasd 1o transfer a lishillity i = orderly transaction between market panticipsnts sl (he measurensent dabe. To increase
the coteparability s consistency of fair vadue measuremsents, ASC 820 prescribes s Tair value hicrarchy St priseitizes cbservable and uncbservable inpuls wsed b
measure fair value info tree broad bevels which are descaribed bebow:

Level 8 Enputs are quoted prices iunadjusbed) in active markets for klentical assets o Habdlities ot the mesurement dste,

Level 3t Inpuits are quoted prices for similar ilems in aclive narkets or inputs are qaoted prices for identical or similar fems m maskets tal are
nad mctive.

Level 3

Enputs are umobservalile dus 1o litlke oe no markes dats svailabillivy and inputs we usually developed by management or 3 third-pamy
which reflect those mguits that o marked particpant woald use. The fair value hiomrchy gives the lowest priority to Level § mpunis.

Al Drecemiber 31, 2009, cash mmed cash cquivalents {instnameonts with mabartics of throo months or less al e datc of parchaso) ware 3192 million snd primarily
fervested in money market scconnts. AL December 31, 2009, resiricted cash and restricted investments were $30,7 million and primarily invested in reomey market hmds
w:mwecm.ruﬂ=|||mluﬂs.rﬂn1ud|:d|.l|dmmudmmmmmarmrm;m Thee faar vahie of our cash equivalents, which are current mssels, 1
tazed on Level | onferm in whach their cerrying 50 e i off their fasr value based on daily quobted markef prices.

A December 31, !Mszbddmmmiummnf!!d!mllhnmﬂm Bate Securities (= ARS" ) ol of which had AAA rafings ot
the time of purchase, that principally guureteed sudent loans mnd we held an ARS Pt (s defined below ) in the mmount of 52 &
million. In Augus 7008, UBS AG and its allibistes (- uas*r e brokarags frn thivugh which we parchased the majorily of our ARS, estcred inlo & selll s with
the Securitics and Exchange Commission (*SEC). the Mew York Atlomey (smoml and other sale agencies. Parssant fo the settliement. UBS sssuod 10 us Auction Ratlo
Sequrity Rights, which would allow s sell to UBS our ARS held in s¢counts with UBS ™ ARS Righis Offer). As pan of the ARS Rights CiTer. we received i
g fo seelll 10 UBS oor ARS beld in accounts with UBS s par value sy time dormg the period begmmmm g June 30, 230060 and endmg July 2, 2002 & ARS Puf™). As part
of the settlement, LBE also affered bo us 8 no et oo |oan program, whereby we would be able 1o borrow up ta 7% percent af the market value, 15 daamined by UBS
al ils sole dogretbon, of our ARS that have bean phedied a8 oollateral @ i interest cost that would st exceed the inteness bemg padd on the underlying ARS svestments
{~ARS Loas"), Under e torms of e ARS Lo, UBS mary demand fill o partial payment of the ARS Lean, al its sobe option md witheut cnise, al any Lime. 1 at any
time LIBS exercises i1s raght 1o berminate ihe credit Iimw;mﬂlmﬂummmunshrwﬂmnnm“mtsmm%mk.ﬂmlm
Mesarscing om sulrstaniially the samse terms and condtions 36 these under the credit line sgrecment and the agresment will resnam in full foroe and effoct mail sch time
s soch altemeiive fmaving has beon edablished bn Jamusry 3006, we ware sgpeoved for the ARS Loan in the amount of $12 % mil lisn and drew downs the endire
prespproved amount, 1s addition, in Febnory 2009, we
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borrowed am additional 32 7 milhon under the ARS Lean, bringing the total amount outstandng under the ARS Loan ta 318,01 milllion, following UBS" decisson 1o
morease our avaslability under tee ARS Loan. All cash recaved mder the ARS Lomn was myested in money market scoounts. At ume 30, 200%, e ARS sssociatod
with the ARS Righits Offer smd the ARS Pul were pechassiiied ot of long-lemm sescts 10 qurmenl asscis dise bo the timse frame in which they can be readhly convered 1o
cash,

Al December 31, 2009, the carrying cost of the ARS Loan, which spproximates its fair salue due bo its shofom nobere, was $17 6 méllion. For the three
miarihs and year ended Decamber 10, 2000, 50,000 and $350,000, respectively, of our omren! investmen! spcurities were redeemid ® par value, with the procecds:
Isearng msed B0 pay down the outstssding balsnie of the ARS Lean

Ar Decembser 31, 2004, w hedd long-temm investments of $2.1 million which conststed of ARS that principally represent inbereats of goversment-guarst sl
student boan seoarities, meamnce notes and porifofisos of sccuritics {prmarniy commercial paper)

A December 31, 2005, our total ARS portfolio (heth aument and lomg-torm)) (otated 3263 million sl fur value (8256 mallon o par vduck, of which 31 £ million
at fair vadoc (52 2 million st par value) consised of privetc placement securitics. None of tee msderlying collsteral of our ARS partfiolio consisted of sybprime
EHMRRELS OF collateralized detd obligatione. Our ARS were desipnafed 48 tradeg invesineenl securites ol Decembser A1, 2008 We measure alll of our ARS and the ARS
Puit oo a fedurring basis bised on Level 3 arifena becmise meither an active promany or active socondary ekl oids for these seaamlies. The table below recondales
fuir value of cur ARS trading imvestment sequrities aned the ARS Put w December 31, 2008 with fair valie st December 31, 2009, gx determised by Level 3

