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SHAREHOLDERS

At December 31, 2006, the Company’s share capital was wholly subscribed. It amounted
to Euro 22,680 thousand and consisted of 22,680,511 ordinary shares with a nominal
value of Euro 1 each. At that date, some Euro 193 thousand of share capital had not yet
been paid. Accordingly, paid share capital amounted to Euro 22,487 thousand.

The Company’s shareholders were as follows at December 31, 2006:

Science Park Raf S.p.A. 28.18%
Airain L.da 28.16%
Fininvest S.p.A. 21.83%
Delfin S.a.r.l 10.91%
Herule Finance S.A. 10.91%
100.00%b6
Delfin S.ar.l. 10,91% Science Park Raf S.p.A.

Herule Finance S.A. 28,18%

10,91%

Fininvest S.p.A. 21,83%
Airain Lda 28,16%
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DIRECTORS’ REPORT ON OPERATIONS

1. FOREWORD

The MolMed S.p.A. financial statements for the year ended December 31, 2006, restated
in accordance with International Accounting Standards (hereafter the IFRS Financial
Statements), have been prepared for inclusion in the offering circular to be prepared for
the purposes of the admission of the ordinary shares in MolMed S.p.A. (hereafter “the
Company”) to trading on the Electronic Stock Market organized and managed by Borsa
Italiana S.p.A.

With reference to Regulation 809/2004/EC and Guideline 05-054b of the Committee of
European Securities Regulators ("CESR”), the Company has restated its financial
statements at December 31, 2006 and 2005 in accordance with International Accounting
Standards (IFRS) solely in order to present the balance sheet, financial and income
statement position of the Company at December 31, 2006 in accordance with the IFRS
accounting policies and valuation methods in force at December 31, 2006. For the
aforementioned reasons, the Company has also prepared financial statements at
December 31, 2005 and December 31, 2004, as restated in accordance with IFRS. For
this purpose, the effects of the first time adoption of IFRS were reflected in relation to
the balance sheet at January 1, 2004.

Moreover, the Company will only prepare and issue its first set of IFRS financial
statements as from the year ended December 31, 2007. Based on the IFRS currently in
force (IFRS adopted by the European Union), the Company believes that the
shareholders’ equity at January 1, 2006, as determined for preparation of the first full
set of IFRS financial statements, will not be significantly different from the shareholders’
equity at January 1, 2006 a determined here for the purposes of the restatement of the
financial information included in the aforementioned Offering Circular in accordance with
IFRS.
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2. INFORMATION ON OPERATIONS

In 2006, the Company continued to focus on the clinical and pre-clinical development of
the molecular medicine products that form part of the business pipeline. It also
evaluated collaboration agreements so as to make the most of its intangible assets.

With regard to its product development activities, the Company has continued to recruit
patients for clinical trials regarding TK (cell therapy enabling haematopoietic stem cell
transplant from partially compatible donors), ARENEGYR (vascular targeting agent for
solid tumours) and M3TK (cancer therapeutic vaccination). The Company has
significantly extended its clinical development plans for ARENEGYR, and launched a
number of Phase II studies in light of the promising results obtained during the Phase I
studies completed during the year.

The Company’s activities also include looking for interest from large bio-pharmaceutical
companies in its products, with a view to possible collaboration agreements that can
make the most of the Company’s patent portfolio. The concrete interest shown on
numerous occasions after contact with such companies has led to valuable relationships
that will continue in the future with further information-gathering meetings.

In terms of intellectual property, MolMed has continued to strengthen and extend its
range of patents in fields related to its product pipeline, with particular regard to
vascular targeting molecules.

The year 2006 has ended with a loss of Euro 10,697,294 thousand. The result for the
period is in line with expectations and is due to the Company’s strategy which, as
outlined in the approved business plan, aims to concentrate on research and
development activities whose economic return is typically deferred for some years. It
should be recalled that, given the nature of the Company’s operations and the objective
characteristics of the trials conducted, research and development costs - that represent
a very high proportion of the Company’s total costs - are expensed in full in the year
they are incurred.

Since it was incorporated, the Company has made hefty losses largely because of the
high level of clinical research and development costs incurred in relation to its products.
It has relied on the support of its shareholders to raise the finances required by its
Business Plans. The Business Plans also project that the Company will incur further costs
in the future, leading to operating losses, at least until one or more of its products will
reach the market or will be the subject of an out-licensing agreement. The uncertainty
that characterises the sector in which the Company operates must be taken into
account.

In 2006, in order to finance these plans, the Shareholders subscribed in full the share
capital increase launched in 2005 and intended to raise funding totaling around Euro 16
million. The second and final stage of this share capital increase was subscribed in
December 2006. The issue raised the funding required by activities planned until around
July 2007. The Board of Directors’ meeting of February 21, 2007 called upon the
Shareholders’ General Meeting, as well as approving the 2006 Financial Statements, to
identify suitable means of raising the financial resources required by activities scheduled
after July 2007, in order to ensure that the level of capital remains consistent with the
pursuit of the business objectives.

In order to raise the financial resources required to sustain the business objectives, an
Extraordinary General Meeting of April 24, 2007 approved a share capital increase of up
to Euro 10,000,000, part of it to be allocated to the share premium reserve. The
deadline for the exercise of rights issue options was set at October 31, 2007 with a final
subscription deadline of November 30, 2007. The Extraordinary General Meeting also
gave the Board of Directors powers to allocate amounts to the nominal share premium,
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up to the maximum amount stated previously. It was possible for the amount in
question to differ from one shareholder to another in the event that payments on
investments subscribed were made on different dates.

The General Meeting of September 28, 2007 noted that capital totaling Euro
10,027,789.43 - including share capital and share premium - had been injected in
execution of the share capital increase approved by the General Meeting of April 24,
2007 with some Euro 726,338 of the share capital not yet paid. Moreover, as further
confirmation of the interest placed in the Company, the Board of Directors has received a
formal, irrevocable commitment from the shareholders that they will ensure that MolMed
S.p.A. continues as a going concern until such time as its ordinary shares are admitted
to a listing on the Electronic Stock Exchange organised and managed by Borsa Italiana
S.p.A. and, in any case, until June 30, 2009 if the listing has not taken place by then.

2.1. Main activities undertaken for each product

Product pipeline

In 2006, the various business divisions were mainly involved in the development of the
products forming part of the business pipeline. They also evaluated possible
collaboration agreements that could make the most of the Company’s intangible asset
portfolio. A summary of the main activities undertaken during the year in relation to
each product is provided below, together with the outlook for future activities.

TK: is a therapy that enables the transplantation of hematopoietic stem cells from
partially compatible donors (“haplo-identical”) when treating haematological
malignancies (leukemia, lymphoma and myeloma). The T cells of the donor are modified
to express a gene (TK) that makes them sensitive to a particular drug. The infusion of
the modified donor T cells prompts patient’s early immune reconstitution, and allows to
maintain the anti-tumour properties of the transplant in .
safe conditions, by keeping the main complication of
“haplo-identical” transplant under control - i.e. the
aggression of donor T cells to the recipient’s normal
tissuues (GvHD). If GvHD occurrs, the patient receives
the drug that leads to the selective elimination of all
donor T cells involved in the syndrome, thus removing
the cause of the GvHD, while keeping the rest of the
graft unaffected.

TK has received Orphan Drug Designation both in Europe and in the USA.

MolMed has completed its Phase I/II clinical testing of TK to treat leukaemia (Protocol
TK007). The Company is now preparing the documentation required for its application to
the relevant authorities for authorisation to commence a new Phase I/II study in the USA
(Protocol TK009) and to commence Phase III study. The Company aims to involve a
significant number of test centers throughout Europe and in the USA.

With regard to this product, the Company also continued to work on the development of
bioreactor production methods for virus supernatants, and on the development of a
closed system to prepare transduced cells.

ARENEGYR (NGR-TNF): ARENEGYR is a new vascular targeting agent for the treatment
of highly vascularised solid tumours. It is a recombinant fusion protein combining a
tumour homing peptide (NGR), that selectively binds to a receptor present only on
endothelial cells of newly formed tumour blood vessels, with the human cytokine TNF-a..
The resulting molecule has unique properties of action against tumour vessels. At low
doses, it induces both a biological anti-tumour reaction and an increase in vascular
permeability, thus increasing the effectiveness and therapeutic index of the cytotoxic
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drugs administered in combination. These unique properties of its action mechanisms
make ARENEGYR particularly attractive both as a single agent therapy, and in
combination with most chemotherapeutic regimens. During the year just ended, MolMed
finished enrolling patients into two Phase I trials: one of them testing the safety of
ARENEGYR as single agent (Protocol NGR002), and one testing safety of tis combination
with doxorubicin (Protocol NGR0O03). The Company is now completing enrolment of
patients into a further Phase I trial - conducted at two European clinical centers
(Nijmegen and Hamburg) belonging to the EORTC (European Organisation for Research
and Treatment of Cancer) - and aimed at finding out the maximum tolerated dose
(Protocol NGROO1).

Based on the promising results of the Phase I trial of ARENEGYR as a single agent, the
Company has determined four Phase II trial protocols for the treatment of patients
suffering from colorectal cancer (Protocol NGR0O06), microcytoma (Protocol NGR0O07),
liver cancer (Protocol NGR0O08) and mesothelioma (Protocol NGR010). The first three
protocols were activated at the end of 2006, while the fourth one will be activated at the
start of 2007. A fifth protocol for a Phase II trial in prostate cancer will be finalised in
2007.

The Phase I study on ARENEGYR in combination with doxorubicin (Protocol NGR003) was
carried out at three centers in Italy and one in the Netherlands (Nijmegen), involving the
enrolment of 15 patients as planned, and enabled the Company to determine
ARENEGYR'’s tolerance profile and safe dose limits when in combination with antiblastic
drugs.

During the year just ended, the Italian Drug Agency (AIFA) also gave its approval for
Phase I testing in combination with Cisplatin (Protocol NGR004). This trial will start at
two centers in Italy in 2007. The Company is currently submitting another application to
the AIFA, requesting authorisation to conduct a Phase II clinical trial on ARENEGYR in
combination with Oxaliplaltin (Protocol NGR0OO5).

Alongside ARENEGYR clinical trials, the Company has developed and perfected methods
for use in identifying and analysing surrogate markers in patients under treatment, so
that the effectiveness of the anti-cancer treatment being tested can be quickly assessed.

M3TK: M3TK is a cancer therapeutic vaccine that triggers the patient’s immune system
by the loading in vivo of dendritic cells with whole tumour antigens, and using patient T
cells as antigen carriers. The immune response generated this way is intended to
effectively destroy cancer cells on a selective basis. The patient’s T cells are genetically
modified to express a tumour antigen specifically expressed by certain solid tumours.
When these modified T cells are infused into the patient, they carry the antigen to the
dendritic cells and trigger a mechanism that causes the immune system to reject and
eliminate tumour cells. The modified T cells also express a gene for a strong
immunogenic protein, thus enabling to evaluate the patient’'s immunocompetence.
MolMed is currently conducting a Phase I/II clinical trial (Protocol IPR002) in advanced
melanoma.

In 2006, M3TK activities concentrated on the Phase I/II clinical trial (Protocol IPR002)
mentioned above, testing the product as treatment in “MAGE-3-positive metastatic
melanoma pre-treated with chemotherapy”. This protocol is being carried out at the
Istituto Nazionale dei Tumori and the Ospedale San Raffaele, both in in Milan. The aim of
this trial is to assess the feasibility of the treatment, while determining activity and
safety profile of the vaccination strategy.

In addition to product development activities carried out directly, we provide the
following information about the main activities of the various business divisions in the
year ended December 31, 2006.

Pag. 9



/—\ Financial Statements at December 31, 2006

MOLMED

Discovery

MolMed’s research strategy is geared towards further
progress with products currently under development, along
with identification of next-generation products.

Research into new anti cancer treatments has been
concentrated on developing recombinant molecules
. belonging to the vascular targeting technological platform, in
: order to create a specific vascular targeting pipeline. The
studies, focusmg on IL-12-NGR and related molecules, have led to the scaling—up of the
purification procedures of the recombinant molecules. The recombinant molecules (NGR-
TNF, IFNy-NGR and IL12-NGR) have been characterised by means of studies of their
anti-tumour activity in animal models, by studies of interactions between NGR and its
receptors in cancer cells and endothelium cells, as well as by molecular and structural
studies. The Company has also commenced structural characterisation studies using
biocrystallography and NMR, conducted mainly on NGR-TNF. The Company has also
begun research in the sector of vascular targeting applications in eye disease. In 2007, it
intends to continue with the functional characterisation - both in vitro and in vivo - of
the various forms of IL12-NGR and of the other molecules combined with the NGR
peptide (NGR-TNF, IFNy-NGR and NGR-IFNy). The aim is to obtain detailed information
on their biological and anti-cancer properties, as well as on the molecular characteristics
of these compounds.

Research into gene therapy for AIDS has concentrated, on the one hand, on testing anti-
HIV genes with an anti-viral effect and developing suitable vectors to transfer them into
stem cells and, on the other hand, on increasing the safety and effectiveness of the gene
therapy approach. These activities have been carried out as part of a research
programme covered by a three year co-operation agreement with the Japanese company
Takara Bio Inc. The research has identified two new anti-HIV genes derived from
proprietary genes, that now constitute new intellectual property, and the functional
characterisation of these new genes has begun. In 2007, the research programme will
continue under the agreement with Takara Bio Inc. It will also be updated and extended
to include new activities. Specifically, the research programme will develop a new
lentivirus-based technological platform, based on the development of cells capable of
producing viral particles for use in industrial-type treatments. It will also involve the
functional characterisation of the new Anti-HIV genes, and the implementation of the
most recent knowledge and techniques to test and quantify the level of safety of a gene
therapy approach in this area.

2.2. Collaboration agreements

In 2005, the Telethon Foundation entrusted MolMed with the development and
completion of Projects MLD and WAS. The two projects continued in 2006. They aim to
use gene therapy with a lentivirus vector-based gene delivery system, to treat patients
suffering from Metachromatic Leukodystrophy (MLD) and Wiskott-Aldrich Syndrome
(WAS).

