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ITEM 1: FINANCIAL STATEMENTS

OSCIENT PHARMACEUTICALS CORPORATION

CONSOLIDATED BALANCE SHEETS

ASSETS

Current Assets:

Cash and cash equivalents

Marketable securities (held-to-maturity)
Marketable securities (available-for-sale)
Restricted cash

Interest receivable

Note receivable

Accounts receivable, net

Inventory

Prepaid expenses and other current assets

Total current assets

Property and Equipment, at cost:
Manufacturing and computer equipment
Equipment and furniture

Leasehold improvements

Less Accumulated depreciation

Restricted cash
Long-term note receivable
Other assets

Intangible assets, net
Goodwill

LIABILITIES AND SHAREHOLDERS
Current Liabilities:
Current maturities of long-term obligations

Table of Contents

PART 1 FINANCIAL INFORMATION

June 30,
December 31,
2005 2004

(UNAUDITED)
$ 84,016,497 $ 64,743,273
24,640,217 94,683,700
225,000
5,386,250 5,386,250
997,228 1,708,360

515,300
3,767,747 4,223,412
16,767,993 11,915,881
1,372,333 5,898,546
137,463,565 188,784,422
4,435,082 11,090,405
1,092,908 1,849,350
59,028 78,707
5,587,018 13,018,462
3,815,341 11,560,752
1,771,677 1,457,710
8,938,879 11,589,517

1,837,596
5,437,709 5,859,116
67,990,565 70,373,796
62,495,061 62,495,061

$ 285,935,052

$ 340,559,622

$ 291,667
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Accounts payable

Accrued expenses and other current liabilities

Current portion of accrued facilities impairment charge
Current portion of accrued restructuring charge
Clinical trial expense accrual

Deferred revenue

Total current liabilities

Long-term obligations, net of current maturities
Noncurrent portion of accrued facilities impairment charge
Noncurrent portion of accrued restructuring charge

Other long-term liabilities

Commitments and Contingencies
Shareholders Equity:

Common stock, $0.10 par value - Authorized - 175,000,000 shares, Issued and Outstanding -
76,688,415 and 75,802,823 for June 30, 2005 and December 31, 2004 respectively
Additional paid-in-capital

Accumulated deficit

Deferred compensation

Note receivable from officer

Total shareholders equity

See Notes to Consolidated Financial Statements
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4,935,997 9,080,046
12,848,500 14,840,543
3,123,033 3,213,819
1,062,330 1,250,153
3,922,152 2,785,161
885,231 1,301,607
26,777,243 32,762,996
175,059,647 175,059,647
15,096,671 16,160,969
440,477 969,049
1,806,563 1,206,965
7,668,842 7,580,282
357,687,514 356,834,921
(298,415,634) (248,835,424)
(23,271) (1,016,783)
(163,000) (163,000)
66,754,451 114,399,996

$ 285,935,052

$ 340,559,622
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OSCIENT PHARMACEUTICALS CORPORATION

CONSOLIDATED STATEMENTS OF OPERATIONS (UNAUDITED)

Revenues:

Product sales
Co-promotion
Biopharmaceutical

Total revenues

Costs and expenses:

Cost of product sales

Research and development (1)
Selling and marketing (1)

General and administrative (1)
Write-off of in-process technology
Restructuring charge

Stock-based compensation

Total costs and expenses

Loss from operations

Other income (expense):

Interest income

Interest expense

Gain on sale of fixed assets

Income from sale of intellectual property
Gain on disposition of investment

Other income

Net other income (expense)

Loss from continuing operations

Income from discontinued operations

Net loss

Loss from continuing operations per common share:

Basic and diluted

Net loss per common share:

Table of Contents

Three Months Ended
June 30, 2005

Thirteen Week
Period Ended

June 26, 2004

Six Months Ended
June 30, 2005

Twenty-Six Week
Period Ended

June 26, 2004

$ 3,805,317 $ $ 7,716,856 $
370,337 370,337
60,725 709,775 94,636 2,370,920
4,236,379 709,775 8,181,829 2,370,920
2,308,082 4,373,836
4,192,142 6,165,948 9,359,675 11,360,781
17,709,161 5,733,835 37,817,373 6,508,831
2,552,242 3,532,175 7,468,624 6,382,170
11,704,396
98,649
44,864 1,881,717 993,512 2,446,296
26,806,491 17,313,675 60,013,020 38,501,123
(22,570,112) (16,603,900) (51,831,191) (36,130,203)
881,226 497,808 1,751,077 689,865
(2,096,780) (1,245,073) (4,140,866) (1,540,885)
5,091 84,829 43,230 135,563
2,500,000
2,019,553 2,019,553
3,605 43,455
812,695 (662,436) 2,216,449 (715,457)
(21,757,417) (17,266,336) (49,614,742) (36,845,660)
13,604 34,532 100,000
$ (21,743,813) $ (17,266,336) $ (49,580,210) $ (36,745,660)
$ (0.28) $ (0.23) $ (0.65) $ (0.56)
6
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Basic and diluted

Weighted average common shares outstanding:

Basic and diluted

(1) Excludes non-cash stock-based compensation as
follows:

Research and development
Selling and marketing
General and administrative

See Notes to Consolidated Financial Statements.
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$ (0.28) $ (0.23) $ (0.65) $ (0.56)
76,347,529 74,325,687 76,127,901 65,237,885
$ $ 1,661,619 $ 836,383 $ 2,098,655
44,864 220,098 157,129 347,641
$ 44,864 $ 1,881,717 $ 993,512 $ 2,446,296
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OSCIENT PHARMACEUTICALS CORPORATION
CONSOLIDATED STATEMENTS OF CASH FLOWS (UNAUDITED)
Twenty-Six Week
Six Months Ended Period Ended

Cash Flows from Operating Activities:
Loss from continuing operations
Income from discontinued operations

Net loss

Adjustments to reconcile net loss to net cash used in operating activities
Depreciation and amortization

Non-cash interest expense

Non-cash write-off of in process technology at merger
Gain on disposition of investment

Gain on sale of fixed assets

Stock-based compensation

Changes in assets and liabilities, net of acquisition
Interest receivable

Accounts receivable

Inventory

Prepaid expenses and other current assets

Accounts payable

Accrued expenses and other current liabilities

Clinical trial expense accrual

Deferred revenue

Accrued facilities impairment charge

Accrued restructuring charge

Other long-term liabilities

Net cash used in operating activities

Cash Flows from Investing Activities:

Cash flows related to acquisition

Purchases of marketable securities

Proceeds from sale of marketable securities (held-to-maturity)
Proceeds from disposition of investment

Purchases of property and equipment

Proceeds from sale of property and equipment

Issuance of note receivable

Decrease (increase) in restricted cash

Decrease in other assets

Net cash provided by (used in) investing activities

Cash Flows from Financing Activities:

Net proceeds from issuance of convertible notes
Proceeds from sale of common stock

Proceeds from exercise of stock options
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June 30, 2005

June 26, 2004

$  (49,614,742)
34,532

$ (36,845,660)
100,000

$  (49,580,210)

2,681,115
872,726

(2,019,553)
(43,230)
993,512

711,132
455,665
(4,852,112)
4,526,213
(4,144,049)
(1,748,177)
1,136,991
(416,376)
(1,620,066)
(716,395)
599,598

$ (36,745,660)

2,509,228
395,499
11,704,396

(126,513)
2,446,296

(1,725,770)
872,390

(3,025,951)
1,465,304
17,233
1,830,567

(458,333)

(1,276,773)

603,052

(53,163,216)

(21,515,035)

(14,998,098)
(121,668,038)
70,043,483 9,332,000
2,244,553
(785,726) (342,948)
217,105 240,703
(2,352,896)
2,650,638 (15,095,920)
13,663 1,322,486
72,030,820 (141,209,815)
147,403,750
80,864,186
497,077 1,190,818
8
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Proceeds from issuance of stock under the employee stock purchase plan
Proceeds from exercise of warrants
Payments on long-term obligations

Net cash provided by financing activities

Net Increase in Cash and Cash Equivalents
Cash and Cash Equivalents, beginning of period

Cash and Cash Equivalents, end of period

Supplemental Disclosure of Cash Flow Information:
Interest paid during period

Income taxes paid during period

Supplemental Disclosure of Non-cash Investing and Financing Activities:
Deferred Compensation related to unvested stock options at merger

Notes receivable and accrued interest forgiven at merger

Issuance of common stock related to merger

Issuance of options and warrants in exchange of Genesoft s options and warrants

See Notes to Consolidated Financial Statements
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200,210 136,470
194,880

(291,667) (768,214)
405,620 229,021,890
19,273,224 66,297,040
64,743,273 20,969,292
84,016,497 87,266,332
2,674,859 41,518
17,939
5,422,970
6,268,795
74,878,945
19,533,549
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OSCIENT PHARMACEUTICALS CORPORATION

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(UNAUDITED)

(1) BASIS OF PRESENTATION

These consolidated financial statements have been prepared by Oscient Pharmaceuticals Corporation (the Company) without audit, pursuant to
the rules and regulations of the Securities and Exchange Commission. In the opinion of the Company s management, the unaudited consolidated
financial statements have been prepared on the same basis as audited consolidated financial statements and include all adjustments (consisting
only of normal recurring adjustments) necessary for a fair presentation of results for the interim periods. Certain information and footnote
disclosures normally included in consolidated financial statements prepared in accordance with generally accepted accounting principles have
been condensed or omitted pursuant to such rules and regulations. The Company believes, however, that its disclosures are adequate to make the
information presented not misleading. The accompanying consolidated financial statements should be read in conjunction with the Company s
audited financial statements and related footnotes for the year ended December 31, 2004 which are included in the Company s Annual Report on
Form 10-K. Such Annual Report on Form 10-K was filed with the Securities and Exchange Commission on March 16, 2005.

(2) SUMMARY OF SIGNIFICANT BUSINESS AND ACCOUNTING POLICIES

On February 6, 2004, the Company completed a merger with GeneSoft Pharmaceuticals, Inc., a privately-held pharmaceutical company based in
South San Francisco, California, whereby Genesoft became the Company s wholly owned subsidiary. The Company is a biopharmaceutical
company committed to the clinical development and commercialization of important new therapeutics to serve unmet medical needs. The
Company s lead product is the fluoroquinolone antibiotic FACTIVE (gemifloxacin mesylate) tablets, indicated for the treatment of
community-acquired pneumonia (CAP) of mild-to-moderate severity and acute bacterial exacerbations of chronic bronchitis (AECB). The
Company launched FACTIVE tablets in September 2004. In May 2005, the Company began co-promoting in the U.S Auxilium Pharmaceuticals
Inc. s (Auxilium) product, TESTIM], a topical 1% testosterone gel indicated for the treatment of male hypogonadism.

The Company has two product candidates currently in development for the hospital marketplace in the United States, including a novel
antibiotic candidate, Ramoplanin, which is currently in clinical development for the treatment of Clostridium difficile-associated diarrhea
(CDAD), a serious hospital-acquired infection. Ramoplanin has completed Phase II clinical development and the Company currently is in the
process of finalizing with the FDA a special protocol assessment for the design of a Phase III program for the indication. Additionally, the
Company has an intravenous formulation of FACTIVE in development, intended for use in hospitalized patients with pneumonia.

The Company s preclinical development programs include an oral peptide deformylase (PDF) inhibitor series for the potential treatment of
respiratory tract infections. The Company also has several pharmaceutical alliances focused on the development of novel therapeutics and
diagnostics for chronic human diseases and certain infectious diseases. These alliances were formed in previous years based on the Company s
genomics drug discovery expertise. The Company s business strategy has shifted away from gene discovery and partnerships of this type to focus
on development and commercialization of pharmaceutical products.

Table of Contents 10
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The accompanying consolidated financial statements reflect the application of certain accounting policies, as described in this note and
elsewhere in the accompanying notes to the consolidated financial statements.

(a) Revenue Recognition

The Company s principal source of revenue is the sale of FACTIVE tablets, which began shipping in the third quarter of 2004. In the second
quarter of 2005, the Company began recognizing co-promotion revenue in connection with its agreement with Auxilium. Other historical
sources of revenue include biopharmaceutical alliances and royalties from the divested genomic services business. In future periods, the
Company expects that its revenues derived from biopharmaceutical alliances will continue to decrease, however product revenues and
co-promotion revenues will continue to increase based on the anticipated increased volume of prescriptions of FACTIVE tablets and TESTIM
testosterone gel.