{unotmervable) mpuas.
Twmmalers e ey Sraden’
Tramslors s ol g frrmis Rydemrgpiloms Armpabrmesi
W ¥ bie w1 o) ol Larwwd § Cuspdint (RN Clearge mi [H Far V' whuw i
Al lpas Lo LR e B e B3 pERIE . AERD e iR
Investment seauritiesll} 5 21055369 § - 5 (21.035.569) 5 - % ] — % -
!IrL'md.rI_mllie
secusesil) 2,991 745 — — AT (34T} — 205 425
Total long-lem
i N TEATT — 4 LOSSS60) & {win8dh) § gany 5 — '3 2 68425
——— —— e
Long-bertn axsel, ARS
Pulf 31 5 5,792,701 3 =T (5792701 & — % — 3 = =
e
Investment
scannitick-curest(l) g — ] — 3 JOSLEED 5 (3500000 § — B _huadlg s e
ARS Pul-corend (35 H . — 4 F R I — & [3333g4ni) % — % 3 447 B0t

i1 Aggregated fur value reported af Deoonstber 31, 2009 reflects fair vahie = debermized by our dsoounted cash fow meodel with ligaidity discounts, perssnl io
whach we took inlo consederstion the brokorage fimm's pricing model, the o states (twoble vs ta exompt) of the security, oedit quality of the issier, seamed
enanrity (five Vearsh, imsurance wraps and the porfols comgposilion. W alse mude ssaimgeions repanding Nure cash Mhows and the likelibood of the ARS bing
redecimed o fefinanced. In addibyon, ‘we performed a sensitivily analvss by callailatng G valie with o maturily of ame yoar throtgh tas years. The anmml
coupon rwe ulblined was set o the U S5, Trewary Department published average of the bond equivalent rates
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af the 91y Tremsury bills sndsoned daring the quanter ending Deoember 31, 2005 (which was the Federal Family Education Loan Progrem speaal allowano
e for thee quarier endmg December 31, 3009 plus 120 basis points. We bedicve thal wsing this interest rafe s reasonable given that o majority of our ARS
portiiolio s collaeralized by student koans parmseed by the U5, govemment undef the Foderal Fanuly Education Los Program, Using our dscount ed cash
Mhorw tmsocled with Biquickty dscoumsts ranging from 2% bo 23%, we caloslalod ageregate fmr valoe for these scouritics, which raseed betiveen 525 8 mil lioo with a
- year masurty, 5233 miltion with 2 seven-yesr mubursty snd $21.5 millson with o ten-year muturity. As of December 31, 2004, these ARS conlimped Lo pay
e acoondmg to their staled interesd temms, and we received a partial redemplion o par valie of $350, 000 on one of the soairitics in this porfolio. In
addition, ax these investment seourities are tmding seourities, the morease of approcimately 83,5 millson in the overall fair salue of the ARS was arccorded as n
gain, of which spproximsicly 33,7 million of the gain was recorded in the fousth quarier of 2009, in our consobidabed aatement of operations and was primarily
ke b Che chiangs in (e assimsod oananty from seven years 1o Tive vears, W believe the change in maturity frofh Seven years to (ive years o be reasonable after
diwpussing with certain financisl sdvisors the outbook of the ARS market. Pursuant fo the ARS Rights Offer, the carliest date that we can redeem eese investment
sequrilies @ par i June 30, 2000 therefore, ol hase 3, 2009, we reclassafbed ivese mmvestment sequrities ol of long-term ssets s inlo curment sssets in our
con=olidated halance sheels.

el fair value reponed st Decersber 31, 2009 reflects fair value s determimed by cor dacounted cash Mow medel, which employed liquadity discons
mlr;l‘mm?bLolﬁ%dtpmhgmmmntywmmmdﬁmwhmmﬂm femure cash Mows s the |ikoeidood of the redemplion o
relmmmcing of sach ARS. For the studan komn ARS we chang ed sssimed muturity from seven years to five yesrs and for the privite plecemont ARS sssamed s
mainrity remmed al seven years. We believe the assumed muiurities we utilized 1o be ressonshle sfler discussing with certain financial sdvisors the outlook of
the ARS marked. Wee also perfonmed o senstivity shalysas by cabeubaling Faar vahie with a matsity of one yeir thivagh s years. The mlefest fale ulilized m the
mode] was either the London Interbanic Offored Bate (~LIBRGER™ ) ples the spread, as indicated in the respectnve mmﬂldmmﬂlﬁl ik basis
points, er the U.S, Treasury Departman published sversge of ihe bond cqunvabent rtes of the 91-day Treasery balls auctionsd during the quaner
Dcersber 31, 2009 (which was the Federal Femily Educalion Lean Program special sllowance rate for the quaster ending December 31, 2009 plus 170 basis
points for the ARS collsteralized by shadent Josns. The LIROR rate was per bankrate com, which we deemed as a reasonable source given it is 8 widely utilired
hird-party rate source, We believe that uializing the Federal Family Edocalion Losn Progrem special allowance mile for the stadent loan ARS is ressonable given
the coflatera] of the ARS i dsdent |oass. Using this methedalogy, we caloulnled speregste fair value for these securitses. whach ranged betwoeon $2.5 mallson
wigh  fwo-yenr magority for sl securitics, $2.5 million with & frve-year matonty for ol securitses and 52 0 million with o ten-year maturity. As of December 31,
TO0, the ARS continue 1o pay intered acoording to thelr sated storcd torms. Becanss these mvestiment secunitics anc irsding scasmtics, the approximatcly
53,000 decreass in Enir vadoc was recorded as o loss in our comsolidated stalement of opentions. In sddilion, becanse of our expeciation &s fo when we nay be
eequired 10 bquidsic these ARS for aperaling purposes, these scoarities we classified as long-temm investistnts in our consolidated balance shees.