The collaboration with Telethon is regulated under a general agreement, with a total
valuer between Euro 3.9 million and Euro 4.6 million over a period of around three
years.
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2.3. Research and Development Grants

In 2004, Lombardy Regional Authority approved a grant for the Company in relation to
the "“Study into the therapeutic potential of an IFNy (NGR-IFNy) variant with selective
action on tumours”, a project submitted by MolMed in relation to the promotion of
excellence in the industrial areas of Lombardy. The project started in January 2005 and
will continue until December 31, 2007. It has been awarded a non-refundable grant of
Euro 1,372,950, equal to around 50% of the relevant costs.

The Company is also working on the "CONSERT” gene therapy project, funded under the
EU VI Frameworkr Programme for Research and Development. This project was launched
at the end of 2004, and is scheduled to last around four years. It has received non-
refundable grants for a total of approximately Euro 690,000.

Still under the EU VI Frameworkr Programme for Research and Development, the
Company has continued its work on the “"SKINTHERAPY” project. This is a three-year
project with a total non-refundable grant of approximately Euro 300,000.

The Company has also received approval from the Istituto Superiore di Sanita (ISS) for a
grant of Euro 40,000 in the context of a National AIDS research project. The 12-month
project commenced in January 2006.

MolMed has also taken part, together with several industrial and academic partners, in
an application for funding from the Ministry of University and Research (“National
Research Programme (PNR) Project Ideas 2005-2007") concerning Major Strategic
Projects for the identification of innovative anticancer treatments, from genomics to
therapy. The project submitted passed the initial approval stage: it is scheduled to start
in 2007, and will last around three years. The funding would involve a low-interest loan
of 90% of admissible costs, which amount to Euro 1,091,000.

2.4. Business Development

During the year, Business Development activities concentrated on exploring potential
interest in the Company’s products by bio-pharmaceutical companies, with the aim to
enter into collaboration agreements making the most of the Company’s patent portfolio.
Contacts with international companies on numerous occasions led to the establishment
of valuable relationships with a number of leading bio-pharmaceutical firms showing
concrete interest, and asking for further technical details on the Company’s products
during the meetings held. Contacst and negotiations with these businesses will continue
in the coming year.

With regard to intellectual property, MolMed has strenghtened and extended its patent
portfolio, particularly by extending the field of use of vascular targeting molecules
forming part of the Company’s product portfolio.

MolMed is party to a research collaboration and licensing agreement signed with the
Japanese company Takara Bio in 2005, in relation to a gene therapy product for the
treatment of AIDS. Contacts with the Japanese partner were held in order to modify the
research programme on the basis of the results achieved.

Communication activities increased significantly during the year, with the aim of raising
awareness and visibility of MolMed as a leading Italian company in the biotech sector.
This aim has been implemented by developing a new web site, and new promotional
materials such as product brochures, containing general information and descriptions of
the products developed by the Company. MolMed has also intensified its participation at
trade fairs and conventions in the biotech sector.
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2.5. Share capital operations

The years 2005 and 2006 saw the execution of the share capital increase approved in
September 2005. This led to the injection of financial resources totaling around Euro 16
million.

The Shareholders’ Extraordinary General Meeting of September 20, 2005 approved a
paid share capital increase in two installments of Euro 2,749,153 each. Each stage
would involve the issue of an equal number of ordinary shares with a nominal value of
Euro 1 each. The shares would be offered on a rights basis to existing shareholders with
a share premium of Euro 1.91;

The second and final installment of the above share issue was subscribed and completed
by December 31, 2005 but Euro 193 thousand had not yet been paid by December 31,
2006. Therefore, at December 31, 2006, the share capital increase stood at Euro 5,305
thousand.

In light of the above operations, the situation at December 31, 2006 was as follows:

e  Subscribed Share Capital: Euro 22,680,511

e No of shares issued: 22,680,511

¢ Nominal value of shares: Euro 1.00 each

e Paid Share Capital: Euro 22,487,212

e Approved Share Capital: Up to Euro 24,349,655

As well as the General Meeting resolution dated September 20, 2005, the Approved
Share Capital figure takes account of the resolution dated December 20, 2002 approving
a paid share capital increase, possibly in several installments, of up to Euro 1,669,144
through the issue of a maximum of 1,669,144 new shares. The increase approved on
December 20, 2002 excludes option rights for existing shareholders and the increase is
intended to service a stock option plan for the President of the Board of Directors and
the General Manager of the Company giving them options to subscribe the newly issued
shares.

Taking account of the Business Plans, the financial resources available at December 31,
2006 should cover expected requirements up to July 2007. The same plans also project
that additional financial resources will be required to enable the Company to complete
the development of its pipeline of products and reach the stage where it will be possible
to launch and sell its products.

2.6. Investments

The investments made in 2006 were intended to complete the renovation and
restructuring work started in the second half of 2005. This work mainly regarded the
pharmaceutical lab premises so as to make them suitable for Phase III trials in terms of
GMP rules. The investments also regarded purchases of new licenses and new
laboratory equipment.
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3. ANALYSIS OF INCOME STATEMENT AND FINANCIAL RESULTS

The following table shows the Company’s income statement results for the period

analyzed:
(Amounts in thousands of Euro) Year ended December 31 Change

2006 2005 %

Revenues 1,920 1,301 47.6%
Other income 805 593 35.8%

Total operating revenues 2,725 1,894 43.9%0
Purchases of raw and consumable materials (1,552) (1,338) 16.0%
Costs for services (5,564) (5,042) 10.4%
Use of 3rd party assets/Leases and rentals (1,040) (1,046) (0.6%)
Personnel costs (3,486) (3,377) 3.2%
Other operating costs (142) (176) (19.3%)
Amortisation, depreciation and writedowns (1,779) (1,620) 9.8%

Total operating costs (13,563) (12,599) 7.7%

Operating profit (loss) (10,838) (10,705) 1.2%
Financial income 164 147 11.8%
Financial charges (23) (40) (42.0%)

Net financial income and charges 141 107 31.8%

Profit (loss) before taxation (10,697) (10,598) 0.9%
Taxes on income - -

Net profit (loss) for year (10,697) (10,598) 0.9%

Operating profit (loss)

The above table shows an operating loss of Euro 10,838 thousand in 2006 and Euro
10,705 thousand in 2005. As previously stated, these results have been affected by
business strategy which, in accordance with the Company’s plans, is concentrated on
research and development activities whose return is typically postponed for a number of
years. This feature of the business leads to a high incidence of costs for services,
personnel costs, purchases of materials and costs directly relating to product trials and
development; given the current state of development of the projects, these costs are not
directly reflected in higher revenues.

The operating loss increased slightly in 2006 due to an increase in the Company’s
research and development activities. This led to an increase in operating costs that was
not met with a corresponding increase in revenues.
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Revenues

The following table contains a breakdown of revenues:

(Amounts in thousands of Euro)

2006 2005 Change Change
%
Gene therapy services 412 9 403 4477.8%
Cell thereapy services 138 58 80 137.9%
Cell bank and bulk services 391 289 102 35.3%
Molecular analysis services 11 11 0 0.0%
Milestones 872 732 140 19.1%
Other consultancy 96 202 (106) (52.5%)
Total revenues for services 1,920 1,301 619 47.6%

Revenues increased by 47.6% from Euro 1,301 thousand in 2005 to Euro 1,920
thousand in 2006. This was mainly due to an increase in gene therapy services provided
to the Telethon Foundation and to the spreading over subsequent years of the upfront
payments received on the out-licensing contracts signed with Takara Bio Inc.

“Milestones” increased from Euro 732 thousand in 2005 to Euro 872 thousand in 2006
(+19.1%). The increase was mainly due to the agreement signed with Takara Bio Inc in
2005 in relation to the AIDS project — it contributed revenues throughout the whole
year.

Revenues from gene therapy services increased from Euro 9 thousand in 2005 to Euro
412 thousand in 2006 while revenues from cell therapy services rose from Euro 58
thousand to Euro 138 thousand. These increases of 4,477.8% and 137.9%,
respectively, reflected growth in cellular manipulation activities and in the production of
materials for use in clinical trials commissioned by the Fondazione San Raffaele. The
increases also reflected activities under the collaboration agreement with the Telethon
Foundation that was signed in 2005 - these activities regarded the development and
production of lentivirus vectors.

“Cell banks and bulk” revenues increased from Euro 289 thousand in 2005 to Euro 391
thousand in 2006 (+35,3%). The increase was due to the greater number of patients
treated by the Fondazione San Raffaele’s Bone Marrow Transplant Unit (UTMO) which the
Company provides with patient specific cellular manipulation services.

Other income

Other income was analyzed as follows in 2006 and 2005:

(Amounts in thousands of Euro)

2006 2005
Lombardy Region (Lombardy Industrial areas) 489 221
European Commission (Project "Consert") 169 186
European Commission (Project "Skintherapy") 125 56
European Commission (Projects "Apoclear") - 45
Istituto Superiore della Sanita (AIDS research project) - 40
Other subsidies 9 14
Other income 13 31
Other income 805 593

Other income increased by 35.7% from Euro 593 thousand in 2005 to Euro 805
thousand in 2006. This item mainly consists of research grant income which the
Company accounts for on an accruals basis in proportion to the project costs incurred
during the year.
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The increase in 2006 is mainly due to grants of Euro 489 thousand received under the
Lombardy Region program for the promotion of excellence in the industrial areas of
Lombardy Region and Euro 294 thousand regarding projects under the EU VI Research
and Development Master Program (specifically, project “Consert” Euro 169 thousand and
project “Skintherapy” Euro 125 thousand).

These grants were already being received in 2005 but, as stated below, they had a
greater impact on 2006 given the greater progress made with the grant funded projects.

Operating costs

Operating costs increased by 7.7% from Euro 12,599 thousand in 2005 to Euro 13,563
thousand in 2006. This was mainly due to higher purchases of raw materials and
consumable materials (up by +16.0% from Euro 1,338 thousand in 2005 to Euro 1,552
in 2006) and to higher costs for services (up by 10.4% from Euro 5,042 thousand in
2005 to Euro 5,564 thousand in 2006).

The individual operating cost items are analyzed in more detail below.

Purchases of raw and consumable materials

Purchases of raw and consumable materials increased by 16.0% from Euro 1,338
thousand to Euro 1,552 thousand. This was due to an increase in product development
activities.

Costs for services

The following table contains details of changes in the breakdown of the Company’s costs
for services compared to prior year:

(Amounts in thousands of Euro)

2006 2005 Change Change
%
Maintenance 192 194 (2) (1.2%)
Laboratory utilities 267 275 (8) (2.9%)
Outsourced quality control 247 282 (35) (12.4%)
Outsourced R&D 1,420 1,280 140 10.9%
Outsourced production 295 308 (13) (4.2%)
Transport and storage of lab materials 90 68 22 32.4%
Technical consultancy and assistance 656 559 97 17.4%
In-licensing and other contract costs 270 352 (82) (23.3%)
Contract researcher and investigational hospital services 479 350 129 36.9%
Other costs of clinical development and support activities 158 114 44 38.8%
Administrative and tax consultancy 101 108 (7) (6.5%)
Legal costs 164 120 44 37.1%
Cost of patents 95 89 6 6.7%
Management consultancy 17 8 9 112.5%
Directors and statutory auditors' fees 308 314 (6) (2.0%)
Information techonology consulting 163 116 47 40.5%
Other G&A costs 197 176 21 11.6%
Staff training 39 51 (12) (22.7%)
Other personnel costs 129 57 72 126.3%
Participation at congresses and meetings 44 25 19 76.0%
Travel expenses 233 196 37 18.9%
Total costs for services 5,564 5,042 522 10.4%

Costs for services increased by 10.4% from Euro 5,042 thousand in 2005 to Euro 5,564
thousand in 2006. The increase was mainly due to the higher volume of product
development activities.
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The higher volume of product development activities led to an increase in external
research and development costs (up by 10.9% from Euro 1,280 thousand to Euro 1,420
thousand). This is the main costs for services item and mainly consists of research
services outsourced from companies specializing in production of materials for use in
clinical trials of products TK (gene therapy based on suicide genes), ARENEGYR (vascular
targeting of tumours) and M3TK (anti-tumour vaccination). In light of the positive results
of the Phase I studies that were completed I 2006, the Company has stepped its clinical
development of ARENEGYR and launched several Phase II studies.

Technical consultancy and assistance costs increased from Euro 559 thousand in 2005 to
Euro 656 thousand in 2006 (+17.4%). These costs regard regulatory consultancy
activities relating to the clinical trials conducted by the Company. They have increased
due to the higher level of clinical trials and the greater number of patients enrolled in
trials protocols.

The cost of CRO (Clinical Research Organizations) services increased from Euro 350
thousand in 2005 to Euro 479 thousand in 2006 (+36.9%). The Company uses these
CROs for certain clinical trial support services. The cost increase in 2006 was mainly due
to the launch of new trials protocols for ARENEGYR and to progress with the ARENEGYR
Phase I study called NGR0O0O1 as managed using specialist organization the EORTC
(European Organization for Research and Treatment of Cancer).

The cost of “obligations towards third parties” fell from Euro 352 thousand in 2005 to
Euro 270 thousand in 2006 (-23.3%). This item regards license fees paid to third
parties for the right to use intellectual property. The decrease compared to 2005 is due
to renegotiation of an in-licensing agreement previously signed with the Imperial College
of Innovations research institute.

Legal costs increased from Euro 120 thousand to Euro 164 thousand (+36.7%). This
was mainly due to the services provided by a lawyer hired to handle the Company’s
contractual affairs.

Other personnel costs increased from Euro 57 thousand to Euro 129 thousand
(+126.3%). This was due to an increase in the average headcount and to the use of
temporary labor to cover temporary requirements in certain business areas. Other
personnel costs include the cost of the employee canteen and catering service, the cost
of employee health check ups, staff recruitment costs, temporary labor costs and other
social contributions for employees.