Product Sales/Deferred Revenue

The Company follows the provisions of Staff Accounting Bulletin No. 104, Revenue Recognition (a replacement of SAB 101) and recognizes
revenue from product sales upon delivery of product to wholesalers, when persuasive evidence of

Table of Contents 11
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an arrangement exists, the fee is fixed or determinable, title to product and associated risk of loss has passed to the wholesaler and collectability
of the related receivable is reasonably assured. All revenues from product sales are recorded net of applicable allowances for sales returns,
rebates, chargebacks, and discounts. For arrangements where the risk of loss has not passed to wholesalers or pharmacies, the Company defers
the recognition of revenue by recording deferred revenue until such time that risk of loss has passed. Also, the cost of FACTIVE associated with
amounts recorded as deferred revenue are recorded in inventory until such time as risk of loss has passed.

Co-Promotion Revenue

Amounts earned under the Company s co-promotion agreement with Auxilium from the sale of TESTIM, a product developed by Auxilium, is
classified as co-promotion revenue in the accompanying statements of operations. Auxilium is obligated to pay the Company a co-promotion fee
based on a specified percentage of the gross profit from TESTIM sales attributable to primary care physicians in the U.S. that exceeds a
specified sales threshold. The specific percentage is based upon TESTIM sales levels attributable to primary care physicians and the marketing
expenses incurred by the Company in connection with the promotion of TESTIM under the co-promotion agreement. Such co-promotion
revenue is earned when TESTIM units are dispensed through patient prescriptions. There is no cost of goods sold associated with co-promotion
revenue, and the selling and marketing expenses related to co-promotion revenue are included in selling, general and administrative expenses.

Sales Rebates, Discounts and Incentives for FACTIVE

The Company s product sales are subject to various rebates, discounts and incentives that are customary in the pharmaceutical industry.

During the third quarter of 2004, the Company offered certain product stocking incentives to a number of pharmacy customers. These incentives
included limited guaranteed sales provisions. As a result of these provisions, risk of loss has not passed to the customer. Accordingly, the
Company has deferred all revenue related to these units until such time as the unit is provided to a patient with a prescription. As of June 30,
2005, the remaining balance of deferred revenue related to these units is approximately $885,000.

Beginning in the fourth quarter of 2004, the Company initiated a sample card program whereby it offered an incentive to patients in the form of
a free full-course sample card. The Company has accounted for this program in accordance with Emerging Issues Task Force Issue No. 01-09,

Accounting for Consideration Given by a Vendor to a Customer (EITF No. 01-09). As of June 30, 2005, the Company did not have sufficient
history with these types of incentive programs in order to develop a reasonable and reliable estimate of the amount of reimbursement claims that
it expects to realize. As a result, the Company has recorded the maximum reserve (100% redemption) for reimbursement claims related to
sample cards distributed as of June 30, 2005, which resulted in a reduction of revenues. The reserve related to unclaimed cards was
approximately $1,941,000 as of June 30, 2005. The Company will adjust the reserve upon completion of the program, which will result in
additional product revenue being recorded at that time. The sample card program will be completed by September 30, 2005 and the Company
may be able to consider the actual redemption rate in estimating the liability for similar programs in the future.

During the first quarter of 2005, the Company initiated a voucher rebate program whereby it offered a rebate to patients who received a
FACTIVE prescription. The Company has accounted for this program in accordance with EITF No. 01-09. The Company was able to develop a
reasonable estimate of the liability for this program based upon historical redemption rates for similar completed programs offered by third
parties. As of June 30, 2005, the reserve balance associated with the voucher rebate program was approximately $173,000. The program is
expected to be completed by December 31, 2005.
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The Company s product sales are made to pharmaceutical wholesalers for further distribution through pharmacies to the ultimate consumers of its
product. All revenues from product sales are recorded net of applicable allowances for returns, wholesaler chargebacks, cash discounts, and
administrative fees. The Company estimates wholesaler chargebacks, cash discounts, administrative fees and other rebates by considering the
following factors: current contract prices and terms, estimated customer and wholesaler inventory levels and current average chargeback rates.
The process to estimate product returns includes the remaining shelf life and the product life cycle stage. The Company estimates product return
allowances based on historical information for similar or competing products in the same distribution channel. Also, the Company obtains and
evaluates product return data from distributors and, based on this evaluation, estimates return rates. The reserves are reviewed at each reporting
period and adjusted to reflect data available at that time. The Company has accrued approximately $532,000 in sales return reserves and
$520,000 in other revenue reserves as of June 30, 2005. To the extent the Company s estimates of contractual allowances, rebates and sales
returns are different from actuals, the Company adjusts the reserve which impacts the amount of product sales revenue recognized in the period
of the adjustment. The Company has not received any significant returns through June 30, 2005.

Table of Contents 13



Edgar Filing: OSCIENT PHARMACEUTICALS CORP - Form 10-Q

Table of Conten

Biopharmaceutical Revenue

Prior to the merger with Genesoft, the Company pursued biopharmaceutical revenues through alliance partnerships with pharmaceutical
companies and government grants. The Company also maintained a genomics services business. The Company has now shifted its focus to the
development and commercialization of pharmaceutical products. The declining revenues and associated expenses for the genomics services
business have been classified as discontinued operations in the accompanying consolidated financial statements.

Biopharmaceutical revenues have consisted of government research grants and license fees, contract research and milestone payments from
alliances with pharmaceutical companies. Genomics services revenues have consisted of government sequencing grants, fees and royalties
received from custom gene sequencing and analysis services.

(b) Restricted Cash

The Company s restricted cash consists of amounts required to be paid for the first six semi-annual interest payments due in connection with the
convertible debt offering completed in May 2004. As of June 30, 2005 the remaining four semi-annual interest payments payable on October

15th and April 15th of each year are restricted. In addition, approximately $4,130,000 of cash is restricted in connection with letters of credit
issued for the building leases at the Company s Waltham, Massachusetts and South San Francisco, California facilities. The restrictions related to
the building leases lapse at various dates through March 31, 2012.

(c) Property and Equipment

The Company records property and equipment at cost. Major replacements and improvements are capitalized, while general repairs and
maintenance are expensed as incurred. The Company depreciates its property and equipment over the estimated useful life of the assets using the
straight-line method starting when the asset is placed in service. The estimated useful life for leasehold improvements is the term of the lease
(which is lower than the useful life of the assets).

Estimated Useful Life
Manufacturing and computer equipment 3-5 Years
Equipment and furniture 3-5 Years
Leasehold improvements 7 Years

Depreciation expense was approximately $298,000 and $640,000 for the six-month period ended June 30, 2005 and for the twenty-six week
period ended June 26, 2004, respectively.