We checled 1o measure the ARS Pt under the far value opleon of ASC 825, aulhvontative guidanoe on finanaal insnements | formerty SFAS No. 159), 10
miligate the vodalility in reported esnings due to the linkage of certvim of oo ARS and the ARS Pul. Fair value of the ARS Pul, which equaled $2.6 million at
Dhecermiter 11, 2009 was also determiined thivisgh the e of & dizooiifitéd csh Mow valaation iisodel with scaimpbions being made felabed 16 sdeied rate.
ematur ity v ligpidity. We effectiodly used a liquidity dsooumt of approximately 8% an imtorest rate of approxcimmbely 5% which took inte consderation the
Evukersge firm s weighted sverage cost of capital snd » praturity of 12 menths. Based on oar discounted
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cash Ml vahustion, al Decembeer 31, 2060%, we recorded an imgasrmont charge of approximately £ 2 million m our consolidated

of apeslicris, of
whach approxmmately $2.8 million was recorded i the fearth quarter of 200%, which mmimioed the guin we recognized on the linked ARS, In addition, ol
Jume 30, T, we reclsifiod the ARS Pul gl of long-isms sssets 10 cument assets because i can be exercised within 12 months

The pomtion of trading gains and lesses for tee year ended December 31, 2009 related i cur myvestend sequrities classified 2s rading scouritees which were aill
Toehl at Drevember 31, 2000 is a8 follows (in thousands)

Nl gain recogrired on imding seourilics i 3544
Wt oss pecognized on irashng seomities sold a4
Nl unreadized gain on truding securitees still bebd

53,550
T
4 Balamor Sheet Delails
Froperty and Equipment
Propemy s equipment. met, const of the following:
Dvermmber 31,
10y 1085
Lesschold improvomemis 5 aseiml 5 asmi
Furnsture and equipement HET OHY 0,337
Saltware J6T 1 &6 350 148
1732810 1759063
Less mocummulabed deprecialion and amortization (13792653 (1 3508640
5 153.547 5 &3 HAD
Diepreciation and smonization expemse 5 219302 5 05018
Acerued Expenees

A substant sl portion of cur ongomE rescarch sl developeent setnvilses are perfonmed under sgreements we enter o with external service providers,
inchading clmical research onganizations, which conduct many of our rescanch and developenent sctivities. A portion of our engomg genaral and adminidrative
nclivities relate o legal, acooumting end comslting services. We nocrue for costs inoered ws the services wre being provided by masitoring the etstos of clinical trisls or
specific projects ar services provided, contractusl faciors mach s mdlestones or retainer fees and the mvoices recesved from our extemal service providers. Acorued
expenses consist af e following:

Ewevrmiyer 35,
2ieirh g
Rescarch s devebopment costs 5 EELATI % 00T
Professsonal services fees 157367 176,218
Cther TH198 $5.4T3

31 ITE 03 3 10LRG
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£ Related Party Transactlons

There were no relabed pary transactions during the thice yors mding December 11, 2009,

Cm Mfay 4, 2007, o beard of dircctors approved the modifieation of ceriain stock opt bon grants received by D, Iwaki whale serving m his conailing capacity
u= Pressdent and Chief Excoutive Officer o a resall of the change im Dr. fwaks's status from consultant to employee. Two nonqualified dock option (NS0T gants
received by Dr, [waki for 40,000 shares of common stock and 333,503 shares of common stnck, which were granted on January 4, 2006 and November 12, 2006,
respectively, were madified saich thal the NS0 prants wiere cancelled and mew grants of incenlive sode eqtions equal im mambar to the praor NSO grants wiere granted sl
the prior exercise prices wnd with ibe original vesting schedules approved for the ancelled N50 granis. Pursusst 1o A5C 718 there {s no smpact o our coersolidated
fimancial reslis relaned 8o the medificatbon Trom nenqualified stock optbons o meentive sock options as there i no moremental value anribused to the medifled swards

. Commitments and Comtingencies
Fuacility Lease

In Jmmary 2004, we beased 16,609 square fest of space for our corporate beadaquarners under & Bon-cascciahle operating leass thet was 561 (0 expire in Februsry
IO0E. T By 2008, wie eotered into a thind amcndment o [case for our corporats beadquaners @ the same location in which wi redecod the smoumt of space under
lease 1o | 2,699 square fest of office spuce through Auged 2001, In Ruve 2005, we lessed 1,726 square fret of office space in Tokyn, Jepan ender n non-ancelabls
operaling lease that expires m May 201 | Parthermore, pursiast 10 oo acqatsition of Avige we scqained a month-to-month bease for 4000 square feet of office space
n Alemeda, Califomsa. We vacsted the Alumeda premises on March £ 201 00and, sccordingly, we were released from oor peonth-lo-month |case by the fandiord. Rent
epenss (or e yesrs ended Decambeer 31, 2009 and 2008 was 3578493 and 3551244, respeatively, and rest evpense, net of sub-lease moome for the peried from
September 26, 2000 (inceplion) to December 31, 200% was §3.59%6,41,