IT assistance costs increased from Euro 116 thousand in 2005 to Euro 163 thousand in
2006 (+40.5%). This was due to the co-ordination of work on the improvement and
renewal of the Company’s information systems.

Use of third party assets

The cost of the use of third party assets amounted to Euro 1,046 thousand in 2005 and
Euro 1,040 thousand in 2006. It has remained stable and mainly consists of rent paid to
related company Science Park Raf S.p.A. for the premises used by the Company.

Personnel costs

Personnel costs increased by 3.2% from Euro 3,377 thousand to Euro 3,486 thousand.
This was due to a four person increase in the average number of employees compared to
prior year. This increase was required so as to strengthen the workforce in operational
areas given the higher level of clinical development activity. The percentage increase in
personnel costs was smaller than the increase in the average headcount due to the
timing of recruitment of new personnel during the year. The average workforce, by
employee category, is shown below for 2006 and 2005:
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2006 2005 Change
Executives 7 5 2
Managers 8 11 (3)
White collar 49 42 7
Blue collar 1 3 (2)
Total 65 61 4

Other operating costs

Other operating costs decreased by 19.3% from Euro 176 thousand in 2005 to Euro 142
thousand in 2006. The decrease was mainly due to lower indirect taxes and to incidental
costs for books and magazines.

Amortization, depreciation and writedowns

The capital expenditure incurred in 2006 regarded the completion of renovation and
restructuring work that began in the second half of 2005. It largely regarded work on
the pharmaceutical laboratory premises so as to make them suitable for Phase III clinical
trials under GMP rules. The investments also included purchases of new licenses and
laboratory equipment. As a result of the capex incurred during the year, depreciation
increased by 9.8% from Euro 1,620 thousand in 2005 to Euro 1,779 thousand in 2006.

Financial income and charges

Financial income and charges were analyzed as follows in 2006 and 2005:

(Amounts in thousands of Euro)

2006 2005 Change
Interest and other financial income 154 145 9
Exchange gains 9 - 9
Sundry 1 2 -
Financial income 164 147 17
Finance lease interest charges (1) (1) 1
Other interest charges (11) (11) 0
Roundings and allowances (1) (2) 1
Exchange losses (3) (17) 14
Sundry (7) (9) 16
Financial charges (23) (40) 33
Total net financial income (charges) 141 107 50

Net financial income increased from Euro 107 thousand in 2005 to Euro 141 thousand in
2006. It mainly consists of interest income on cash at bank and on hand. Other interest
charges mainly consists of the interest charges determined in the actuarial calculation of
pension and employee leaving indemnity liabilities.

The exchange gains and losses arose due to fluctuations in the exchange rates between
the Euro and the US Dollar/GB Pound during the period.
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The following table shows the balance sheet as reclassified based on sources and
applications of funds.

(Amounts in thousands of Euro)

31/12/2006 31/12/2005

Non current assets

Fixed assets and other non current assets 11,449 11,915
Total non current assets 11,449 11,915
Net working capital

Inventory 119 103
Accounts receivable and other commercial assets 1,082 506
Other receivables and current assets 2,160 2,643
Accounts payable (3,326) (3,002)
Other liabilities (4,763) (5,261)
Total net working capital (4,728) (5,011)
Other non current liabilities

Other non current liabilities (1,683) (2,506)
Total non current liabilities (1,683) (2,506)
TOTAL NET ASSETS 5,038 4,398
Net equity 13,464 16,081
Net cash position (8,426) (11,683)
TOTAL SOURCES OF FINANCE 5,038 4,398

Fixed assets
The table below contains a breakdown of fixed assets at December 31, 2005 and 2006:

Change Change
%

(Amounts in thousands of Euro) 31/12/2006 31/12/2005

Tangible assets 2,325 1,954 371 19.0%
Goodwill 129 129 0 0.0%
Intangible assets 4,223 4,989 (766) (15.4%)
Financial assets 1 1 0 0.0%
Tax receivables 640 711 (71) (10.0%)
Other assets 4,131 4,131 0 0.0%
Total non current assets 11,449 11,915 (466) (3.9%0)

At both dates analyzed, total fixed assets are boosted by the presence in other fixed
assets of receivables of Euro 4,131 thousand representing the agreed price of a purchase
option on research projects signed by the Company with Science Park Raf S.p.A. and its
parent company Fondazione Centro San Raffaele del Monte Tabor. The receivable has
been classified as a non current asset as the contract makes the effectiveness of the
option subject to the admission of the Company’s shares to trading on a regulated
market. When this condition is satisfied, the contract will be valid for eight years with
the possibility of renewal for four more years every four years. The asset will be
decreased and the related charges incurred as from the moment when the
aforementioned condition is satisfied. At that point, the asset will be decreased and the
charges recorded over the next eight years as per the option agreement.
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The changes in fixed assets in 2006 are mainly due to:

- An increase in tangible assets due to additions totaling Euro 1,180 thousand as
countered in part by depreciation for the year totaling Euro 780 thousand;

- A decrease in intangible assets mainly because of amortization of Euro 999 thousand
and additions for the year of Euro 209 thousand;

- A Euro 71 thousand decrease in tax receivables due to two contrasting effects:
reclassification of the 2004 VAT receivable of Euro 391 thousand to current
receivables the tax authorities informed the Company in September 2007 that they
were preparing to refund the amount in question; and the inclusion of 2006 VAT
receivables of Euro 320 thousand.

Net working capital

The following table contains details of the various net working capital items at December
31, 2005 and 2006:

(Amounts in thousands of Euro) Change Change

31/12/2006 31/12/2005
%
Inventory 119 103 16 15.5%
Accounts receivable and other commercial assets 1,082 506 576 113.8%
Tax receivables 1,675 1,078 597 55.4%
Other receivables and sundry assets 485 1,544 (1,059) (68.6%)
Other financial assets - 21 (21) (100.0%)
Accounts payable (3,326) (3,002) (324) 10.8%
Other liabilities (4,763) (5,261) 498 (9.5%)
Net working capital (4,728) (5,011) 283 (5.6%0)

Net working capital was negative at both dates analyzed. It is affected by the inclusion
in other liabilities of payables of Euro 4,131 thousand regarding the agreed price of a
purchase option on research projects signed by the Company with Science Park Raf
S.p.A. and its parent company Fondazione Centro San Raffaele del Monte Tabor. This
liability has been classified as current as the contract makes the effectiveness of the
option subject to the admission of the Company’s shares to trading on a regulated
market.

Net working capital was negative at December 31, 2005 and 2006 and did not change
significantly over the period. However, we note the following changes to the various
items included in the total balance:

— The increase in trade receivables and other commercial assets was mainly due to an
increase in receivables from related parties for cellular manipulation services
regarding bone marrow transplants and gene therapy services;

— An increase in tax receivables after the 2004 VAT receivable of Euro 391 thousand
was reclassified to current receivables. This was due to the fact that the tax
authorities informed the Company in September 2007 that they were preparing to
refund the amount in question. The increase was also due to the inclusion of 2006
tax receivables;

— Other receivables and sundry assets decreased mainly because of public sector
research grants that matured in 2005 but were received the next year.
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The following table contains details of the items included in non current liabilities:

(Amounts in thousands of Euro)

Change Change

31/12/2006 31/12/2005
%%
Liabilities for pensions and employee leaving indemnity 335 284 51 18.0%
Accounts payable 1,348 2,222 (874) (39.3%)
Finance lease payables - 8 (8) (100.0%)
Total non current liabilities 1,683 2,514 (831) (33.1%)

The largest change regarded non current trade payables which decreased in 2006 due to
the transfer to current liabilities of the relevant amount of revenues under the out-

licensing agreements with Takara.

Shareholders’ equity

Details of movements on shareholders’ equity are provided in the Notes to the Interim

Financial Statements under Paragraph 23, Note 11.
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4. RESEARCH AND DEVELOPMENT ACTIVITIES

MolMed’s ordinary activities consist of the pre-clinical and clinical development of
innovative, bio-pharmaceutical products. These activities result in massive research and
development costs that represent a significant portion of the Company’s total costs.
MolMed’s research and development costs relate to two main types of activity:

e performance of pre-clinical and clinical studies to show the effectiveness of
products and obtain approval from the regulatory authorities to put them on sale;

e study of the best processes and methods for the large-scale production of the
product components.

These two activities are performed in parallel and are strictly related to one another.

The progress made with the development of the Company’s products, incurring related
costs, leads to an increase - sometimes an exponential one - in the value of the
Company’s products and intangible assets.

Given the Company’s operating activities and the characteristics of the trials and testing
conducted, research and development costs are expensed in full each year: the
Company believes that the current state of development of MolMed’s products makes it
prudent not to capitalize research and development costs.

The comments made above are confirmed by standard accounting practice in the sector:
all companies involved in the preclinical and clinical testing and development of
pharmaceutical and bio-pharmaceutical products tend to opt to charge research and
development costs to the income statement. This is so for both large multinational and
small biotech companies.

5. HUMAN RESOURCES

In 2006, the Company continued to build up its workforce in operating areas. This was
largely due to an increase in clinical development activities: the average number of
employees increased from 61 persons in 2005 to 65 persons in 2006.

Training was provided to people working in the various business areas. It was intended
to standardize knowledge and understanding of the management system and allow it to
be properly used by personnel in the various operating departments. Due to their
specific nature, scientific training programs were handled directly by the individual
departments. A number of courses on quality, safety and personal data protection
completed the training program during the year.

Departmental managers and the heads of the various operating areas were involved in a
specific training program intended to improve their staff management skills and Group
working. This program also covered motivational techniques and coaching useful in the
field of human resources management.

The Company has also continued its program of courses aimed at all personal. The aim
of this training is to bring all staff up to date with IT tools and to improve English
language skills.

Pag. 21



/—\ Financial Statements at December 31, 2006

MOLMED

6. DEALINGS WITH RELATED PARTIES

MolMed’s share ownership structure is such that no one shareholder holds a majority of
the voting rights that may be exercised at a General Meeting or a sufficient humber of
votes to exercise a dominant influence over the Company. It is also such that none of
the shareholders is required to consolidate the MolMed S.p.A. financial statements.

Shareholders at the date of approval of the financial The contracts between MolMed
statements and some of its shareholders
Delfin S.ar.l. 10,91% Science Park Raf s.p.a.| T€Qulate operational relations.

Herule Finance S.A 28,18% They have been entered into on
10,91% an arm’s length basis and do

not constitute the establishment
of any form of management and

Fininvest S.p.A. 21,83% control

Airain Lda 28,16%

The Company by-laws include clauses that safeguard minority shareholders and exclude
the possibility that any shareholder may exercise management and control over the
Company.

Dealings with related parties are analyzed below:

(Amounts in thousands of Euro)

Trade Other Trade Other Costs for Use of 3rd
. L Revenues .

receivables assets payables liabilities services party assets
Science Park Raf S.p.A. 2,066 65 2,066 495 1,011
Fondazione Centro S.Raffaele 716 2,065 70 2,065 839 110
Diagnostic San Raf S.p.A 7 11
HSR Resnati S.p.A. 9 22
Total 716 4,131 151 4,131 839 638 1,011

The trade receivables and revenues regard bone marrow transplant cellular manipulation
services and other gene therapy services in support of research activities as provided to
Fondazione Centro San Raffaele del Monte Tabor.

Other assets include Euro 4,131 thousand representing the agreed price of the purchase
option on research projects as agreed by the Company with its shareholder Science Park
Raf S.p.A. and its parent company Fondazione Centro San Raffaele del Monte Tabor: the
agreement gives the Company the right to buy from the other parties research projects
conducted by them in the field of gene and molecular therapy for cancer and AIDS. The
cost of the option is Euro 4,131 thousand and its effectiveness is subject to the
admission of the Company’s shares to trading on a regulated market. When this
condition is satisfied, the contract will be valid for eight years with the possibility of
renewal for four more years every four years. The Company has also recorded a
corresponding liability under “Other liabilities”. The asset will be decreased and the
related charges incurred as from the moment when the aforementioned condition is
satisfied. At that point, the asset will be decreased and the charges recorded over the
next eight years as per the option agreement.

The trade payables and costs for services regard certain support services — and research
services — provided under collaboration agreements by Fondazione Centro San Raffaele
del Monte Tabor and several companies controlled by it.

“Use of third party assets” regards rent paid to Science Park Raf S.p.A. for the premises
used by MolMed insider the San Raffaele Science Park.
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Science Park Raf S.p.A. is a subsidiary of FinRaf S.p.A. a company with which MolMed
S.p.A. has no direct relationships. FinRaf S.p.A. is, in turn, controlled by the Fondazione
Centro San Raffaele del Monte Tabor which operates in the clinical/hospital sector and in
the medical research sectors, among others.

All dealings with related parties have taken place at market conditions.

7. OWN SHARES

The Company does not own any of its own shares either directly or indirectly. During
the year it did not purchase or sell any of its own shares either directly or indirectly.

8. ADDITIONAL INFORMATION

8.1. Information in terms of Art.2428 (2)(6b) of the Italian Civil Code
Risk Management

Exchange rate risk
The Company’s exposure to the exchange rate risk is not significant at present as non
Euro transactions represent only a small percentage of its total transactions.

Interest rate risk
The Company’s funding structure means that it is not affected by the interest rate risk.

Credit risk

Given the nature of its activities and its asset structure, the Company only has a limited
credit risk exposure. The maximum credit risk relating to the Company’s current assets -
including cash at bank and on hand, tax receivables, trade receivables and other assets
— is equal to the book value of these assets and would materialize in the event that the
other party became insolvent or defaulted. We note that most of the other parties in
question are leading financial institutions and well known companies.

Liquidity risk
Until now, the liquid funds needed to finance the growth of the business activities have
been guaranteed by the injection of risk capital by the Shareholders.