(d) Inventory
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Inventory is stated at the lower of cost or market with cost determined under the first-in, first-out ( FIFO ) method. Inventory consists of raw
material, labor and overhead charges as of June 30, 2005. As of June 30, 2005, inventory consists of FACTIVE raw material in powder form and
work-in-process of approximately $5,617,000 and FACTIVE finished tablets of approximately $11,151,000 to be used for samples and
commercial sales of FACTIVE. On a quarterly basis, the Company analyzes its inventory levels, and writes down inventory to cost of product
sales if such inventory has become obsolete, has a cost basis in excess of its expected net realizable value or is in excess of expected
requirements. Expired inventory will be disposed of and the related costs will be written off. The following table represents inventories:

June 30,
December 31,
2005 2004
Raw Material $ 4,758,902 $ 1,484,707
Work-in-process 857,788 2,888,055
Finished Goods 11,151,303 7,543,119
Total $16,767,993 $11,915,881

(e) Net Loss Per Share

Basic and diluted net loss per share was determined by dividing net loss by the weighted average shares outstanding during the period. Diluted
loss per share is the same as basic loss per share for all periods presented, as the effect of the potential common stock is antidilutive. Antidilutive
securities, which consist of stock options, securities sold under the Company s employee stock purchase plan, directors deferred stock,
convertible notes, warrants and unvested restricted stock that are not included in diluted net loss per share totaled 39,475,038 and 38,005,371
shares of the Company s common stock (prior to the application of the treasury stock method) during the three and six-month periods ended June
30, 2005 and the thirteen and twenty-six week periods ended June 26, 2004, respectively.
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(f) Single Source Suppliers

FACTIVE

The Company currently obtains the active pharmaceutical ingredient for its commercial requirements for FACTIVE from a single source. The
Company purchases the active pharmaceutical ingredient pursuant to a long-term supply agreement. The disruption or termination of the supply
of the commercial requirement for FACTIVE or a significant increase in the cost of the active pharmaceutical ingredient from this source could
have a material adverse effect on the Company s business, financial position and results of operations.

TESTIM

Pursuant to the Company s co-promotion arrangement with Auxilium, Auxilium is responsible for the manufacture and distribution of TESTIM.
Auxilium relies on a single third party source for the manufacture of TESTIM as well as certain of the raw materials used to produce TESTIM.
The disruption or termination of the supply of TESTIM by Auxilium or its third party contractors could have a material adverse effect on the
Company s business, financial position and results of operations.

(g) Concentration of Credit Risk

SFAS No. 105, Disclosure of Information about Financial Instruments with Off-Balance-Sheet Risk and Financial Instruments with
Concentrations of Credit Risk, requires disclosure of any significant off-balance-sheet and credit risk concentrations. The Company has no
off-balance-sheet or concentrations of credit risk such as foreign exchange contracts, options contracts or other foreign hedging arrangements.
The Company maintains its cash and cash equivalents and investment balances with several nonaffiliated institutions.

The following table summarizes the number of customers that individually comprise greater than 10% of total revenues and their respective
percentage of the Company s total revenues:

Percentage of Total Revenues by Customer

Number of

Significant

Customers A B C D E
Three months ended June 30, 2005 2 53% 27%
Thirteen week period ended June 26, 2004 1 88%
Six months ended June 30, 2005 2 61% 20%
Twenty-six week period June 26, 2004 2 58% 40%

The following table summarizes the number of customers that individually comprise greater than 10% of total accounts receivable and their
respective percentage of the Company s total accounts receivable:
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Percentage of Total Accounts Receivable by Customer

Number of

Significant

Customers A B C D E
As of:
June 30, 2005 3 49% 27% 12%
December 31, 2004 3 49% 14% 22%

To date, the Company has not written off any significant accounts receivable.

(h) Use of Estimates

The preparation of consolidated financial statements in conformity with accounting principles generally accepted in the United States 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 consolidated condensed financial statements and the reported amounts of revenues and expenses during the reporting

period. Actual results could differ from those estimates.
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(i) Reclassifications

The Company has reclassified certain prior-year information to conform with the current year s presentation.

(j) Change in Quarterly Reporting Periods

Beginning in 2005, the Company changed its quarterly month end reporting dates to end on March 31, June 30 and September 30 as opposed to
a thirteen week period end. The change in quarterly reporting dates does not have a material impact on the financial statements.

(k) Comprehensive Income (Loss)

The Company follows the provisions of SFAS No. 130, Reporting Comprehensive Income. SFAS No. 130 requires disclosure of all components
of comprehensive income (loss) on an annual and interim basis. Comprehensive income (loss) is defined as the change in equity of a business
enterprise during a period from transactions and other events and circumstances from non-owner sources. Historically, other comprehensive
income had included net loss and change in unrealized gains and losses in marketable securities. For the three and six-month periods ended June
30, 2005 and for the thirteen and twenty-six week periods ended June 26, 2004, the Company s net loss equaled comprehensive loss.

(1) Segment Reporting

The Company follows the provisions of SFAS No. 131, Disclosures about Segments of an Enterprise and Related Information. SFAS No. 131
establishes standards for reporting information regarding operating segments in annual financial statements and requires selected information for
those segments to be presented in interim financial reports issued to stockholders. SFAS No. 131 also establishes standards for related
disclosures about products and services and geographic areas. Operating segments are identified as components of an enterprise about which
separate discrete financial information is available for evaluation by the chief operating decision maker, or decision-making group, in making
decisions as to how to allocate resources and assess performance. The Company s chief decision makers, as defined under SFAS No. 131, are the
chief executive officer and chief financial officer. Prior to sale of the genomics services segment in 2003, the Company had viewed its
operations and managed its business as principally two operating segments: genomics services and biopharmaceutical. In 2004, the Company
exited the genomics services segment and merged with Genesoft. The Company launched FACTIVE on September 9, 2004 and began its
co-promotion of TESTIM in May 2005. As a result, the Company believes it now operates in one segment called biopharmaceutical and product
sales and the financial information disclosed herein represent all of the material financial information related to the Company s one operating
segment. In addition, in the fourth quarter of 2004, the Company reclassified all prior periods to present the revenues and expenses associated
with the genomics business as discontinued operations as the Company no longer had significant involvement in the cash flows of this business.
All of the Company s revenues are generated in the United States and all assets are located in the United States.