Futiire minimem payments snc as Falbeas:

Vews ending Decermber 312
010 3 Gl134m
2011 3 5311
Thereafler 3 —
Total mimimum prymnts % Em
License Agreemmiy

‘W have entered mwmilmmtu scquire the mghts to devebop and commerciali e a varicty of produc candidiates. Pursuant 1o these
15, e have oftained exchisve licenses bo the patont nights and know-how for all indications under the sprecments within our liceosed termitonies. We genemily
muumwmmu el are requined 10 make: additbonsl peyisents upon e achicvensent of geecilic development asd regilatory spgeoval mikeshones. We are also
abligated 1o pay royvallic: under the agreonents onlil the lelor of e expiration of the spplicabile patant or tee applicable lest dase of ook et exchesivity afler the frse
commercial sale, on 8 couniry-by-commtry basis

({i4]
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The armounts expeanded mmder these agreament s and charged to research and development expense darmg the vears ended December 31, 3008, 3608, 20607 and
the period from Scptember 26, 2000 {imvceplion) to December 31, 2009 were $11, $100,000, 53, 000, (00 and 5%, 850,000, respectively. As of Decombar 31, 2009, future
potential milegtons payments (otabed approximately 3941 million, and there are no minismim royalses reqaired mnder any of the license agresmemnis. We are unsbie al
this time to cstinsale with cemainty the timisg on when these milestone payments will ocour &5 this payments are dependent spon the progness of o priduca
development programs. From Jume 19, 7002 (the date of our first licesrse agreement} theough December 31, 2005, we have enfered o nine Bomse agreements with
Jupancie and Bt ish pharmaceul icall companies and a son-profit rescandh instinie.

Terminagion of Phase 1T Trial for MN-001, Bromoiad Asfomas

Om Minse 26, 2007, wie ssmounced 8 sirstegle fmitiative to Foous our reseurces on the developeent and commercialization of two priovieed sssers in v
development pipeling, MN-231 for the restment. of ncute exacert of mahma aed M.1 66 for the trestment of multiple sclerosis. As part of ths sirategy, we
termiinated the Phicse 101 clinicad trisd of MN-001 for the treatment of broschial astfema, At December 31, 2007, the termination of the Phase 1 cliical trisl was
comgletod and cur fnancial reults for the vear then ended reflect acditioml research and developmient expense of §2.1 million (or S0 1% Yo per sharch lo complete the
wimid-dhram of this clinical trml

Legal Proceedings

Om August 24, 2008, The Pennsyhaniz Avenue Funds, an Avigen stoddsolder, filed a complaint in Alameds County Superior Court alleging it Avigen's
directors breached thewr fichsciary duties m ctbon with the proposed tressaction with us, On Oclober 15, 200%, The Pennsybvanis Avenue Funads filed am ansended

il wdkling us as a defondanl. b the smended complait, The Pennsylvania Avenue fiswd allozel, among other things, Ut we aided ansd absued e allcged
broach of fiduciary duties by the Avigen daredbors. Avigon and Pannsylvanm Avensse Funds have signed o stipudstion of scftbeneent agrooment and moved the cour for
prelmninary approval. The Cour head oral srpimesd on ibse Motion for Predimeary Approval of Seiilement and sebd a case management conferense on March £ 2010,
dharmg which the Coin rased a fow 1sscs regarding the setlemnent provissons. The partes have sddressed thess concerns snd will appess Befare the Court on April 6.
010 For prelimanury spproval of the sefement and » flarthver case management conference.

COm Agpril 30, 2007, & participant m one of oor clinscal triaks filed o lawsuit against us, the clinéol myvestigatory site where the individual participated i the
chmi cal tranl and the cheel inwestsgator sl such clinkeal mvestigatory site, The complaini albeged that the plamti(T™s daughier suffered pernancnt ingsies o w858
result af the plamifl"s panicpation in our clinkcal trinl. Our nssrance carrier asumid defenso of s lwsuit, which was settled on Seplomber 27, 2007 with no
adimiesion of Hability, Cn Oclober 29, 2067, the court entered mn order of dramisal of ibve claims asserted sgaind us and all cther defendanis and ebwecpsently entered &
fimal padement sggrovingg the seitlement, Seattlement of the ewsaii did net have a material adverse effost om eor busin css, Finasdal condition or operaling reslts.

We may become nvodved i varsoss disputes and legal proccedings whach arise m the ordinary eoirse of busmess. While o 15 not possshle fo sccurately prodict
or b me the oul of theso an advirse resull moany of those matbers may ocom which could barm our business, We sre aamaily not @ pany Lo any logal

proceadngs

16
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. Redeemable Comveriibde Preferred Siock, Converiible Notes and Stockholders' Equity
Inital Pubtlc &ffering in Sapan

Om Febmary 4. 2008, we completed an [PO of 3,000,000 shares of commeat o ock in Fapas and received ageregate proceeds of 5104 486,895, set af
mmiderwrilimg dizcounts and commisssons and offermg cxpenscs. In mddition, on March &, 2005, we closed the sle of an additional 157 300 shares of our common siock
paraznt to the partiad exercise by our emderwriters of an over-sllotment option which resalied in aggregate proceeds to ws of 35,557,773, net of underwriting dscounts
und commissions. [n conmection with o [P, redeomable convertible and comvertible preferred sock ol anding o of Febnzary 4, 2008 wak aulomatically converled
e 6,6 TR IES shares of common siock,