8.2. Privacy /Legislative Decree 231

In light of the activities carried out by the Company, the protection of the personal data
and information collected and stored both electronically and using traditional methods is
of great importance. For this reason, the Company has adopted a personal data
protection system that meets the requirements of the applicable regulations as included
in the Code on Personal Data Protection (Legislative Decree no 196/2003).

During the year just ended, the Company kept its intranet site up to date so as to grant
employees access to its entire privacy protection system by means of this useful means
of internal communications. This system also enables employees to keep abreast of data
protection updates as and when they take place.

The Company has also updated the Security Planning Document (SPD) previously
drafted as well as supplementing the information and policies that render the security
measures adopted effective.

In any case, we note that, during the year, there were no omissions, actions or other
situations that might have threatened the safety of the personal date of anyone within
the Company.
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During the year, the Company continued with its awareness program aimed at all
personnel and regarding the subject of safety in the Company laboratories and other
premises. The program has paid particular attention to chemical risks.

In 2007, the Company plans to continue with its employee awareness program and to
provide training to newly hired personnel.

On November 28, 2006, the Company Board of Directors reviewed a draft of the
Company’s “Organization, Management and Control Model” as prepared in accordance
with Legislative Decree 231/2001. It has been submitted to the Directors for their
review at a forthcoming Board meeting.

8.3. Management and control activities

As described in paragraph 6, MolMed’s share ownership structure is such that no one
shareholder holds a majority of the voting rights that may be exercised at a General
Meeting or a sufficient number of votes to exercise a dominant influence over the
Company. It is also such that none of the shareholders is required to consolidate the
MolMed S.p.A. financial statements.

The Company by-laws include clauses that safeguard minority shareholders and exclude
the possibility that any shareholder may exercise management and control over the
Company.

9. SHARES HELD BY DIRECTORS, GENERAL MANAGERS, STATUTORY
AUDITORS AND MANAGERS WITH STRATEGIC RESPONSIBILITY (ART. 79
CONSOB REGULATIONS RESOLUTION NO 11971 OF 14.05.99)

Pursuant to Article 79 of the Rules on Issuing Companies, we note that no shares in the
Company are held by Directors, General Managers, Statutory Auditors or managers with
strategic responsibility. Likewise no shares are owned by their non legally separated
spouses or by their minor age children whether directly or through a subsidiary
company, a trust company or any intermediate party.

10. SIGNIFICANT POST BALANCE SHEET EVENTS

Apart from those already mentioned in the information contained in the various sections
of this report or disclosed in Note 32 to the Financial Statements on operations regarding
the Company’s shareholders’ equity, since year end, there have been no events of
significant importance that could have a major impact on operations or might require
adjustments to be made to the accounts for the year.

11. BUSINESS OUTLOOK
Given the current trends in the international biotech sector, in the coming year, MolMed
will maintain its commitment to focus even more on the areas of therapy and care

approaches considered most promising and to get the most out of its portfolio of
products through collaboration agreements.
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12. GENERAL MEETING RESOLUTIONS

The MolMed S.p.A. statutory financial statements at December 31, 2006 report a net loss
for the year of Euro 11,559,409. The Board of Directors has called upon the
Shareholders’ General Meeting, as well as approving the 2006 Financial Statements, to
identify suitable means of raising the finances required by activities scheduled for after
July 2007 in order to ensure that the level of capital remains consistent with the pursuit
of the business objectives.

The Shareholders’ General Meeting held on April 24, 2007 to approve the financial
statements covered the losses carried forward from prior years (Euro 5,815,881) and
part of the loss of 2006 (Euro 4,685,883) using the share premium reserve which
amounted to Euro 10,501,764. The reminder of the loss for 2006 - Euro 6,873,526 -
was carried forward.

3k 3K k5K Kk kK kK k ko k k >k

The Board of Directors would like to thank all personnel for their services and the Board
of Statutory Auditors and the External Auditors for their audit and control work and for
their valuable comments and suggestions.

Signed:
President of the Board of Directors
Claudio Bordignon
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The MolMed balance sheet at December 31, 2005 and 2006, as restated in accordance

with IFRS, is set out below.

(Amounts in thousands of Euro) Note 31/12/2006 31/12/2005
ATTIVITA®

Tangible assets 1 2,325 1,954
Goodwill 2 129 129
Intangible assets 2 4,223 4,989
Financial assets 3 1 1
Tax receivables 4 640 711
Other assets 5 4,131 4,131
TOTAL NON CURRENT ASSETS 11,449 11,915
Inventory 6 119 103
Accounts receivable and other commercial assets 7 1,082 506
Tax receivables 8 1,675 1,078
Other receivables and sundry assets 9 485 1,544
Other financial assets - 21
Cash and cash equivalents 10 8,434 11,701
TOTAL CURRENT ASSETS 11,795 14,953
NON CURRENT ASSETS DESTINED FOR SALE

TOTAL ASSETS 23,244 26,868
LIABILITIES AND SHAREHOLDERS® EQUITY

Share capital 22,487 17,182
Share premium reserve 10,502 -
Other reserves - 11,761
Stock option plan reserve 1,024 956
Reserve for actuarial valuation 7 (5)
Retained earnings (accumulated losses) (9,859) (3,215)
Net profit (loss) for the year (10,697) (10,598)
TOTAL SHAREHOLDERS' EQUITY 11 13,464 16,081
Liabilities for pensions and employee leaving indemnity 12 335 284
Accounts payable 13 1,348 2,222
Finance lease payables 14 - 8
TOTAL NON CURRENT LIABILITIES 1,683 2,514
Finance lease payables 14 8 10
Accounts payable 15 3,326 3,002
Other liabilities 16 4,763 5,261
TOTAL CURRENT LIABILITIES 8,097 8,273
LIABILITIES DESTINED FOR DISPOSAL - -
TOTAL LIABILITIES & SHAREHOLDERS' EQUITY 23,244 26,868
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14. INCOME STATEMENT

The MolMed income statement for the years ended December 31, 2005 and 2006, as
restated in accordance with IFRS, is set out below.

(Amounts in thousands of Euro) Note 31/12/2006 31/12/2005
Revenues 17 1,920 1,301
Other income 18 805 593
Total operating revenues 2,725 1,894
Purchases of raw and consumable materials 19 (1,552) (1,338)
Costs for services 20 (5,564) (5,042)
Use of 3rd party assets/Leases and rentals 21 (1,040) (1,046)
Personnel costs 22 (3,486) (3,377)
Other operating costs 23 (142) (176)
Amortisation, depreciation and writedowns 24 (1,779) (1,620)
Total operating costs (13,563) (12,599)
Operating profit (loss) (10,838) (10,705)
Financial income 164 147
Financial charges (23) (40)
Net financial income (charges) 25 141 107
Profit (loss) before taxation (10,697) (10,598)
Taxes on income 26 - -
Profit (loss) from continuing activities (10,697) (10,598)

Result from activities disposed of - -

Net profit (loss) for year (10,697) (10,598)
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15. STATEMENT OF CASH FLOWS

The statements of cash flows for the years ended December 31, 2005 and 2006 are set

out below.

(Amounts in thousands of Euro) 31/12/2006 31/12/2005
Cash and cash equivalents 11,701 2,575
Opening cash and cash equivalents A 11,701 2,575
Cash flow from operating activities:
Net profit (loss) for the year (10,697) (10,598)
Amortisation/Depreciation of intangible/tangible assets 1,779 1,620
Increase (decrease) in employee leaving indemnity provision 51 17
Other changes - -
Cash flow from operating activities before changes in working capital

(8,867) (8,961)
Changes in current assets and liabilities:
(Increase) decrease in inventory (16) (8)
(Increase) decrease in accounts receivable and other receivables (93) 31
Increase (decrease) in accounts payable and other payables (1,048) 1,263
Total changes in current assets and liabilities (1,157) 1,286
Change in non current tax receivables 71 (320)
Total cash flow from operating activities B

(9,953) (7,995)
Cash flow from investing activities
Net investment (divestment) in tangible assets (1,151) (696)
Net investment (divestment) in intangible assets (233) (242)
Net investment (divestment) in financial assets - -
Total cash flow from investing activities c (1.384) (938)
Cash flow from financing activities:
Dividends paid
Increases in share capital and share premium reserve 8,000 17,895
Other changes in shareholders' equity 80 173
Change in medium term finance lease payables (8) (9)
Change in short term finance lease payables (2) -
Total cash flow from financing activities D 8,070 18,059
Cash flow generated (absorbed) during the year E=B+C+D (3,267) 9,126
Closing cash and cash equivalents A+E 8,434 11,701
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STATEMENT OF SHAREHOLDERS’ EQUITY

The statements of movements on shareholders’ equity in the years ended December 31,
2005 and 2006 are set out below.

(Amounts in thousands of Euro) Share Share Other Reserve Reserve Retained Profit (loss) Total
Capital premium reserves for stock from actuarial earnings and for year shareholders’
reserve option plan valuation (accum.losses) equity
Balance at December 31, 2004 14,361 6,498 - 786 ®3) (3,318) (9,708) 8,611
Allocation of prior year loss (6,498) (3,210) 9,708 -
Share capital increase 3,590 6,498 10,088
Coverage of losses 3,954 3,313 7,267
Share capital reduction (769) (6,498) (7,267)
Payment to a/c for share capital increases 7,807 7,807
Personnel costs for stock options 170 170
Other changes 3 3
Net loss for year (10,598) (10,598)
Balance at December 31, 2005 17,182 - 11,761 956 (5) (3,215) (10,598) 16,081
Allocation of prior year loss (3,954) (6,644) 10,598 -
Share capital increase 5,305 10,502 (7,807) 8,000
Personnel costs for stock options 68 68
Other changes 12 12
Net loss for year (10,697) (10,697)
Balance at December 31, 2006 22,487 10,502 - 1,024 7 (9.859) (10,697) 13,464
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17. BALANCE SHEET AS PER CONSOB RESOLUTION NO 15519 OF JULY 27,

2006
(Amounts in thousands of Euro) Note 31/12/2006 31/12/2005
ATTIVITA®
Tangible assets 1 2,325 1,954
Goodwill 2 129 129
Intangible assets 2 4,223 4,989
Financial assets 3 1 1
Tax receivables 4 640 711
Other assets 5 4,131 4,131
including with related parties Par. 29 4,131 4,131
TOTAL NON CURRENT ASSETS 11,449 11,915
Inventory 6 119 103
Accounts receivable and other commercial assets 7 1,082 506
including with related parties Par. 29 716 230
Tax receivables 8 1,675 1,078
Other receivables and sundry assets 9 485 1,544
Other financial assets - 21
Cash and cash equivalents 10 8,434 11,701
TOTAL CURRENT ASSETS 11,795 14,953
NON CURRENT ASSETS DESTINED FOR SALE
TOTAL ASSETS 23,244 26,868
LIABILITIES AND SHAREHOLDERS® EQUITY
Share capital 22,487 17,182
Share premium reserve 10,502 -
Other reserves - 11,761
Stock option plan reserve 1,024 956
Reserve for actuarial valuation 7 (5)
Retained earnings (accumulated losses) (9,859) (3,215)
Net profit (loss) for the year (10,697) (10,598)
TOTAL SHAREHOLDERS' EQUITY 11 13,464 16,081
Liabilities for pensions and employee leaving indemnity 12 335 284
Accounts payable 13 1,348 2,222
Finance lease payables 14 - 8
TOTAL NON CURRENT LIABILITIES 1,683 2,514
Finance lease payables 14 8 10
Accounts payable 15 3,326 3,002
including with related parties Par. 29 151 258
Other liabilities 16 4,763 5,261
including with related parties Par. 29 4,131 4,131
TOTAL CURRENT LIABILITIES 8,097 8,273
LIABILITIES DESTINED FOR DISPOSAL - -
TOTAL LIABILITIES & SHAREHOLDERS' EQUITY 23,244 26,868
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INCOME STATEMENT AS PER CONSOB RESOLUTION NO 15519 OF JULY

27,2006

(Amounts in thousands of Euro) Note 31/12/2006 31/12/2005
Revenues 17 1,920 1,301
including from related parties 29 839 400
Other income 18 805 593
Total operating revenues 2,725 1,894
Purchases of raw and consumable materials 19 (1,552) (1,338)
Costs for services 20 (5,564) (5,042)
including with related parties 29 (638) (681)
Use of 3rd party assets/Leases and rentals 21 (1,040) (1,046)
including with related parties 29 (1,011) (993)
Personnel costs 22 (3,486) (3,377)
Other operating costs 23 (142) (176)
Amortisation, depreciation and writedowns 24 (1,779) (1,620)
Total operating costs (13,563) (12,599)
Operating profit (loss) (10,838) (10,705)
Financial income 164 147
Financial charges (23) (40)
Net financial income (charges) 25 141 107
Profit (loss) before taxation (10,697) (10,598)
Taxes on income 26 - -
Profit (loss) from continuing activities (10,697) (10,598)
Result from activities disposed of - -
Net profit (loss) for year (10,697) (10,598)
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Notes to the Financial Statements

19. GENERAL INFORMATION

With reference to Regulation 809/2004/CE and Recommendation 05-054b of the
Committee of European Securities Regulators ("CESR"), the Company has prepared the
financial information restated in accordance with IFRS, solely for inclusion in the Offering
Circular prepared for the procedure of admission of the ordinary shares in MolMed S.p.A.
to listing through the “Global Offering” and their resulting admission to trading on the
Electronic Stock Market organized and managed by Borsa Italiana S.p.A. The sole aim is
to represent the Company’s balance sheet, financial position and income statement at
December 31, 2005 and December 31, 2006 in accordance with the accounting
principles and valuation methods required by IFRS and in force at December 31, 2006.
It should also be noted that, still for the aforementioned purposes, the Company also
prepared financial statements at December 31, 2005 and December 31, 2004, as
restated in accordance with IFRS. Therefore, for these purposes, the effects of adopting
the IFRS were initially determined with regard to the balance sheet at January 1, 2004.
The information required by IFRS 1 - First Time Adoption of IFRS on the effects of the
transition to IFRS has been provided in a specific Appendix to the financial statements at
December 31, 2005 and 2004.