(m) Pro Forma Disclosure of Stock-Based Compensation
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The Company applies the intrinsic value method under APB No. 25 and related interpretations, in accounting for its stock-based compensation
plans, rather than the alternative fair value accounting method provided for under SFAS No. 123. Under APB No. 25, when the exercise price of
options granted under these plans equals the market price of the underlying stock on the date of grant, no compensation expense is required. In
accordance with Emerging Issues Task Force ( EITF ) No. 96-18, Accounting for Equity Instruments That are Issued to Other Than Employees
for Acquiring, or in Conjunction with Selling, Goods or Services, the Company records compensation expense equal to the fair value of options
granted to non-employees over the period of service, which is generally the vesting period.

The following table illustrates the effect on net loss and net loss per share if the Company had applied the fair value recognition provisions of
SFAS No. 123 to employee stock-based awards. The Company has computed the pro forma disclosures required under SFAS No. 123 and SFAS
No. 148, Accounting for Stock-Based Compensation-Transaction and Disclosure, for all employee stock options granted using the
Black-Scholes option pricing model prescribed by SFAS No. 123.
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Six
Three Thirteen
‘Week Months Twen.ty-Six Week

Months Ended Period Ended Ended Period Ended

June 30, 2005 June 26, 2004 June 30, 2005 June 26, 2004
Net loss as reported $ (21,743,813)  $(17,266,336)  $(49,580,210) $ (36,745,660)
Add: Stock-based employee compensation cost, included in the
determination of net loss as reported 44,864 1,881,717 993,512 2,446,296
Less: Total stock-based compensation expense determined under
the fair value method for all employee awards (1,062,401) (2,799,871) (5,471,205) (4,758,957)
Pro forma net loss $ (22,761,350)  $(18,184,490) $(54,057,903) $ (39,058,321)
Basic and diluted net loss per share
As reported $ 0.28) $ 023) $ 0.65) $ (0.56)
Pro forma $ 0300 $ ©024) $ 0.71) $ (0.60)

The Company s stock option grants typically vest over several years and the Company intends to grant varying levels of stock options in future
periods. Therefore, the pro forma effects on net loss and net loss per common share of expensing the estimated fair value of stock options and
common shares issued pursuant to the stock option plan for 2005 and 2004 are not necessarily representative of the effects on reported results
from operations for future years.

(n) Recent Accounting Pronouncements

Stock Based Compensation

On December 16, 2004, the Financial Accounting Standards Board (FASB) issued SFAS No. 123 (revised 2004), Share-Based Payment (SFAS

No. 123(R)), which is a revision of SFAS No. 123, Accounting for Stock-Based Compensation (SFAS No. 123). SFAS No. 123(R) supersedes
APB Opinion No. 25, Accounting for Stock Issued to Employees (APB No. 25), and amends SFAS No. 95, Statement of Cash Flows. Generally,
the approach in SFAS No. 123(R) is similar to the approach described in SFAS No. 123. However, SFAS No. 123(R) requires all share-based
payments to employees, including grants of employee stock options, to be recognized in the income statement based on their fair values. Pro

forma disclosure is no longer an alternative. On April 14, 2005, the Securities and Exchange Commission delayed the effective date of SFAS

No. 123(R) to the beginning of the first fiscal year ending after June 15, 2005. As a result, the Company expects to adopt SFAS No. 123 on

January 1, 2006.

SFAS No. 123(R) permits public companies to adopt its requirements using one of two methods:

A modified prospective method in which compensation cost is recognized beginning with the effective date (a) based on the
requirements of SFAS No. 123(R) for all share-based payments granted after the effective date and (b) based on the requirements of
SFAS No. 123 for all awards granted to employees prior to the effective date of SFAS No. 123(R) that remain unvested on the
effective date.
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A modified retrospective method which includes the requirements of the modified prospective method described above, but also
permits entities to restate based on the amounts previously recognized under SFAS No. 123 for purposes of pro forma disclosures
either (a) all prior periods presented or (b) prior interim periods of the year of adoption.

The Company is still assessing the method of adoption and model and is assessing the impact that the adoption of SFAS No. 123(R) will have on
its results of operations and related disclosures. SFAS No. 123(R) will likely affect the Company s stock option issuances and shares purchased
by employees under the employee stock purchase plan.

(3) MERGER WITH GENESOFT PHARMA CEUTICALS, INC. AND SALE OF COMMON STOCK

On February 6, 2004, the Company completed its acquisition of Genesoft, a privately-held company located in South San Francisco, California.
Pursuant to such acquisition, the Company acquired the rights to commercialize FACTIVE and began to expand its business in the primary care
physician market in the United States.

Concurrent with the merger, the Company sold 16.8 million shares of its common stock at $5.25 per share resulting in net proceeds received of
approximately $81 million.

11
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At the time of acquisition, management approved a plan to integrate certain Genesoft facilities into existing operations. In connection with the
integration activities, the Company included in the purchase price allocation a restructuring liability of approximately $18,328,000, which
includes $1,419,000 in severance-related costs and $16,887,000 in facility lease impairment costs. In the quarter ended December 31, 2004, in
accordance with EITF No. 95-3, the Company made an adjustment to the facilities impairment estimate based on the additional cost of utilities
and other related expenses of approximately $4,730,000. The adjustment was recorded as an additional cost of the acquired company. In 2004,
the Company paid approximately $1,419,000 against the 2004 accrual for termination benefits.

The following table displays the restructuring liability activity in 2005 as part of purchase accounting related to the Genesoft acquisition:

Balance at
Balance at June 30,
December 31, Cash Interest
2004 Payments Accretion 2005
Facility lease liability $ 19,374,788 $ (1,620,066) $ 464,982 $ 18,219,704

The Company recorded interest expense of approximately $465,000 in the first half of 2005 in connection with the amortization of the lease
liability. The Company recorded the lease liability at its net present value and, accordingly, the Company recorded interest expense associated
with the amortization of this liability.

Additionally, the Company recorded approximately $5,423,000 of deferred compensation related to the intrinsic value of unvested options
issued in exchange for options assumed in the merger, which was fully amortized through March 31, 2005.

The pro-forma statements of operations relating to the acquisition of Genesoft are not disclosed as the pro-forma results are not materially
different from the actual results.