Puislie fering i the Dnited States

Cm February 1, 2007, we completed a public offermg of 1,000,000 shares of common slock in the Umited Stales o 0 purchase price of 512 00 per share sl
received aggrEate N6t proceeds of approxmately $10,63%,600 million, net of underwriting discounts sed commissions and offering sxpenses,

Redeemable Convertible Preferred Srack

2, 2004, we sokl 17,667 856 shares of Saries C radecmable convertible prefemed stock sl a purchase price of 51,62 per share for boinl net proceeds
d'!-:u-..m 3200, net off issran ov costs. The Serses O prefared dodd wes sold al o price per share below our IPO price. Accordimgly, pursiant bo the authorative
paidnce for debd mmder ASC 470 (Formerly EITF [ssue o, 48-41, we recorded n doemsed dividend on the Senes © prefemed stodc of 831,264,677, which is equal 1o the
mesnibier of shares of Serdes O preferred sock sold muliiplicd by the &fference between the estimated fair valug of the wmderlying common stock and the Seres ©
preferred stock convarsion peice per share. The docmed dividend inareased the sd loss applicible o commaon siodkhodders im the caloalation of basic and diluted nol
loss per comenon share and wes reporied s & charge to scosmulsted deficit and o credit 1o additioend pasd-in capitsl, with no rel impact on fotal stockhalders’ equity.

Fomndan’ Common Sieck and Wsraniy

A mceplion, we iesued @ botad of 40,000 sheres of our commaon stock to two of our fmmders who became officers and directors, for procoeds of $50,000, We
absa granted ee twio mdividels warrants 10 purchise 50,000 dhares of our consmon sbock ol an exerchis price of 51 .00 per share. The warfants contamed an
anti-dilution dasse prosiding the Tounders with the right to purchase sddatonal shares of common stock mry tim e there was o &hitson event =o that they could maintam
their original ovmershap percentage, AL Drecembser 31, 2003, as nresult of the Series A md Serbes B prefemed stock mles, the warrssts were sdjusied to allow he
Eroldiers bo purchase up Lo 365 04 shages of commen siock, Al Docomber 2, 2007, no under]ying sheres of common stodk remained subject 1o pardhase umder the lams
of theese wmmmis.

From Jamuary theough May 2004, in conjunciion with the sale of Saies B profared stock, the shares of common dod: isaumbie upon coorcso of the wamans
were adested up 1o 732300 shares. Based on subsequant financing activities and the price of car IPO, we believe that the estinsated fuir value of the 732,300 dhiares
excocdod the §1.00 exercise price of the warrses sl &5 & resuli, we recorded sock-based compensadion m general and administrative experse i the smount of
$19,40%, 950
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Um Septembser 2, 2004, m conpunction with the sale of Senes O prefomed stock, we and our two founders amended the terms of our wstant sgreements. in
exchamge for relnquishing sy futore anti-dfoton rights, the number of anderbying comneon dares that could be purchased under the loms of the wamants was
mereased and fived of 1,285,657, up from 73200, Smee all of the warrants wers previously vaniable, we recorded sdditional stock-based compensation i general and
ndimmbstralive expense of 314 663,966 basod on the etimated value of e underlymng common 2ock on Sepbembser 2, 2004 for a total of $34,069,916. Since the
mnber of wiemmnils became fixed st Seplember 2, 2004, no addtional compenmtion has heen recorded

ey Warranis

Im Muy 2004, ns compemsation for fissdraising efforts relabed bo the sle of Series B prefeomed siock, we ssued 1o BioVen Advisory, Inc. s warmani {0 purdhse
S0, shiares of commmeon stock with an exerciss price of $10000 per share smd these warrants eupired May 2009, The st was valoed at the 3350000 cash vahee of

the services performed. The wamant issuance had nonet impact on the . fiduted fimancial satemans because tye tmnsaction resslied in both o change md @ oredit to
addticnal paid-in capital,
Srock Cpriaey

We gram optices to our employess, deectors and consultants usder the 2004 Plan, the successor 1o the 1000 Plan
20000 vl Sroek Dcaritive Pl

|= September 2060, we adopied the 20600 Plan umder which moentive dock oy could be granted to our employess md v stock options mnd other
wtock-based svards could be granted to employees, directors and comsultants, mwﬂmﬂhnmn Mmuamm:ﬂ:lﬂwwmmmzﬁ
after thie first year af servics from the grant dale, with the remaining sharcs vedting = cqual ovor the ashsoquent 16 hs of service. An

employes may exercise dock options prior to vesting nIhdtmcwr.hmmnahlm:pimli:mmﬁdmumzmnllmunmc if the emplovee is
terminated before vesting in sl shares ocours

Following the vesting period. oplioes are exercisable wiil the earlior of %0 days afber the emplayee’s |ammination wigh us of Ut len-year anfiversary of the mitil
g, subsjed bo adpostivent wder certain conditions. We bave the right bo purciase el of those shares that the employees bave or will acquire mader these stock oplions
E:pmﬁmpﬂul'w ey vested shares repurchased will be the grester of the fair masket valuse of such shares on ike date of purchase or the ageregate eeercise price
auch shures.