Moreover, the Company will only prepare and issue its first set of IFRS financial
statements as from the year ended December 31, 2007.

The accounting policies and valuation methods used to prepare the financial statements
at December 31, 2005 and 2006 - prepared as required by law - are compliant with
Italian legal requirements as interpreted and supplemented, as necessary, by Italian
Accounting Standards.

The MolMed S.p.A. financial statements have been restated in accordance with the
International Financial Reporting Standards (IFRS) issued by the International
Accounting Standards Board (IASB) and adopted by the European Union. By IFRS we
also intend all interpretations given by the International Financial Reporting
Interpretations Committee (IFRIC), formerly called the Standing Interpretations
Committee (SIC).

The financial statements at December 31, 2006, as restated in accordance with IFRS,
comprise the Balance Sheet, the Income Statement, the Statement of Shareholders’
Equity, the Statement of Cash Flows and these Explanatory Notes. With reference to
CONSOB Resolution no 15519 of July 27, 2006 (implementing Article 9(3) of Legislative
Decree no 38/2005) on the financial statements, dealings with related parties have been
highlighted while there are no significant non recurring transactions or atypical or
unusual transactions.

The balance sheet format adopted is based on the presentation and classification of
current and non current assets in accordance with IAS 1. The income statement format
is based on the classification of costs by nature as this classification is considered to
provide the best representation of the company situation.

The statement of cash flows has been prepared based on the indirect method.
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20. ADOPTION OF INTERNATIONAL ACCOUNTING STANDARDS

As previously stated, the Company will prepare and publish its first full set of IFRS
financial statements as from the year ended December 31, 2007.

21. SUMMARY OF ACCOUNTING POLICIES AND VALUATION METHODS

General principles

As already stated, the financial statements have been prepared based on IAS/IFRS
international accounting standards in accordance with the historic cost principle.

The financial statements have been prepared on a going concern basis as the financial
resources made available by the shareholders were considered adequate to meet the
cash requirements projected in the business plans. This is despite the fact that the
Company has, since it was incorporated, sustained losses mainly because of the massive
research and clinical development costs incurred for its products and its business plans
project that further operating losses will be incurred at least until one of its products is
launched for sale or out licensed. Furthermore, in 2007, the Company’s shareholders
made an irrevocable, formal commitment to ensure that MolMed S.p.A. continues as a
going concern until its ordinary shares are admitted to listing on the Electronic Stock
Exchange organized and managed by Borsa Italiana S.p.A. and, in any event, until June
30, 2009 of the listing does not take place by that date.

The accounting policies adopted are set out below.
Business combinations

Acquisitions of subsidiary companies are accounted for under the acquisition method.
The acquisition cost is determined based on the sum of current value, at the transaction
date, of the assets given, the liabilities incurred or taken on and the financial
instruments issued by the Group in exchange for control of the business acquired, plus
costs directly attributable to the combination.

The assets, liabilities and identifiable contingent liabilities of the business acquired that
respect the recognition criteria of IFRS 3 are recorded at current value at the acquisition
date. This is except for non current assets (or groups of assets to be disposed of) which
are recorded at the lower of book value and fair value net of selling costs.

Goodwill arising on acquisition is recorded as an asset and initially valued at cost. The
cost of goodwill represents the excess of the acquisition cost over the Company’s stake
in the current value of the assets, liabilities and identifiable contingent liabilities
recorded. If, after these amounts have been calculated, the stake in the current value of
the assets, liabilities and identifiable contingent liabilities exceeds the acquisition cost,
the excess is charged immediately to the income statement.

Upon the first time application of IFRS, MolMed opted for the exemption available under
IFRS 1 from the retrospective application of IFRS 3 to business combinations previously
completed. This exemption was applied with regard to the acquisition of 100% of
research company Genera S.p.A, in December 2001 followed by its merger through
incorporation into MolMed S.p.A. with effect from May 2, 2002.
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Impairment

At every balance sheet date, the book value of tangible assets, intangible assets and
equity investments must be reviewed to check whether or not there are any signs that
they have been impaired. If there are signs of impairment, the recoverable value of the
assets is estimated so as to determine the amount of the writedown needed. Where it is
not possible to estimate the recoverable value of individual assets, the Company
estimates the recoverable value of the cash generating unit to which the asset belongs.

Intangible assets with an indefinite useful life (goodwill) are subjected to an annual
impairment test irrespective of whether or not there are any actual signs of impairment.

The recoverable amount is equal to the greater of fair value less selling costs and value
in use. When determining value in use, estimated future cash flow is discounted to bring
it into line with present value using an interest rate before taxation that reflects the
market value of the cost of borrowing and the specific risks relating to the asset. If the
estimated recoverable value of an asset or a cash generating unit is lower than book
value, the asset is written down to the recoverable value. The impairment is recorded
immediately in the income statement.

If the reasons for an impairment writedown cease to apply, the book value of the asset
or cash generating unit — except for goodwill - is increased to the new value based on
the estimated recoverable value. This cannot exceed the net book value that would
have arisen if the value of the asset had never been written down due to impairment.
The writeback of value is recorded through the income statement.

Tangible assets

Tangible assets - stated net of accumulated depreciation — are recorded at purchase cost
including all direct incidental charges. Cost is also reduced for commercial discounts.
Depreciation is charged to the income statement. It is calculated based on the
estimated utilization and economic/technical life of the asset considering its remaining
useful life. The depreciation rates set out below are considered a fair reflection of this
method. They have not changed since prior year:

e General and laboratory plant and machinery 10-20%
e Laboratory equipment 10-20%
e Electronic office equipment 15-25%
e Office furniture and equipment 10-15%

For newly purchased assets, the above rates of depreciation have, essentially, been
applied as from the date the assets are ready for use.

Ordinary maintenance costs are charged in full to the income statement. The cost of
maintenance work that increases the assets or improves their performance are recorded
as increases to the value of the tangible assets in question and depreciated over the
remaining useful life of the said assets.

Improvements to assets held under operating leases are depreciated over their
estimated useful lives or, if shorter, over the remaining period of the operating lease
agreements.
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Leased assets

Lease agreements are classified as finance leases when the terms of the agreement
substantially transfer all of the risks and benefits of ownership to the lessee. All other
leases are considered operating leases. Assets held under finance lease agreements are
recorded as tangible assets at the lower of their fair value on the date the lease was
signed and the present value of the minimum payments due under the lease agreement.
The liability towards the lessor is recorded under financial payables. The assets are
depreciated using the rates stated above. Lease payments are split between capital and
interest so as to obtain a constant rate of interest on the outstanding liability. The
financial charges are charged directly to the income statement for the year.

Leases where the lessee does not substantially assume all of the risks and benefits of
ownership are considered operating leases. Costs under such agreements are charged
to the income statement on a straight line basis over the duration of the agreement.

Intangible assets

Intangible assets are only capitalized if they are identifiable and controllable, it is
foreseeable that they will generate future economic benefits and their cost can be
reliably determined.

Intangible assets may be divided between assets with a determinate useful life and
assets with an indeterminate useful life.

Intangible assets with a determinate useful life are valued at purchase or production cost
net of accumulated amortization and impairment losses. Amortization is charged over
the estimated useful life of the assets and commences when the asset becomes available
for use. The useful life is reviewed every year and any changes are applied thenceforth.

Intangible assets with an indeterminate useful life are not amortized. Instead, they are
subjected to impairment tests annually or more frequently if necessary.

Goodwill

Goodwill is recorded as an asset with an indeterminate useful life. It is not amortized by
subjected to an impairment test on an annual basis or more frequently if necessary, also
to confirm that it still has an indeterminate useful life. Impairment losses are charged
immediately to the income statement and are not written back subsequently. Once
initially recorded, goodwill is valued at cost less any accumulated impairment losses.

Other intangible assets

Other intangible assets are recorded at historic purchase cost, including direct incidental
charges, or based on the costs directly incurred to create them. They are amortized on
a straight line basis over their estimated useful life. This is estimated at ten years
except for certain costs regarding concessions, licenses and software which are
amortized over five years.
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In more detail:
e Concessions, licenses and trademarks

These assets regard costs under license and sub-license agreements for intellectual
property used in the development of the Company’s products. They are amortized
on a straight line basis over their future useful life which is estimated at ten years.

e Patents and intellectual property

Patents that have been purchased are initially recorded at purchase cost and
amortized on a straight line basis over their future useful life which is estimated at
ten years.

e Research & Development Costs

Research costs are charged to the income statement for the period in which they are
incurred.

In-house costs for the development of new products are recorded as intangible
assets only if the following conditions are satisfied:

o It is technically possible to complete the product in such a way as to make it
available for use or sale and there is an intention to do so;

o The Company is able to use or sell the asset;

o There is evidence that the costs incurred will generate probable future
economic benefits. This evidence may consist of the existence of a market for
the products resulting from the development activities or a possible internal
use;

o There are sufficient technical and financial resources to complete the
development and the sale or internal use of the products developed;

o The costs relating to the asset during development can be reliably valued.

We note that MolMed'’s typical activities consist of pre-clinical and clinical development of
innovative bio-pharmaceutical products. Given the current state of development of the
products, research and development costs cannot be capitalized.

Receivables

Receivables are initially recorded at nominal value (representing the fair value of the
transaction). They are then stated at amortized value as reduced by writedowns
recorded in the income statement and made necessary where there is evidence that the
receivables value has been impaired.

These writedowns are determined as the difference between the book value of the
receivables and the present value of estimated future cash inflows as discounted at the
effective rate of interest. For current receivables which are little affected by the time
component, the net valuation is equal to nominal value less impairment losses.

Financial assets

Financial assets regard items such as guarantee deposits that the Company intends to
hold until maturity and is capable of so doing. These assets do not fulfill the
requirements for classification as cash equivalents. They are recorded and removed
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from the balance sheet based on the date of negotiation. These assets are initially
recorded at fair value and subsequently valued based on the amortized cost method, net
of writedowns made to reflect impairment losses.

Non current assets destined for sale

Non current assets (and groups of assets destined for sale) classified as “held for sale”
are valued at the lower of their previous book value and market value net of selling
costs.

Non current assets (and groups of assets destined for sale) are classified as “held for
sale” when their book value is expected to be recovered through sale rather than
through utilization in the operating activities of the business. This condition is only
satisfied when sale is highly likely, the asset (or group of assets) is available for
immediate sale in its current condition and the Company has made a commitment to sell
and this will take place within twelve months of the date of classification under this
heading.

Inventory

Inventory is recorded at the lower of cost and net realizable value based on market
trends. Purchase cost is calculated based on weighted average cost.

The gross value of inventory so determined is adjusted by provisions made to take
account of obsolete and slow moving stock.

Cash and cash equivalents

Cash and cash equivalents includes cash, bank current accounts and bank deposits
refundable on demand as well as other highly liquid short term financial investments that
may be readily converted into cash and are not subject to a significant risk of a change
of value. Cash and cash equivalents are valued at fair value which is equal to nominal
value or cost as increased by any interest accruing.

Employee benefits

The Trattamento di fine rapporto (Employee termination indemnity) is classified as a
post-employment benefit, in fact, a defined benefit plan. The amount already accruing
must be projected so as to estimate the amount payable upon termination of the
employment relationship and then discounted, using the Projected unit credit method.
This actuarial method uses demographic and financial assumptions to make a reasonable
estimate of the benefits accruing in favor of each employee for their services.

The actuarial valuation is used to charge the current service cost to the income
statement under “personnel costs”. The current service cost determines the amount of
the rights accruing in favor of the employees during the year. It is also used to record a
charge under “Financial income/charges” for the theoretical interest charge the company
would incur if it had to obtain a loan for the same amount as the TFR on the market.

Actuarial gains and losses reflecting the effects of changes in the actuarial assumptions
used are recorded directly under shareholders’ equity without passing through the
income statement.
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Forms of remuneration involving participation in stock capital (stock option
plans)

The Company grants additional benefits to the President and General Manager through
stock option plans. Pursuant to IFRS 2 - Share-based payment - these plans represent a
form of remuneration for the beneficiaries. The cost is equal to the fair value as
calculated on the date the option rights are granted and is recorded in the income
statement on a straight line basis over the vesting period i.e. the date between the date
the stock option plan was granted and the date the rights matured. The other side of
the entry is made directly to shareholders’ equity. Changes in fair value after the grant
date do not have an effect on the initial valuation.

Financial payables

Financial payables consist of liabilities arising under finance lease agreements.

Payables

Trade accounts payable and other payables are recorded based on the amortized cost
method. Given the nature and due date of the payables, this is normally the same as
nominal value.

Provisions

This includes provisions made for current obligations (legal or implicit) and obligations
relating to a past event where performance of the obligation is likely to lead to the
deployment of resources whose amount can be reliably estimated. If the expected
utilization of resources extends beyond a year, the obligation is recorded at present
value as determined by discounting projected future cash flows at a rate of interest that
takes account of the cost of borrowing and the risk of the liability.

The provisions are reviewed whenever financial statements are prepared and are
adjusted, as necessary, to reflect the best current estimate. Any changes are reflected
in the income statement for the period in which the change took place.

Risks involving a possible liability are disclosed in the explanatory notes but no provision
is made.

Recognition of revenues and income

Revenues are recognized insofar as is it is probable that the Company will enjoy
economic benefits and their amount can be reliably determined. Revenues are stated
net of discounts, allowances and returns.

Revenues from the performance of services are recognized with reference to the state of
completion of the service only when the result of the service can be reliably estimated.

Revenues regarding upfront payments on the sale to third parties of rights to company
products under development have been spread over the period between the date of
signature of the out-licensing contracts and the next development milestone expected
based on management projections.

Government grant income is recognized when it is reasonably certain that it will be
received. This takes place when the grant is approved by the relevant public sector
body. This income is recognized based on the costs actually incurred as a percentage of
the total costs budgeted for the research project in respect of which the grant has been
awarded.
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Interest income is accounted for based on the effective rate of return on an accruals
basis.