(4) RESTRUCTURING PLANS

In the fourth quarter of 2004, the Company relocated its corporate headquarters from one facility in Waltham, Massachusetts to a different
facility in Waltham, Massachusetts. The Company completed the relocation to obtain additional administrative space that was needed to support
the launch of FACTIVE. As a result of the relocation, the Company recorded a restructuring charge of approximately $4.7 million. The total
charge was comprised of $2.7 million for the value of rental costs that will continue to be incurred through the lease expiration date on
November 15, 2006, net of expected sublease income and $2.0 million for the write-off of the net book value of the leasehold improvements at
the abandoned facility.

The following table summarizes the restructuring liability activity during the six-months ended June 30, 2005 as part of the restructuring plan:
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Balance at Balance at
December 31, June 30,
Cash
2004 Payments 2005
Facility lease liability $ 2,219,202 $(716,395) $ 1,502,807

(5) CASH, CASH EQUIVALENTS AND MARKETABLE SECURITIES

The Company applies the provisions of SFAS No. 115, Accounting for Certain Investments in Debt and Equity Securities. At June 30, 2005 and
December 31, 2004, the Company s investments included short-term marketable securities, the majority of which are classified as
held-to-maturity, as the Company has the positive intent and ability to hold these securities to maturity. Cash equivalents are short-term, highly
liquid investments with original maturities of 90 days or less. Marketable securities are investment securities with original maturities of greater
than 90 days. Cash equivalents are carried at cost, which approximates market value, and consist of debt securities. Marketable securities that are
classified as held-to-maturity are recorded at amortized cost, which approximates market value and consist of commercial paper and U.S.
government debt securities. At June 30, 2005, the average maturity of the Company s investments was approximately 2.5 months. Also, at June
30, 2005, the Company had a net unrealized loss of approximately $77,900, which is the difference between the amortized cost and the fair value
of the held-to-maturity investments.

12
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At June 30, 2005 and December 31, 2004, the Company s cash and cash equivalents and investments consisted of the following:

Gross Gross
Amortized Unrealized Unrealized Estimated
Cost Gains Losses Fair Value
June 30, 2005
Cash and Cash Equivalents:
Cash $52,579,967 $ $ $ 52,579,967
Debt securities, government and agency issues 1,421,644 78 1,421,722
Debt securities, corporate obligations 30,014,886 1,888 (9,995) 30,006,779
Total cash and cash equivalents $84,016497 $ 1,966 $ (9,995) $ 84,008,468
Investments (held-to-maturity):
Short-term debt securities, corporate securities $24,640217 $ 2,321 $ (72,156) $24,570,382
December 31, 2004
Cash and Cash Equivalents:
Cash $57,635,695 $ $ $ 57,635,695
Debt securities, government and agency issues 2,484,967 1,283 2,486,250
Debt securities, corporate obligations 4,622,611 (2,688) 4,619,923
Total cash and cash equivalents $64,743273 $ 1,283 $ (2,688) $64,741,868
Investments (held-to-maturity):
Short-term debt securities, government and agency issues $ 2484967 $ 1,283 $ $ 2,486,250
Short-term debt securities, corporate securities 92,198,733 3,769 (236,693) 91,965,809
Total short-term investments (held to maturity) $94,683,700 $ 5,052 $(236,693) $94,452,059
Investment (available-for-sale): $ 225,000 $ $ $ 225,000

(6) NOTE RECEIVABLE

In connection with a lease agreement associated with vehicles for the Company s sales representatives, the Company was required to issue notes
totaling $2,353,000 as the vehicles were delivered. The notes bear interest at rates from 5.5% to 5.75%. Principal and interest are paid back to
the Company over the 36 month lease term as lease payments are made on the vehicles.

(7) LONG-TERM OBLIGATIONS

On February 6, 2004, in connection with the merger with Genesoft, the Company issued $22,309,647 in principal amount of 5% convertible
promissory notes due in February 2009. These notes are convertible into the Company s common stock at the option of the holders, at a
conversion price of $6.6418 per share (subject to anti-dilution and other adjustments). In addition, the Company has the right to force conversion
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if the price of its common stock closes above 150% of the then effective conversion price for 15 consecutive trading days. At the closing of the
merger, the holders of these notes also received an aggregate 4,813,547 shares of the Company s common stock representing the payment of
accrued interest and related amounts on certain outstanding notes previously issued to such holders by Genesoft.

In the quarter ended June 26, 2004, the Company issued $152,750,000 in principal amount of its 3.5% senior convertible promissory notes due
in April 2011. These notes are convertible into the Company s common stock at the option of the holders at a conversion price of $6.64 per share.
The Company may not redeem the notes at its election before May 10, 2010. After this date, the Company can redeem all or a part of the notes
for cash at a price equal to 100% of the principal amount of the notes to be redeemed plus accrued and unpaid interest. Upon the occurrence of a
termination of trading of the Company s common stock or a change of control transaction in which substantially all of the Company s common
stock is exchanged for consideration other than common stock that is listed on a U.S. national securities exchange or market (such as
NASDAQ), holders of these notes have the right to require the Company to repurchase all or any portion of their notes at a price equal to 100%
of the principal amount plus accrued and unpaid interest. In addition, in the case of a change of control transaction in which all of the
consideration paid for the Company s common stock consists of cash, the Company may have an obligation to pay an additional make-whole
premium to the note holders based on a formula set forth in the indenture. In connection with the issuance, the Company recorded deferred
financing costs of $5,708,000 which is being amortized over the period the notes are outstanding. A portion of the net proceeds from the offering
was used to purchase U.S. government securities as pledged collateral to secure the first six scheduled interest payments on the notes, which are
classified as

13

Table of Contents 25



Edgar Filing: OSCIENT PHARMACEUTICALS CORP - Form 10-Q

Table of Conten

restricted cash on the June 30, 2005 and December 31, 2004 consolidated balance sheets. As part of the issuance, the Company filed a shelf
registration statement relating to the resale of the notes and the common stock issuable upon conversion.

(8) SUPPLY AND FINISHED PRODUCT AGREEMENTS FOR FACTIVE

LG Life Sciences

In October 2002, Genesoft, now a subsidiary of the Company, entered into a license and option agreement with LG Life Sciences to develop and
commercialize FACTIVE (gemifloxacin mesylate), a novel fluoroquinolone antibiotic, in North America, France, Germany, the United
Kingdom, Luxembourg, Ireland, Italy, Spain, Portugal, Belgium, the Netherlands, Austria, Greece, Sweden, Denmark, Finland, Norway,
Iceland, Switzerland, Andorra, Monaco, San Marino and Vatican City. This agreement subsequently was assigned to the Company. The term of
the agreement with respect to each country extends at least through the life of the patents covering gemifloxacin in such country. In the United
States, the last of the currently issued patents expires in 2019. The product was approved for sale in the United States in April 2003 for the
treatment of acute bacterial exacerbation of chronic bronchitis and community-acquired pneumonia of mild to moderate severity.