Al Decombser 31, 2005, stodk options to purchase o tolal of 37,500 sharcs of commom shock wae oultstanding under the 2000 Flan al o weaghted avermge exoise
prce ol $140, (4 per sinre. Mo additional = odi: options bave beon or willl be isssed under the 2000 Plan ashsegeent B0 our [P0, However, sods options previoushy
grmibed undiar the D000 Plan will rerain oot stancing uniil the carlier of expiration o exercise.

2004 Srock Irceutive Pl

In conssection wigh our [P0, we sdopted the 3004 Flan, which serves ss the successor program bo the 2000 Plan. The 27004 Flan becanse effective upon the
completion of our [PO in Febomary 2005 and was amended and restabed in Felsnmary 20607

108
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The 204 Plam iz adminzstiored by the compensateon committee of our board of directors and provides for the grant of {(iF options to pandiase shares. of common
stocks (i) restricted sbock; {iii} stock apprecimtion nights, and (iv) stock units. Enomtive stock options may only be granted fo aoplovers. Nonstalutory stock opions and
wther stock-based swards mary be granted bo employess, mom-cmphiyes diroctons and consultants

The smmber of shares reserved for isaemnce smder the 2004 Flan will be increased on the first day of esch of our fiscal vesrs from 2006 threugh 2004, with the
firsd such inorease ocomrming on Jemary 1, 2006, by the lecsor of- i) 100,000 shwres; (i 3% of our oultsnding common dock on the last day of the immcdandy
preceding fiscnl yesr, or (i) the mumber of shares determimed by oo beard of directors. In nddition, i Febwuary 2007 and kine 2008, the 1ots] momber of shares
available for grant weder the 2004 Plan was moressed by 3000000 amvd § 000, 0060, respectively.

Oplioms granted to optsonses olher thas noti-caployes direaons will generally vest nsonthly over a four-year pericd, begaming on the vesting commencement
date. The coercise price of am moenlive stock option shall nol be less than. 10 of e fuir markel value at the timse of grant and the exercise price of 2 nonstatalory

ok option dhall not be bess than £%% of thee fair market value o the tims of gram,

Fully vested miomalic grants of nonstahory siod: opiions will be msde 1o nons-empboyee direcbors m s mitind ansous of 1, (040 shares upon first beooming n
mermber of our bosd of drectors. Immediately after esch of our regulbarly scheduled annual meetengs of tockhiolders, sach mon-caployee director will be salomatically
pranted & nonstalilory oftion to purchase 1000 shares of our comneon dock, af 100P of the fuir market valoe i st tene of granl, provided thal the director has served
om o oard For al leaist wix meonths, Eacs annual option will be fully veded and exercisable on the date which is six mosths sfler thse dste of gram,

The 3004 Flem ternuinates ten vears afler ifs initiml adopbion by the board of directors, unbess termimabed eard ier by the board of directors. The bosrd of directors
may amend of lerminate the plan st sy time, asbject to sockholder approval whene required by applicabls bow,

A smmmary of our stock eption activiry and relased fonmatson &5 of Decensber 31, 2009 15 as fallows:

N ber off
Wedghted Average
wﬂm Exerciwe Price
Outstanding ol January §, 2009 257511 5 10.59
Grmeex] 521,37 5 r ey
Eiterciaad (100,483 ) 5 408
Cancelled {525 ) -3 11,42
Outslanding ul December 31, 200% 2035474 5 .51
Exercisable at Drecenber 51, 2009 1,309,355 3 110,32

The wesghted average contradual Life of oplions cutstamsimg @ Decomber 3, 2009 was 7 4 yoars and the woghled average comtraciml e of exorcisable
ogtions 3t December 11, 20075 was 6.9 vears, The intrinsec value of stock oplioes evercised. out stmding and exerciseable during the year ended December 31, 2000 was
$0.3 million. §2.7 million and 5008 silbion, regpsctively. based on the Mesdsq Jlobal Market on such dale.
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Camemen Sfock Rexerved for Future omance
The fallowing table ssenmarnizes comimon 9 ock reserved for Biture issuance st December 31, 2009
Commeon Slock under the employes sliock purchase progmm 250685
Commson stock eserved fof issimsee upon conversion of convenible noles &S0, (N
G stock op fing funder the 3000 Plan and 2004 Plan) 088576
Common sleck eptions mihorized for Runure grant (under the 2004 Plan) (R
5775300

Cawvertille Nates

A the closing of the Merger, woe mnd American Sock Transfer & Trut Company, LLC, 8 trustee, entered inbo She Indenture. Unider the 1emms of & separabe tust
agreement (ibe ~Tnest Agreemeni™), $29.4 million, which represents the imitial princigpal amoont of the Converlible Notes, was deposited with » inest sgent for the
benefit of the holders sl ms (the amount of sich deposit together with interest scansed snd capstadized sereon, the “Property” ). Proviced no event of default has
occumed amd is contiming, we are able bo dired the mvestment and remvestment of the Property in certain approved invesmeent options, including cortain money
marke funds. Al the maharty of the Comvertibile Notes o June 18, 2011, the 1 8-muonth anmiversary of the chosing of the Merger, we will e the: Propeny to pay the
prancgnl amoomt of, and accrued inberest on, the Convenibile Motes

The Convertibhe Wobes ang our seasned obdigation. and i [ndesture docs nol it our other indebiede e, socured of mmsecured. The Endemure contains limed
covenmnts, mchuding n requirement thai we dediver Lo holders of the Convertibde Motes quart erby sl ements seflmg Forth the prmvoipal amsoesd of the Convertible Noles
ut the close of lhve Fiscal quarter ws well as information regarding (ke mmount of iterest capitalized 1o ssch Comvertible Notes darmg the Tiscal quarter, Al December 31,
Iy, %137 was the amoun of dividends cipitalired on the Convertible Motes. The lenest mie on the Comvertible Notes is oqual to the inferest camed on the money
market funds in the tnast sccount, which was bees than hall’ of 8 percentage poisd. The 502 million i discount will be acoreted 1o i areal expense over the conversiom
period of ik Comveriihle Noges.