Recognition of costs and charges

Costs and charges are accounted for on an accruals basis when they regard goods and
services purchased or consumed during the year or when they have no identifiable future
benefit.

Interest charges are recorded on an accruals basis considering the amount financed and
the effective rate of interest applicable.

Taxes on income

Taxes on income include current and deferred taxation.

Current taxation is determined based on a reasonable estimate of the tax rate expected
for the whole year. Taxable income differs from the result shown in the income
statement as it includes revenues and charges that will be taxable or deductible in other
years and also includes those items that will never be taxable or deductible. The current
tax liability is calculated using the rates in force at the balance sheet date.

Deferred taxes are taxes that the Company expects to pay or recover on timing
differences between the book value of assets and liabilities in its financial statements
and the corresponding tax value used when calculating taxable income. These taxes are
accounted for using the balance sheet liabilities method.

Deferred tax liabilities are generally recorded for all taxable timing differences except in
this cases where the Company is able to control the reversal of these timing differences
and it is likely that they will not be reversed in the foreseeable future.

Any deferred tax assets, arising on timing differences and/or accumulated tax losses, are
recorded insofar as it is probable that there will be future taxable income allowing for the
utilization of the deductible timing differences and/or the accumulated tax losses.

These assets and liabilities are not recorded if the timing differences are due to goodwill
or to the first time recording (not from business combinations) of other assets or
liabilities in operations without an impact on statutory income or on taxable income. The
book value of deferred tax assets is review at every balance sheet date and reduced to
the extent to which it is no longer probable that there will be sufficient future taxable
income to enable recovery of all or part of the assets.

Deferred taxes are calculated based on the tax rate the Company expects to be in force
when the asset is realized or the liability extinguished. Deferred taxes are charged
directly to the income statement. This is except for deferred tax relating to items
recorded directly under shareholders’ equity in which case the deferred taxes are also
charged to shareholders’ equity.

Foreign currency transactions

Transactions taking place in currencies other than the Euro are initially recorded at the
spot exchange rate on the transaction date. At the balance sheet date, monetary assets
and liabilities are restated at the current exchange rates on that date.

Exchange differences arising on the settlement of foreign currency balances and from
their restatement at year end exchange rates different than the spot rates used when
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the assets and liabilities were firs recorded are charged to the income statement for the
year.

Other information

The use of estimates

The preparation of the financial statements and accompanying notes in accordance with
IFRS requires management to make estimates and assumptions that have an effect on
the balance sheet assets and liabilities and on the disclosure of contingent assets and
liabilities at the balance sheet date.

The results that actually materialize could differ from these estimates. The estimates
are used to value tangible and intangible assets subjected to impairment tests as
described above and when determining provisions for doubtful accounts, inventory
obsolescence reserves, amortization/depreciation, writedowns of assets, employee
benefits, taxation, restructuring provisions, other accruals and provisions. Accounting
estimates and assumptions are reviewed, periodically, and the effect of every change is
reflected immediately in the income statement.

Earnings per share

Basic earnings per share is calculated dividing the net profit attributable to the owners of
ordinary shares in the Company (the numerator) by the weighted average number of
ordinary shares in issue (the denominator) during the year.

Diluted earnings per share is calculated by adjusting the net profit attributable to owners
of ordinary shares and the weighted average number of ordinary shares during the year
to take account of all potential ordinary shares with a diluting effect. A potential
ordinary share is a financial instrument or other contract that could give its owner the
right to obtain ordinary shares.

22. SEGMENTAL INFORMATION

With regard to the presentation of income statement and financial sector for each
business segment and geographical area in which the Company operates, we note that
management has identified a single business segment. The essentially uniform nature of
the activities and the state of completion of the projects under development means that
it is not possible to identify several sectors with risks and benefits different from the
other business sectors. Moreover, the services provided, the nature of the production
processes and the type of client for the Company’s products means that it is not possible
to split the Company’s activities into several business segments. Therefore, the
Company believes that, at present, segmental reporting showing income statement and
financial information by business sector and geographical area would not provide a
better representation or understanding of the business or the related risks and benefits.
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23. BALANCE SHEET
NON CURRENT ASSETS

Note 1 — Tangible assets

The following table contains details of tangible assets at December 31, 2006 and
movements thereon in the year then ended:

(Amounts in thousands of Euro) Balance at Additions Reclassi- Disposals Other Depreciation & Balance at

December 31, 2005 fications movements writedowns December 31, 2006

Gross Value

Plant and machinery 405 125 (1) (5) - - 524
Industrial and commercial equipment 2,040 408 108 (21) (1) - 2,534
Leasehold improvements 2,621 67 788 - - - 3,476
Other tangible assets 632 67 - (16) - - 683
Assets under construction and payments 405 513 (918)

on account

Total Gross Value 6,103 1,180 23) “42) @ - 7,217
Accumulated Depreciation

Plant and machinery (151) - - 2 - (46) (195)
Industrial and commercial equipment (1,500) - - 20 2 (272) (1,750)
Leasehold improvements (2,046) - - - - (369) (2,415)
Other tangible assets (452) - - 13 - (93) (532)
Assets under construction and payments

on account

Total Accumulated Depreciation (4,149) - - 35 2 (780) (4,892)
NBV

Plant and machinery 254 125 (1) (3) - (46) 329
Industrial and commercial equipment 540 408 108 (1) 1 (272) 784
Leasehold improvements 575 67 788 - - (369) 1,061
Other tangible assets 180 67 - (3) - (93) 151
Assets under construction and payments 405 513 (918)

on account

Total NBV 1,954 1,180 (23) (@) 1 (780) 2,325

Plant and machinery includes specific plant and machinery used to develop the
Company’s products and to provide services.

Equipment includes various types of tangible asset including laboratory equipment used
to provide services and develop the Company’s products.

Leasehold improvements include the cost of refurbishing the premises used by the
Company, in particular, its pharmaceutical lab and workshop. These premises are used
under a lease agreement. The costs incurred generally regarded building work and work
on the systems that form an integral part of the premises e.g. the electrical system and
the air conditioning system.

Other tangible assets include furniture and fittings and electronic office equipment.
The most significant changes during the year include the following:

- the increase of Euro 516 thousand in industrial and commercial equipment due to the
periodical renewal of laboratory equipment and its improvement to meet the
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demands of the higher level of activity regarding clinical development of the
Company products;

- a Euro 513 thousand increase in assets under construction and payments in account
with Euro 788 thousand later reclassified to leasehold improvements and Euro 108
thousand to industrial equipment following the refurbishment of the Company
premises, specifically, the pharmaceutical lab and workshop. The work was fully
completed in 2006.

Note 2 — Intangible assets and goodwill

The following table contains details of intangible assets at December 31, 2006 and
movements thereon in the year then ended:

(Amounts in thousands of Euro) Balance at Additions Reclassi- Disposals Amortisation Balance at
December 31, 2005 fications December 31, 2006

Merger with Genera S.p.A 129 - - - - 129
Goodwill 129 - - - - 129
Patents and intellectual property 4,200 168 21 - (859) 3,530
Concessions, licenses and trademarks 789 41 2 - (139) 693
Intangible assets 4,989 209 23 - (998) 4,223
Total 5,118 209 23 - (998) 4,352

The goodwill regards the balance recorded by Genera S.p.A. following a contribution
made by the Shareholders when the company was formed in 1997 before being merged
with MolMed.

On its first time adoption of IFRS, the Company decided not to apply IFRS 3 - Business
combinations on a retroactive basis to business acquisitions taking place before January
1, 2004. As a result, goodwill arising on acquisitions prior to the date of transition to
IFRS has been maintained at the value determined under Italian GAAP at that date while
testing for and recording any impairment losses following an appropriate test. The
recoverability of this goodwill is founded on the knowhow of the technical personnel
carrying out the research activities on the new product development projects and on the
possible revenues that could be generated by their commercial development.

In accordance with IAS 36, the goodwill was not amortized in 2005 and 2006.

Patents and intellectual property rights includes patents that belonged to Genera S.p.A.
the company that has been absorbed. At December 31, 2006, this item included Euro
1,276 thousand representing the residual value of the allocation of the entire merger
deficit arising on the merger with Genera S.p.A in 2002.

Concessions, licenses and trademarks includes the payments made under license and
sub-license agreements for intellectual property used in the development of the
Company'’s products.

The additions of Euro 209 thousand to intangible assets in 2006 mainly regard patents
and intellectual property rights. They include the cost of acquiring and registering the
patents and intellectual property in Italy and internationally.
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Note 3 — Financial assets

Financial assets amount to Euro 1 thousand and include guarantee deposits.

Note 4 — Tax receivables

Non current tax receivables relate to VAT receivables for which refunds have been
requested.

At December 31, 2006, this item included Euro 320 thousand of year 2005 VAT
receivables and Euro 320 thousand of year 2065 VAT receivables. Refunds of these VAT
receivables were requested in the VAT returns.

Further information is provided in Note 8.

Note 5 — Other assets

Other assets, amounting to Euro 4,131 thousand, includes the agreed price of a
purchase option on research projects. The Company has signed the agreement with
Science Park Raf S.p.A. and its parent company Fondazione Centro San Raffaele del
Monte Tabor: the agreement gives the Company the right to buy from the other parties
research projects conducted by them in the field of gene and molecular therapy for
cancer and AIDS. The cost of the option is Euro 4,131,660 and its effectiveness is
subject to the admission of the Company’s shares to trading on a regulated market.
When this condition is satisfied, the contract will be valid for eight years with the
possibility of renewal for four more years every more years.

The other side of the entry made by the Company is a liability recorded under “Other
payables”. The asset will be decreased and the related charges incurred as from the
moment when the aforementioned condition is satisfied. At that point, the asset will be
decreased and the charges recorded over the next eight years as per the option
agreement.

CURRENT ASSETS

Note 6 - Inventory

Inventory was analyzed as follows at December 31, 2006:

(Amounts in thousands of Euro) 31/12/2006 31/12/2005

Processing materials 53 45
Reagent materials 52 44
General materials 14 14
Total inventory 119 103

At December 31, 2006, inventory consisted solely of consumable materials and reagents.
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Note 7 - Trade accounts receivable and other commercial assets

Trade accounts receivable relate to services provided. At December 31, 2005 and 2006,
they were analyzed as follows:

(Amounts in thousands of Euro) 31/12/2006 31/12/2005

Trade accounts receivable 366 276
Receivable from related parties 716 230
Total trade receivables 1,082 506

Trade accounts receivable mainly relate to gene and cellular therapy, cell bank and bulk
therapy. The receivables also include prepaid expenses under license agreements,
contracts for maintenance and assistance which have been classified under this heading
given their nature.

As stated in Section 28, receivables from related parties mainly regard the cellular
manipulation services performed by the Company for related party Fondazione Centro
San Raffaele del Monte Tabor.

Note 8 — Tax receivables

At December 31, 2005 and 2006, tax receivables were analyzed as follows:

(Amounts in thousands of Euro) 31/12/2006 31/12/2005

VAT receivables 1,541 992
Tax receivables 25

Withholding taxes 109 86
Total tax receivables 1,675 1,078

The VAT receivables shown under this heading regard VAT receivables for which a refund
has not yet been requested. VAT receivables for which a refund has been requested are
included under non current financial receivables as analyzed in Note 4.

We note that, in its 2005 VAT return, the Company asked for a refund of Euro 391
thousand of its 2004 VAT receivable (out of a total of Euro 1,227 thousand). In its 2006
VAT return, the Company asked for a refund of Euro 320 thousand of its VAT receivable
(out of a total of Euro 1,311 thousand). Meanwhile, in its 2007 VAT return, the
Company requested a refunds of Euro 320 thousand of its VAT receivable (out of a total
of Euro 1,470 thousand).

At December 31, 2006, VAT receivables include the 2004 VAT receivable of Euro 391
thousand for which a refunds was requested in 2005. It has been reclassified from non
current tax receivables to current tax receivables after the tax authorities issued a letter
stating that the refund was imminent. It also includes 2006 VAT receivables of Euro
1,150 thousand for which a refund has not yet been requested.

The increase in the VAT receivable is due to the difference between VAT on purchases and
sales. Sales are still low due to the state of development of the Company’s activities.
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Note 9 — Other receivables and sundry assets

Other receivables - amounting to Euro 485 thousand and Euro 1,544 thousand at
December 31, 2006 and 2005, respectively - comprise advances to suppliers,
government research subsidies accruing but not yet received and prepaid expenses.
These prepaid expenses regard insurance premiums and IT assistance charges that are
deferred to subsequent periods on an accruals basis.

The decrease at December 31, 2006 compared to December 31, 2005 is mainly due to
receipt of government research grants of Euro 999 thousand that accrued in prior years.

Note 10 — Cash and cash equivalents

Cash and cash equivalents may be analyzed as follows:

(Amounts in thousands of Euro) 31/12/2006 31/12/2005

Bank and post office accounts 8,427 11,698
Cash and cash equivalents on hand 7 3
Cash and cash equivalents 8,434 11,701

At December 31, 2006, cash and cash equivalents totaled Euro 8,434 thousand. They
included cash at bank of Euro 8,427 thousand and cash on hand of Euro 7 thousand. The
balance included the proceeds from the execution of the second stage of the share
capital increase approved in September 2005 which was paid towards the end of 2006 in
the amount of Euro 7,807 thousand.

At December 31, 2005, cash and cash equivalents totaled Euro 11,701 thousand. They
included cash at bank of Euro 7,698 thousand, short term “hot money” investments of
Euro 4,000 thousand and cash on hand of Euro 3 thousand. The balance included the
proceeds from the execution of the first stage of the share capital increase approved in
September 2005. This increase was partially subscribed and paid by December 31, 2005
in the amount of Euro 7,807 thousand.
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Note 11 — Shareholders’ equity

Shareholders’ equity was analyzed as follows at December 31, 2006 and December 31,
2005:

(Amounts in thousands of Euro) 31/12/2006 31/12/2005
Share capital 22,487 17,182
Share premium reserve 10,502

Other reserve - 11,761
Stock option plan reserve 1,024 956
Actuarial valuation reserve 7 (5)
Retained earnings / (Accumulated losses) (9,859) (3,215)
Profit (Loss) for the year (10,697) (10,598)
Total Shareholders' Equity 13,464 16,081

Information on movements in Shareholders’ Equity is provided in the table included in
Section 16.