Under the terms of the agreement, LG Life Sciences has agreed to supply, and the Company is obligated to purchase, from LG Life Sciences all
of the Company s anticipated commercial requirements for FACTIVE bulk drug substance. LG Life Sciences currently supplies the FACTIVE
bulk drug substance from its manufacturing facility in South Korea.

The agreement also requires the Company to achieve a minimum level of FACTIVE sales over a period of time, which if not met, would result

in the technology being returned to LG Life Sciences. Under this agreement, the Company is responsible, at its expense and through consultation
with LG Life Sciences, for the clinical and commercial development of gemifloxacin in the countries covered by the license, including the
conduct of clinical trials, the filing of drug approval applications with the FDA and other applicable regulatory authorities and the marketing,
distribution and sale of gemifloxacin in the Company s territory; provided, that LG Life Sciences has the right to co-promote the product, on
terms to be negotiated, in the Company s territory for 2008 and periods commencing thereafter, in which case the Company s royalty obligations
to LG Life Sciences would cease. In an amendment dated March 31, 2005 as further described below, LG Life Sciences right to co-promote will
terminate upon the Company reaching a certain level of sales.

Under this license agreement, the Company was required to pay LG Life Sciences $8 million upon the completion of the merger with Genesoft.
This amount was accounted for as part of the purchase price for Genesoft. The Company is obligated to pay a royalty on sales of FACTIVE in
North America and the territories covered by the license in Europe. These royalty obligations expire with respect to each country covered by the
agreement on the later of the expiration of the patents covering FACTIVE in such country or ten years following the first commercial sale of
FACTIVE in such country.

On March 31, 2005, the Company amended its license and option agreement with LG Life Sciences. The amended agreement included a $2
million license fee payable to LG Life Sciences upon execution of the amendment, which was recorded to general and administrative expense in
the quarter ended March 31, 2005. In addition, the amended agreement requires additional milestone payments of up to $30 million upon
achievement of additional regulatory approvals and certain sales thresholds. The amended agreement also includes a reduction of future royalties
payable to LG Life Sciences at higher revenue levels for FACTIVE in territories covered by the agreement.
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Gross margins of FACTIVE, after standard product costs and royalties but excluding amortization of intangible assets, are expected to be in the
70%-75% range for the first two years after launch and then in the 65%-70% range. However, as a result of the amendment to the LG agreement
discussed above, gross margins may return to the 70%-75% range if significantly higher sales of FACTIVE are achieved, which would require a
significant expansion of the sales effort.

Patheon

In May 2005, the Company completed the technology transfer process for the manufacture of finished products by Patheon Inc. and filed a
supplemental application with the FDA to approve Patheon, replacing the previous fill and finish provider, SB Pharmco. More than 30 days have
passed following the FDA s receipt of the supplemental application without questions or comments from the FDA, and the Company now uses
Patheon as its fill and finish provider of FACTIVE tablets pending final action by the FDA on the supplemental filing. The Company
commenced shipping product from Patheon to its distribution center in the second quarter of 2005.

(9) CO-PROMOTION OF TESTIM

On April 11, 2005, the Company entered into a co-promotion agreement with Auxilium under which the Company and Auxilium have begun to
co-promote in the U.S. Auxilium s marketed product, TESTIM, a topical 1% testosterone gel indicated for the treatment of male hypogonadism.
Pursuant to the co-promotion agreement, the Company has the exclusive right to promote TESTIM jointly with Auxilium to primary care
physicians using the Company s sales force. The initial term of the co-promotion agreement with Auxilium commenced May 1, 2005 and ends on
April 30, 2007. The Company may
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extend the agreement for two consecutive two-year periods provided that it has met certain milestones for each extension related to physician
detailing, market share and gross sales. If these milestones are met and the Company does not elect to terminate the co-promotion agreement, the
first extension period will commence on January 1, 2007 and end on December 31, 2008 and the second extension period will commence
January 1, 2009 and end on April 30, 2011.

Both organizations will jointly develop a promotion plan which sets forth the responsibilities of both parties with respect to the marketing and
promotion of TESTIM in the U.S. for the primary care physician market. The Company and Auxilium share equally expenses related to the
promotion of TESTIM to the primary care physician market. Each party will be responsible for the costs associated with its own sales force. In
addition, Auxilium is obligated to pay the Company a co-promotion fee based on a specified percentage of the gross profit from TESTIM sales
attributable to primary care physicians in the U.S. that exceeds a specified sales threshold. These fees are classified as co-promotion revenue in
the accompanying statements of operations. The specific percentage is based upon TESTIM sales levels attributable to primary care physicians
and the marketing expenses incurred by the Company in connection with the promotion of TESTIM under the co-promotion agreement. There is
no cost of goods sold associated with co-promotion revenue, and the selling and marketing expenses related to co-promotion revenue are
included in selling, general and administrative expense. The co-promotion agreement can be terminated by either party upon the occurrence of
certain termination events, including if a generic form of TESTIM is approved and sold in the United States, in which case Auxilium is obligated
to pay the Company a specified percentage of the profits for the following two years. Also, the Company has been granted the exclusive option
to co-promote any future Auxilium product candidate that treats male hypogonadism and contains testosterone as the active ingredient.

(10) SALE OF AGENCOURT INVESTMENT

During the second quarter of 2005, the Company received approximately $2.2 million in exchange for 500,000 shares of Agencourt Bioscience
Corporation (Agencourt) common stock when Agencourt was acquired by Beckman Coulter. The Company received the original 500,000 shares
as part of the sale of the genomics services business in 2002 to Agencourt. In connection with the receipt of these funds, the Company recorded
a gain on the sale of the stock of approximately $2.0 million during the second quarter ended June 30, 2005. In addition, the Company may
receive additional funds through 2008 based on milestones achieved by Agencourt.