Haolders of the Convertible Noles may submil conversion netices, whach are irevocable, instnacting the trusiee to com vert ssch Convertible Notes into dhares off
o common slock st e initial comversion prce of 3680 per share. Following esdh conversion daic. whach dale g Iby is1he final busness doy of each calendar
mith, we will isaue the number of whole shwres of common sock ssusble pon conversion s promyby a= practicable fasd in any cvent within 10 besiness days), The
trad o will ﬁmﬂkﬂlﬂhimtmmml of restricied cash 1o cover the ook Bsuance. We will e mvest the uneestrited cash ':Mncﬁ:rlmmmdm
T or @ money markd scoounl. Any fracisomal shres (afler aggregating all Convertible Noles bemg comvertod by a holder on such dmes will be rowssded down and we
will deliver cash for the ammest market value of the fractional share. The Indenture includes aestomary anti-diltion adjustments ssd evenis of defmall.

Asof December 31, 2000, none of the Convertibde Noles were converied mfo our commeon stock
1o
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& Incomse Taxes

Tht:i,pliﬁtiﬂ cotniponenls of o deferred moome fxes al Dooamber 31, 200% and 2008 anc as folkms:

Deoraboer 31,
— . B8
Deferred Tax Ascets:
et operating boss carry Torwards 4,627 000 A1 B84, (0
Capitalized licenses 2559000 TR0, 000
Rescarch tax credits 18 TG KB, ()
Stodc Options 4300, 000 1095 0000
Urecalized ks on marketabde seaurilics LE ] 515,y
Ceher, et 3038, oule0) 247,000
Total Dellored Tax Asxsls 74,385 o0 G192 G
IPRAD (1 956000 -
Totsl Diefered Tax Liskdlities {1 555,000} —
Wit <heferrod tax asscls TLIT9.000 G0 952,
Vahssiion Allewance (74335 000 (6N 932,044 )
Wt Deferred Tax Lishilaty {1, 586,000 —

W have estehliched u defered tax lisbility for the book 1o tax basis difference relaled to IFRAD ncquired Shrough the scquisition of Avigen

We have estabilished u valuation allowssce sgains our defiemed fax asseis due fo e uncensimty that ssch assets will be realized. We peodically evalusic the
recerverabiliy of the defemed tax asects. At such tinee as il {5 determined that & 18 meore [&ely than mol 1hal delerred tax asscls will be realizable. the valaation allewance
willl be redusced,

Al December 31, 2009, we had fedem) and Californm net openting |oss camyforwards of spprocomately 51288 million and $157.% million, respedively.
Inclhuded im these smounts are federal and California tax benelis of spproximately $22,000 mmbulsble to stock option deductions which will be credited fo equity when
realized The Fecheral nict operating loss carryforwards begin 1o expire in 2000, and the Califomaa set opersting boes caryTorwards beg 1o expire m 2013, A1
Decermber 31, 2006, we also had Federal and Ol iformin researds tax credil caryforwards of approcamadely 52,4 million and $1 million, respecinvely. The federal
rescarch tax credil carryTorwands begin bo expare in 2024, and the Califomas research tax credit carmyfisnwand does mol expire and cam be camied Farwand indelinitely
il ukilired,

Additionally, utilizstion of tho net operalmg loseos, o MNOL, md tix aedil carryforsards will bo subjed fo o substantml annual lmitation under Section 331 and
183 aof the Internal Beverme Code off 1986, snd simalar stale provisions due (o owsership change limststions that have oonrred. These ownorship dhnges will limil the
ansousnd of WOL and fx el carmyforwands that can be utilized bo ofTsel fuhsre taxable mcome and %, respectively. In penenal an ownership chamge, as delined by
Section 38T and 383, resulls froim e hipof certain sockhalders of public groups i e slock of the corpesation by more thim 50 percentage
paints aver & three-year period. We are in thve process of mpdating our formal Section 352 anabysss to determine whrether aich am owmership change ocoumed during the
pericd Soptomber 16, J000-Diecomber 3, 2004, W belicve an ownarship change mary have occurred dhnmg this period as o resull of vasos oqaity financings. 17 so
the ameoumt of NOL and tax credit carmyferwands svailable for wtiliotion woakd be subject 1o m ammaal lmitation. Due 1o the existove of the valmbion allowasce,
limastions areated by fulure cwscrship changes, I oy, related 10 our operalzons in the U5, will nol gt oor cifective 1 rals.
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In Juby 3006, the FARE isssed ASC Ti0, which darifies the scoountmg for uncentainty in mscome axes 1 it a company's fimancial seabemsents. ASC