Share capital

At December 31, 2006, share capital was wholly subscribed and included 22,680,511
ordinary shares with a nominal value of Euro 1 each for a total of Euro 22,680 thousand.
At that date, some Euro 193 thousand of share capital was not wholly paid so paid up
share capital amounted to Euro 22,487 thousand.

The movements in 2006 regard the effects of the execution of the two stages of the
share capital increase approved in September 2005. It should also be noted that one of
the shareholders had not yet paid part of the subscribed share capital increase. The
amount in question — Euro 193 thousand - was paid in the first few months of Euro 193
thousand.

On September 30, 2005, the Extraordinary Shareholders’ Meeting approved the following
based on the balance sheet at June 30, 2005:

e To cover the total loss of Euro 7,267 thousand using the share premium reserve with
the remainder of Euro 769 thousand covered by reducing share capital from Euro
17,951 thousand (including Euro 193 thousand not paid) to Euro 17,182 thousand
(including Euro 193 thousand not paid);

e To effect a paid share capital increase in two installments of Euro 2,749 thousand
each. This would be performed by issuing the same number of ordinary shares with
a nominal value of Euro 1 each - a total of Euro 5,498 thousand - and offering them
to shareholders at a share premium of Euro 1.91 per share for a total of Euro 10,502
thousand (Euro 5,250 thousand each installment). T should be noted that the second
installment of the share capital increase was subscribed in full in the amount of Euro
2,749 thousand but Euro 193 thousand had not been paid at December 31, 2006 so
this installment amounted to Euro 2,556 thousand. As a result, the share capital
increase totaled Euro 5,305 thousand.

As well as the General Meeting resolution of September 20, 2005, the approved share
capital amount takes account of the resolution dated December 20, 2002 regarding a
paid share capital increase of up to Euro 1,669,144 through the issue of a maximum of
1,669,144 new shares - excluding Shareholders’ option rights — to service a stock option
plan for the President of the Board of Directors and the General Manager of the
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Company. The stock option plan grants the participants options to subscribe the newly
issued shares.

As previously stated, in 2006, the shareholders fully subscribed the share capital
increase approved in September 2005 with a view to raising finances of around Euro 16
million. The second and final installment of the increase was subscribed in December
2006 and the share capital increase has raised the funds needed to finance activities
planned until July 2007. The Board of Directors meeting of February 21, 2007 asked the
Shareholders’ General Meeting to consider suitable means of raising the finances
required for activities planned after July 2007 at the same time as it was approving the
2006 Financial Statements. This is necessary so as to maintain capital at a level
consistent with the pursuit of the corporate objectives and to enable the Company to
complete the development of products in the pipeline and reach the stage where it will
be able to market and sell its products.

With the aim of raising the financial resources needed for the pursuit of the business
objectives, the Extraordinary Shareholders’ General Meeting of April 24, 2007 approved
a share capital increase up to a maximum of Euro 10 million with part of the increase
being allocated to the share premium reserve. The deadline for exercising the option
rights was set at October 31, 2007 with the deadline for taking subscriptions set at
November 30, 2007. The General Meeting also gave the Board of Directors powers — up
to the maximum amounts indicated - to allocate amounts to the nominal share
premium. It was possible for the amount in question to differ from one shareholder to
another in the event that payments on investments subscribed were made on different
dates.

The General Meeting of September 28, 2007 noted that execution of the share capital
increase approved by the General Meeting of April 24, 2007 had raised a total amount of
Euro 10,027,789.43 including share capital and share premium. Some Euro 726,338 of
the share capital had not yet been paid.

Furthermore, with regard to the financial resources required by the business plans and
raised, mainly, until now by funds contributed by the shareholders, as a further
expression of their interest in the Company, the Board of Directors received a formal
commitment from the shareholders that they will ensure that the Company continues as
a going concern until the MolMed S.p.A. ordinary shares are admitted to a listing on the
Electronic Stock Exchange organized and managed by Borsa Italiana S.p.A. and, in any
case, until June 30, 2009 if the listing does not take place by then.

Share premium reserve

Reference should be made to the previous comments for details of movements on the
share premium reserve which stood at Euro 10,502 thousand at December 31, 2006.

Other reserves
Other reserves regard payments made by the shareholders into accounts for the
coverage of losses and for share capital increases.

The movements on other reserves in 2006 regard the coverage of losses approved by
the General Meeting of April 6, 2006 and the effect of implementing the resolution
approved by the General Meeting of September 20, 2005.

Stock Option Plan Reserve

The Stock Option Plan reserve was created as at January 1, 2004 upon first time
adoption of the IFRS. It was created so as to reflect the Stock Option Plans set up in
2001 and 2002. The reserve was calculated by determining the fair value of the rights in
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question on the grant dates. The reserve amounted to Euro 504 thousand at January 1,
2004. This was equal to the charges accruing between the first grant date and that
date. The other side of the entry was made to the First Time Adoption Reserve which is
classified under Retained Earnings/(Accumulated Losses). In subsequent years, the
Stock Option Plan reserve has increased with an income statement effect under
personnel costs.

Actuarial valuation reserve

The actuarial valuation reserve reflects actuarial losses arising from the valuation of the
TFR/employee termination indemnity at year end.

Retained earnings/(Accumulated losses)

This item may be analyzed as follows:

(Amounts in thousands of Euro) 31/12/2006 31/12/2005

First time IFRS adoption reserve (3,318) (3,318)
Retained earnings / (Accumulated losses) (6,541) 103
Total (9,859) (3,215)

The First Time IFRS Adoption Reserve of Euro 3,318 thousand was created on January 1,
2004 upon the first time adoption of IFRS. The other side of the entry regarded the
adjustments made to the Italian GAAP account balances as a result of IFRS adoption (as
required by IFRS no 1).

Retained Earnings / (Accumulated Losses) decreased in 2006 due after the net loss for
2005 was taken to accumulated losses.

The following table contains details about the possible utilization of shareholders’ equity
reserves and of the reserves available for distribution:

(in thousands of Euro)

Nature/Description Amount at Possible Avilcl)?ble
p 31.12.2006 utilization ror
distribution
Share capital 22,487

Capital reserves:

Share premium reserve 10,502 A B,C 10,502

Reserve to cover losses -
Reserve for future share capital
increases -
Total: 10,502 -
Earnings reserves:

Legal reserve - -

Total - -

Amount not available for distribution -

Remainder available for distribution -
Legend: A share capital increase, B to cover losses, C distribution to shareholders
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We note the following with regard to utilization of shareholders’ equity reserves in the
last three years:

e In 2003, losses totaling Euro 7,285 thousand reported for 2002 were partially
covered using Euro 2,267 thousand from the share premium reserve (freely available
for distribution;

e In 2004, losses totaling Euro 6,681 thousand for 2003 were partially covered using
Euro 6,000 thousand from the reserve to cover losses (available only to cover
losses);

e In 2005, losses for 2004 and for the first half of 2005 were partially covered using a
total of Euro 12,996 thousand from the share premium reserve (freely available;

e In 2006, the losses for 2005 were covered using Euro 3,954 thousand from the
specific reserve to cover losses (only available to cover losses). A total of Euro 7,807
thousand paid by the shareholders in 2005 into an account for future share capital
increases was used in 2006 to complete the first installment of the share capital
increase approved in September 2005.

NON CURRENT LIABILITIES

Note 12 — Liabilities for pension obligations and employees’ leaving indemnity

This item regards all obligations for pensions and other employee benefits after
termination of the employment relationship and payable when certain requirements are
met. The balance consists of the provision for the employees’ leaving indemnity.

Movements on this balance are as follows:

(Amounts in thousands of Euro) 31/12/2006 31/12/2005

Opening balance 284 267
Accrued for year 63 65
Utilised - (45)
Actuarial gains / (losses) (12) (3)
Closing balance 335 284

The TFR has been determined based on an actuarial calculation performed based on a
method that complies with IAS 19.

Note 13 — Trade accounts payable

Non current trade payables amounted to Euro 1,348 thousand at December 31, 2006
and Euro 2,222 thousand at December 31, 2005. They regard the portion of deferred
income that will reverse after more than a year and relate to revenues relating to future
years and relating to upfront payments received on the sale to third parties of rights to
the Company’s products under development. These revenues have been spread over the
period between the date of signature of the out-licensing contracts and the next
development Milestone under the said contracts. At December 31, 2006, the Company
was party to three out-licensing and scientific cooperation agreements with Japanese
company Takara. The portion of this deferred income that will reverse after less than a
year has been classified under current trade accounts payable as described in Note 15.

Pag. 50



/—\ Financial Statements at December 31, 2006

MOLMED

Note 14 — Finance lease payables

Non current finance lease payables stood at Euro 0 thousand at December 31, 2006 and
Euro 8 thousand at December 31, 2005. They include the non current portion of the
liability towards a leasing company for a finance lease entered into in 2003. The finance
lease regards an electronic microscope and is for a period of 48 months. The portion of
the total finance lease liability due after less than a year — Euro 8 thousand at December
31, 2006 and Euro 10 thousand at December 31, 2005 - is classified under current
finance lease payables.

CURRENT LIABILITIES

Note 15 — Trade accounts payable

Trade accounts payable were analyzed as follows at December 31, 2006:

(Amounts in thousands of Euro) 31/12/2006 31/12/2005

Payments on account - 27
Due to suppliers 2,242 1,816
Due to related parties 151 258
Other payables for costs relating to future years 58 30
Deferred income for upfront payments received 875 871
Total trade payables 3,326 3,002

At December 31, 2006, trade accounts payable included Euro 1,545 thousand due in
Italy, Euro 626 thousand due in other European Union countries and Euro 71 thousand
due in other countries (mainly in USD and GB Pounds). The increase in the balance is
due to the growth in the Company’s activities.

Amounts payable to related companies mainly consist of invoices issued for services
provided to the Company by Science Park Raf S.p.A. as described in Section 28.

The deferred income regards future year income from upfront payments received on the
sale to third parties of rights to company products under development. This income has
been spread over the period between signature of the out-licensing agreements and the
next development Milestone under the contracts. At December 31, 2006, the Company
had three out-licensing and scientific co-operation agreements with Japanese company
Takara. This item only includes the portion of the deferred income that will reverse
during the next year. The deferred income relating to future years has been classified
under non current trade accounts payable as described in Note 13.
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Other liabilities may be analyzed as follows:

Financial Statements at December 31, 2006

(Amounts in thousands of Euro) 31/12/2006 31/12/2005

Tax payables 133 121
Amounts due to social security institutions 172 154
Amounts due to employees for holiday pay 229 159
Amounts due to employees for salaries, expense claims, etc 11 13
Amounts due to freelance consultants 69 82
Advances from clients 0 18
Other payables 18 583
Amounts due for options 4,131 4,131
Other current liabilities 4,763 5,261

Tax and social security payables consist of income taxes and social security contributions
withheld at source from employee salaries and the remuneration of freelance workers for
the month of December but paid to the authorities the next month.

During the two year period, the Company recorded tax losses so it does not have any
current tax liabilities.

At December 31, 2006, other payables mainly consisted of deferred income regarding EU
subsidies that may be postponed to future periods based on the state of completion of
the projects financed. The decrease at December 31, 2006 compared to prior year is
due to the absence of such deferred income in 2006 and the completion of the project
funded.

The amounts payable for options represent the other side of the entry made to other
assets for the value of the option agreement held by the Company on the research
projects of the San Raffaele Foundation and Science Park Raf. This agreement is subject
to the listing of the Company on a regulated market.

For further information, reference should be made to Note 5.

24. PROFIT AND LOSS

Note 17 - Revenues
The Company’s revenues are generated by the following services:

(Amounts in thousands of Euro) 31/12/2006 31/12/2005

Gene therapy services 412 9

Cell thereapy services 138 58

Cell bank and bulk services 391 289

Molecular analysis services 11 11

Milestones 872 732

Other consultancy 96 202

Total revenues for services 1,920 1,301
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Gene therapy revenues mainly regard activities under the co-operation agreement with
the Telethon Foundation.

The cell therapy, cell bank and bulk services regard cellular manipulation activities and
the production of materials for use in clinical trials managed by the San Raffaele
Foundation.

The reduction in revenues from cell bank and bulk services mainly regards the number of
patients treated by the San Raffaele Foundation’s Bone Marrow Transplant Unit (BMTU)
for which the Company performs patient specific cellular manipulation services.

The Milestones revenue trend is related to the recognition of upfront revenue on the new
contract signed with biotech company Takara Bio Inc. for the HIV project. These
revenues are deferred over the expected duration of the co-operation agreement.

Total revenues at December 31, 2006 includes Euro 839 thousand of revenues from
related parties. Further information is provided in Section 28.

Milestones revenues regard the revenues relating to the year under upfront payments
received on the sale to third parties of rights to the Company’s products under
development. These revenues have been spread over the period between the date of
signature of the out-licensing contracts and the next expected milestone based on
management estimates.

The increase recorded in 2006 is mainly due to the milestone revenues regarding the
out-licensing agreement for the HIV project with client Takara. This agreement was
signed in April 2005 and revenue was recorded in the income statement for part of 2005
only.

Note 18 — Other income

Other income, amounting to Euro 805 thousand and Euro 593 thousand in the years
ended December 31, 2006 and 2005, respectively, mainly consists of public sector
grants awarded to the Company for its research projects (Euro 792 thousand in 20065
and Euro 562 thousand in 2005).

The increase in 2006 was mainly due to grants totaling Euro 489 thousand under the
Lombardy Region program for the promotion of excellence in the industrial areas of
Lombardy and Euro 294 thousand regarding projects under the EU VI Research and
Development Master Program.

This income regards subsidies that have actually been granted by the relevant public
sector bodies. It is recognized based on the costs actually incurred as a percentage of
total costs budgeted for the subsidized research projects.