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

Forward-Looking Statements

Certain statements contained herein related to future operating losses and our potential for profitability, the sufficiency of our cash resources, the
relative levels of our expenses for the remainder of 2005, future revenues and sales of FACTIVE® and TESTIM®, our intent to focus in the near
term on the commercial and clinical development of FACTIVE and the sale of TESTIM, plans to expand our sales force, our discount and rebate
programs for FACTIVE, the outcome of our discussions with Vicuron regarding the filing of an NDA for Ramoplanin, the timing of the filing of
an sNDA for FACTIVE for the treatment of ABS and a 5-day course of treatment of CAP, as well as other statements related to the progress and
timing of product development, present or future licensing, collaborative or financing arrangements or that otherwise relate to future periods, are
forward-looking statements as defined by the Private Securities Litigation Reform Act of 1995. These statements represent, among other things,
the expectations, beliefs, plans and objectives of management and/or assumptions underlying or judgments concerning the future financial
performance and other matters discussed in this document. The words may, will, should, plan, believe, estimate, intend, anticipate,
expect and similar expressions are intended to identify forward-looking statements. All forward-looking statements involve certain risks,
estimates, assumptions, and uncertainties with respect to future revenues, cash flows, expenses and the cost of capital, among other things.
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Some of the important risk factors that could cause our actual results to differ materially from those expressed in our forward-looking statements
are included under the heading Factors Affecting Future Results below. We encourage you to read these risks carefully. We caution investors not
to place significant reliance on the forward-looking statements contained in this report. These statements, like all statements in this report, speak
only as of the date of this report (unless another date is indicated) and we undertake no obligation to update or revise the statements.

Overview

We are a biopharmaceutical company committed to the clinical development and commercialization of new therapeutics to serve unmet medical
needs. Our lead product is the fluoroquinolone antibiotic FACTIVE (gemifloxacin mesylate) tablets, indicated for the treatment of
community-acquired pneumonia of mild to moderate severity and acute bacterial exacerbations of chronic bronchitis. The commercial sale of
FACTIVE began in September 2004 and is currently promoted nationally by our 250-person sales team. We also co-promote Auxilium
Pharmaceuticals, Inc. s marketed product, TESTIM, a topical 1% testosterone gel indicated for the treatment of male hypogonadism. For the near
term, we intend to focus our efforts on commercial sales of FACTIVE tablets for the indications set forth above, clinical trials for additional
indications of FACTIVE and commercial sales of TESTIM.

On February 6, 2004, we completed our merger with GeneSoft Pharmaceuticals, Inc., a privately-held pharmaceutical company based in South
San Francisco, California. The merger was accounted for as a purchase by us under accounting principles generally accepted in the United
States.
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We have incurred significant operating losses since our inception. As of June 30, 2005, we had an accumulated deficit of approximately $298.4
million. We expect to incur additional operating losses over the next several years due to the implementation of manufacturing, distribution,
marketing and sales capabilities, as well as continued research and development efforts, preclinical testing and clinical trials.

FACTIVE

Overview

Our lead product is FACTIVE tablets, indicated for the treatment of community-acquired pneumonia of mild-to-moderate severity, or CAP, and
acute bacterial exacerbations of chronic bronchitis, or AECB. The product was approved for sale in the United States in April 2003 for such
indications.

In October 2002, Genesoft, now a subsidiary of ours, entered into a license and option agreement with LG Life Sciences to develop and
commercialize gemifloxacin, a novel flouroquinolone antibiotic, in North America, France, Germany, the United Kingdom, Luxembourg,
Ireland, Italy, Spain, Portugal, Belgium, the Netherlands, Austria, Greece, Sweden, Denmark, Finland, Norway, Iceland, Switzerland, Andorra,
Monaco, San Marino and Vatican City. This agreement was subsequently assigned to us. The term of the agreement with respect to each country
extends at least through the life of the patents covering gemifloxacin in such country. In the United States, the last of the currently issued patents
expires in 2019.

Under the terms of the agreement, LG Life Sciences has agreed to supply and we are obligated to purchase from LG Life Sciences all of our
anticipated commercial requirements for the FACTIVE bulk drug substance. LG Life Sciences currently supplies the FACTIVE bulk drug
substance from its manufacturing facility in South Korea.

The agreement with LG Life Sciences also requires a minimum sales commitment over a period of time, which if not met, would result in the
technology being returned to LG Life Sciences. Under this agreement, we are responsible, at our expense and through consultation with LG Life
Sciences, for the clinical and commercial development of gemifloxacin in the countries covered by the license, including the conduct of clinical
trials, the filing of drug approval applications with the FDA and other applicable regulatory authorities and the marketing, distribution and sale
of gemifloxacin in our territory; provided, that LG Life Sciences has the right to co-promote the product, on terms to be negotiated, in our
territory for 2008 and periods commencing thereafter, in which case our royalty obligations to LG Life Sciences would cease. Pursuant to an
amendment dated March 31, 2005 as further described below, LG Life Sciences right to co-promote will terminate upon our reaching a certain
level of sales.

Under this license agreement, we were required to pay LG Life Sciences $8 million upon the completion of the merger with Genesoft. We are
obligated to pay a royalty on sales of FACTIVE in North Amercia and the territories covered by the license in Europe. These royalty obligations
expire with respect to each country covered by the agreement on the later of the expiration of the patents covering FACTIVE in such country or
ten years following the first commercial sale of FACTIVE in such country. We were also obligated to make certain milestone payments to LG
Life Sciences upon achievement of additional regulatory approvals and sales thresholds.

On March 31, 2005, we amended our license and option agreement with LG Life Sciences. As part of the amendment of the agreement, we made
a one time payment of $2 million to LG Life Sciences which was recorded to general and administrative expense in the three month period
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ended March 31, 2005. In addition, the amended agreement requires additional milestone payments of up to $30 million upon achievement of
additional regulatory approvals and certain sales thresholds. The amended agreement also includes a reduction of future royalties payable to LG
Life Sciences at certain FACTIVE revenue levels in territories covered by the agreement.

Gross margins of FACTIVE, after standard product costs and royalties but excluding amortization of intangible assets, are expected to be in the
70%-75% range for the first two years after launch and then in the 65%-70% percent range. However, as a result of the amendment to the LG
agreement discussed above, gross margins may return to the 70%-75% range if significantly higher sales of FACTIVE are achieved, which
would require a significant expansion of the the sales effort.

In May 2005, we completed the technology transfer process for the manufacture of finished products by Patheon Inc. and filed a supplemental
application with the 