T4 prescribes & recognition thresto |4 end messrement process {or recording im the fmancial stafements amcertain mx positions taken or expected to be taken in ot
return. Additionslly, ASC 740 provides gisdsmcs on the de-recopnitson, clisaficathon, interest and penalises, accounting in intenim perniods, snd disclosar:

for uncertain b positsons. W adoplod the provissons of ASC 740 beginning Jassary 1, 2007 The adoption of ASC 740 did not magerially impact our fmancial
condiion, resulls of operstions or cadh flows. As of December 31, 20049, we have not recorded any sscertmn tax besefiis,

We file iconse tax retures in the United States, Califomin end foreign junsdictions. Due bo our loses incomed, we are centislly ssbject to income (i
examination bry tax mhoritics from our mosplion 10 date. Our policy is b0 recopmize micrest expesss and penaliies related fo income Lax malens 15 L expense. Al
Deecenber ¥, 2009, wie do ol have sy significant socruads for interest relaled bo unfecogaised tax banefits o tax penaltics,

4. Employer Savings Flan and Emplover Stock Purchase Flan

W have sn employoe savings plan avmilabée 1o substanimily all omployecs. Under the pdan, an emploves may ched salary reductions wiich are contrbsstesd to
e plan, The plan provides for dsorotionery contritetions by us, which totabed SE45, 994, $151 455, 3042 553 omd $862,126 for the yoars emded Decensber 31, 2008,
TO0E, 2007 and e pestod Trom Sememiber 26, 2000 (nception) (o Decenbser 31, 2009, respectively,

Under the Medicahova, Ing. 2007 Employee S1ock Purchase Flas ("ESTFL 300,000 sheares of e common dock have heen reserved for issumnce. In addtion.
the shares reserved will mtonmiscally mcressee by n number equal to- te lesser of: (1) 15,000 shares, (i} 1% of the outstanding shares of our common siock on ihe last
day of the immedistely preceding fscal vewr or (i) such lesser amount o determimed by the Boand. The ESPF pormits fall-time employees to purchase our common
stock through payroll deductions (which cannet excecd 19% of cadh employes's compansation) # the lower of §5% of Fas imarket value al the begimning of the offering
period of 1he ond of cadh six-month offaring pesod. For the vear onded Decomber 31, 2009, 37,021 shares wore issued imder thie ESPP, leaving 250,685 shires
available for funsre [samnce

ez
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1, Cuarterly Finamcial Data (Unaudited)

The fallowimg fmancial nformation reflects all nommal recsring adusments, which arc, in the opimion of management, necessary for a far satement of the
results of the interm periods. Sumearized quarterby data for fscel 2009 sl 2008 are es follows (in thousands, except per share data)

Yiear Endlend Detrmnbier 31, 206

Il Imil el L]
Chaarier Qissrier CQuiarter Carter
Sedected quarierly Anmnclal data:
Revenue 5 — ] - 5 - H -
Total operaling expenses 5368 4,545 4943 G086
et loex 4,95 ) (50§ [ Al N (50145
Tt Bose applicable 1o commen stoddholders 8,993 ) (505 ) (4,795 ) 15916)
Basic and diluted nol bess per commeon share(l b il ) R E] (L[] Cld%
Yewr Endend December 31, ity
(1] Imil Jed Hh
Chaarier i ey Cuarier Cuarier
Sedecied quarierly Anenclal daia;
Hevemse ] = 5 — £ — g —
Total apemting expenses R0 4460 5,697 3788
Mgt Boss (10,503 ¢ 48021 A.EL5 ) 11415}
Nt loes mpplicable o common gockholders 110,803 ) (8923 4815} (1A1%)
Tasi ¢ and diluted el boss pex comimson shareil b [ 1040 Ao} 12}

{1} Laoss per share 1s computed isdependemly for cach of the qeariers presenisd. Therefore. the sam of the quasterly net boss per share will mt neccssanily edqual the
totsl for the year

13
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(1)

Oxford Finance Corporati

MN- 221

15.0
2010 5 11

a) . 2010 5 11
b) . 0.001 198,020
c) 6.06
(2)
(
) (
)
(1)
APB 25
SFAS 123 SFAS 148
SFAS 123
2004 12 FASB ASC718 505 SFAS 123
) SFAS 123 APB 25
2006 12 1
2005 12 2006
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(2)
ASC220 SFAS 130

(3)
ASC730 EITF 07-3

(4)
ASC825 SFAS 159

2008 1 1

3
(5)
ASC820 SFAS 157
2008 12
ARS
ASC825.10.65.1 FSP 107-1 APB 28-1
ASC820.10.65. 4
157-4
ASC320 FSP 115-2 124-2
2009 12

(6)
ASC855.10 ( SFAS 165 )
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24 7 1
21 1 1
] 201 1 - 201231 21 6 10
] 211 1 - 213 31 21 6 12
] 214 1 - 216 30 21 9 10
] 214 1 - 216 30 21 12 9
u 217 1 - 219 30 21 12 11
| 21 12 28
24 5 4
19 2 1 3
] 21 12 28 22 1 6
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Consent of Independent Registered Public Accountin
We consent to the reference to our firm under sections “V-5 O
Condition” in Part | “lInformation of the Company” and to the u
respect to the consolidated financial statements of Medici Nova

the year ended December 31, 2009, filed with Kanto Zai mu Kyoku

/'s/ Ernst & Young LLP
San Diego, California
June 9, 2010
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