(Amounts in thousands of Euro) 2006 2005

Lombardy Region (Lombardy Industrial areas) 489 221
European Commission (Project "Consert") 169 186
European Commission (Project "Skintherapy") 125 56
European Commission (Projects "Apoclear") - 45
Istituto Superiore della Sanita (AIDS research project) - 40
Other subsidies 9 14
Other income 13 31
Other income 805 593
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Note 19 — Purchases of raw and consumable materials

This item may be analyzed as follows:

(Amounts in thousands of Euro) 31/12/2006 31/12/2005
Processing materials 668 547
Reagents 746 661
General laboratory materials 124 108
Maintenance materials 31 29
Change in raw materials inventory (17) (7)
Total purchases of raw and consumable materials 1,552 1,338

Purchases of raw and consumable materials mainly regard materials and reagents
ordinarily used in laboratories.

Note 20 — Costs for services

This item was analyzed as follows in the years ended December 31, 2006 and 2005:

(Amounts in thousands of Euro) 31/12/2006 31/12/2005

Maintenance 192 194
Laboratory utilities 267 275
Outsourced quality control 247 282
Outsourced R&D 1,420 1,280
Outsourced production 295 308
Transport and storage of lab materials 90 68
Technical consultancy and assistance 656 559
In-licensing and other contract costs 270 352
Contract researcher and investigational hospital services 479 350
Other costs of clinical development and support activities 158 114
Administrative and tax consultancy 101 108
Legal costs 164 120
Cost of patents 95 89
Management consultancy 17 8
Directors and statutory auditors' fees 308 314
Information techonology consulting 163 116
Other G&A costs 197 176
Staff training 39 51
Other personnel costs 129 57
Participation at congresses and meetings 44 25
Travel expenses 233 196
Total costs for services 5,564 5,042

As the table shows, the most significant items included under costs for services include:

e costs under agreements with clinics that carry out testing and trials of the Company’s
products;

e outsourced quality control procedures performed by international companies
specializing in the validation and quality control of the materials and reagents used in
the Company’s typical activities;
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e research, development and production services outsourced to specialist companies
that help with the research products in the MolMed pipeline;

e obligations towards third parties under license agreements with biotech companies
and research institutes that own the intellectual property for components and
processes used in the Company business.

The increase in costs for services in 2006 over 2005 mainly regards outsourced R&D,
technical consultancy and co-operation and CRO and hospital services. These increases
mainly regard the stepping up of development activities of products TK and ARENEGYR.

The fees payable to the Directors and Statutory Auditors are summarized in the following
table:

(Amounts in thousands of Euro) 31/12/2006 31/12/2005

Directors' fees 319 316
Statutory auditors' fees 38 33
Total 357 349

We note that the above table shows the Directors and Statutory Auditors’ fees for the
years stated. The cost of Directors and Statutory Auditors’ fees included in the table on
costs for services regards emoluments, as adjusted for the waiver of prior year
emoluments of Euro 49 thousand and Euro 35 thousand in 2006 and 2005, respectively.

Note 21 — Use of third party assets — leases and rentals

This item may be analyzed as follows:

(Amounts in thousands of Euro) 31/12/2006 31/12/2005

Rental of premises 1,011 993
Other rentals 29 53
Total use of third party assets 1,040 1,046

These costs consist almost entirely of the rental cost of the premises used by the
Company.

The premises used at the San Raffaele Science Park are made available by related
company Science Park Raf S.p.A. Further information about dealings with related parties
is provided in Section 26.

Note 22 — Personnel costs

This item may be analyzed as follows:

(Amounts in thousands of Euro) 31/12/2006 31/12/2005

Wages and salaries 2,530 2,309
Social contributions 720 746
TFR - employee leaving indemnity 152 140
Other personnel costs 16 12
Stock options 68 170
Total personnel costs 3,486 3,377
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Personnel costs include all costs incurred by the Company for the remuneration of its

employees.

Note 23 — Other operating costs

This item may be analyzed as follows:

(Amounts in thousands of Euro) 31/12/2006 31/12/2005
Printed and promotional materials 21 6
Stationery 24 23
Entertainment costs 16 13
Membership fees 39 33
Sponsorship 14 32
Unaccrued prior year charges and capital losses 7 30
Other charges 21 39
Total other operating costs 142 176
Nota 24 — Amortization, depreciation and writedowns

This item may be analyzed as follows:

(Amounts in thousands of Euro) 31/12/2006 31/12/2005
Amortization of intangible assets 999 976
Depreciation of tangible assets 780 644
Total amortization and depreciation 1,779 1,620
Note 25 — Financial income and charges

This item may be analyzed as follows:

(Amounts in thousands of Euro) 31/12/2006 31/12/2005
Interest and other financial income 154 145
Exchange gains 9 -
Sundry 1 2
Financial income 164 147
Finance lease interest charges (1) (1)
Other interest charges (11) (11)
Roundings and allowances (1) ()
Exchange losses (3 (17)
Sundry ) (9)
Financial charges (23) (40)
Total net financial income (charges) 141 107

Interest income is earned on the Company’s cash resources.

Other interest charges mainly regard the interest cost determined

calculation of pension and employee laving indemnity liabilities.
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The exchange gains and losses have been generated by fluctuations in the US Dollar and
GB Pound exchange rate against the Euro during the period.

Note 26 — Taxes on income

The financial statements do not include current or deferred tax charges or income from
the recognition of deferred tax assets. This is because the Company has, in prior years,
incurred significant statutory and tax losses.

Given the Company’s activities and the medium term outlook, deferred tax assets and
liabilities have not been recorded. This also considers the fact that deferred tax assets
would be greater than deferred tax liabilities.

The following table contains a summary of the timing differences excluded from the

calculation of the result for the year:

(Amounts in thousands of Euro) 31/12/2006 31/12/2005
Timing Timing
differences Tax effect differences Tax effect

Directors' fees 70 23 66 22
Other timing differences 10 4 11 4
Tax losses for carry forward w/o limit 1,552 512 1,552 512
Tax losses for carry forward for limited period 44,780 14,777 36,983 12,204
Total deferred tax assets 46,412 15,316 38,612 12,742
Merger deficit 514 192 617 230
Total deferred tax liabilities 514 192 617 230
The Company has the following accumulated tax losses from prior years. They are

shown by the year in which they arose.

Year formed Tax return Amount Expiry date
2006 Unico 2007 11,370 2011
2005 Unico 2006 9,546 2010
2004 Unico 2005 9,570 2009
2003 Unico 2004 6,713 2008
2002 Unico 2003 7,581 2007
Pre 2001 Pre 2001 1,552 Carry forward without limit
Total 46,332
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Note 27 — Basic and diluted earnings per share

Basic earnings per share is as follows:

(Amounts in Euro) 31/12/2006 31/12/2005

Basic earnings/(loss) per share (0.5367) (0.6214)
Diluted earnings/(loss) per share - -

As required by IAS 33, diluted earnings per share should take account of the effect of all
potential ordinary shares with a diluting effect. The Company has created stock option
plan granting options to acquire shares in the Company at a pre-determined strike
price. The Company has not calculated the diluted loss per share because:

e if the market value of the shares - not available at present - were higher than the
strike price of the options, there would be an anti-diluting effect and this should not
be shown;

e if the market value of the shares were lower than the strike price of the options,
exercise of the options would be a remote possibility as the operation would not be
economically worthwhile for the option holders.

25. NET FINANCIAL POSITION

The Net Financial Position is analyzed as follows:

(Amounts in thousands of Euro) At December 31
2006 2005

Cash and cash equivalents 8,434 11,701
A. Cash and cash equivalents 8,434 11,701
Finance lease payables (8) (10)
B. Current financial debt (8) (10)
C. Net current financial position (A+B) 8,426 11,691
Finance lease payables 0 (8)
D. Non current financial debt 0 (8)
F. Net financial position (C+D) 8,426 11,683

As stated in Note 10, the Company’s net financial position is largely affected by funds
injected by the shareholders.

Cash and cash equivalents included cash at bank of Euro 8,427 thousand and Euro
11,698 thousand at December 31, 2006 and 2005, respectively. It also included cash on

hand of Euro 7 thousand at December 31, 2006 and Euro 3 thousand at December 31,
2005.

Pag. 58



/—\ Financial Statements at December 31, 2006

MOLMED

At December 31, 2006, cash and cash equivalents included the proceeds from
subscription and payment of the second installment of the share capital increase
approved in September 2005. Payments totaling Euro 7,807 thousand were made in the
last few days of 2006.

At December 31, 2005, cash and cash equivalents were boosted by the second
installment of the share capital increase of Euro 10,088 thousand approved in March
2004 and paid in March 2005 and by payment of the first installment of the share capital
increase of Euro 7,807 thousand approved in September 2005 and paid in December
2005.

In the years analyzed, the changes in cash and cash equivalents occurred at the various
times when the Shareholders injected funds.

Some of the cash and cash equivalents were invested in short term “hot money”
operations — Euro 4,000 thousand at December 31, 2005 and Euro 2,000 thousand at
December 31, 2006.

Current financial debt of Euro 8 thousand in 2006 and Euro 10 thousand in 2005 consists
solely of a finance lease payable for an electronic microscope. The following table
contains details of the finance lease agreement and the outstanding payable at
December 31, 2006.

Amounts in thousands of Euro

Original Due after Due after
Lessor Item leased Start date Finish date amgunt lessthana  more than a
year year

Centro leasing Microscope 2003 2013 39 8
26. COMMITMENTS AND GUARANTEES
Commitments and guarantees may be analyzed as follows:
(Amounts in thousands of Euro) 31/12/2006 31/12/2005
Guarantees 1,374 1,374
Commitments 50 0
Guarantees and commitments 1,424 1,374

The Guarantees consist of sureties issued by third parties as a guarantee for the non
refundable subsidies received to finance research projects.

At December 31, 2006, Commitments regarded a surety issued by a bank to Universita
Vita/Salute San Raffaele on behalf of the Company in relation to commitments made by
the Company to finance a scholarship.

27. CONTINGENT LIABILITIES

The Company was called to appear before the Court of Milan by LTK Farma S.a.s. and
the Université Pierre et Marie Curie — Paris VI (the “plaintiffs”) by a summons and
complaint dated May 10, 2006, alleging that the Company infringed a European patent,
namely EP 0564646, owned by the Université Pierre et Marie Curie — Paris VI and
licensed to LTK Farma S.a.s. Specifically, the plaintiffs asked the court to (i) declare that
testing MolMed’s TK product constituted an infringement of the disputed patent as well
as unfair competition under Article 2598 of the Italian Code of Civil Procedure; (ii) grant
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an injunction against any form of advertising or marketing of the TK product; and (iii)
award damages against the Company, with the amount of such damages to be to be
determined during the legal proceedings. This complaint was dismissed by a court order
of June 7, 2007, as a result of the plaintiffs having missed an administrative filing
deadline.

On June 17, 2007, the plaintiffs served a hew summons and complaint on the Company
on the same grounds and containing the same allegations.

The Company answered the complaint by filing a brief on October 18, 2007, raising the
interlocutory issue of lack of standing, and counterclaiming that the patent be revoked
due to the validity requirements applicable to it having not been met. The Company also
requested an award of damages arising from the vexatious nature of the plaintiffs’
lawsuit, which damages the Company quantified in the amount of Euro 200 thousand.

The Company also argued in the alternative that the opposing parties’ claims be rejected
as the patent was not infringed for the following reasons: (i) the activity challenged by
the plaintiffs, in relation to the TK product, exclusively consisted of research and testing
which, in and of themselves, cannot be deemed to constitute infringement under Article
68 of Legislative Decree No. 20 of February 10, 2005 (the “Industrial Property Code”)
(this provision stating that patent protection cannot be extended to testing even if the
testing is aimed at obtaining an authorization to market); and (ii) in any event, a
significant difference exists between the TK product and the object of the disputed
patent.

Should the Company fail to prevail in this litigation, the judge in the case could prohibit
the marketing of the Company’s TK product until the plaintiffs’ patent expires. The
Company’s management maintains that the Company’s testing of the TK product should
not be affected by any injunction. More importantly, the Company does not envisage
marketing the TK product before the disputed patent expires.

28. SHARE BASED PAYMENTS

In December 2001, an Extraordinary Shareholders’ Meeting gave the Board of Directors
the power to increase share capital by up to a maximum of Euro 431,711 in service of a
stock option plan granted to the President and CEO Prof. Claudio Bordignon and the
General Manager Marina Del Bue. The Board of Directors then resolved to grant the said
beneficiaries a total of 431,711 options giving them the right to subscribe shares
representing 6.5% of post increase share capital. These options included 265,668
options (4% of the post increase share capital) granted to Prof. Claudio Bordignon and
166,043 options (2.5% of the post increase share capital) granted to Marina Del Bue.
The strike price of the options thus granted was set, based on an appraisal, at Euro
2.8276 per share. This price includes the nominal value of Euro 1 with the remainder
representing share premium.

On November 26, 2002, taking account of the share capital increases that had taken
place, the Company Board of Directors resolved to grant the beneficiaries of the
aforementioned stock option plan further options as follows: 462,032 options for Prof.
Claudio Bordignon and 288,770 options for Ms Del Bue. This was in order to maintain
the same percentage ratio between the number of shares offered for subscription to
each of the beneficiaries of the stock option plan and the total number of shares included
in the Company share capital. The strike price for this second batch of options was set,
based on another appraisal, at Euro 2.40 per share.

For this purpose, with the approval of the Board of Directors and in relation to the
powers given to the Board by the previous Shareholders’ Meeting of December 11, 2001,
the Extraordinary Shareholders’ Meeting held on December 20, 2002 approved a new
paid share capital increase - possible in several stages - to service the overall stock

Pag. 60



/—\ Financial Statements at December 31, 2006

MOLMED

option plan (i.e. the original stock options granted by the Board of Directors in December
2001 and the additional options granted to the same beneficiaries by the Board on
November 26, 2002).

The original plans provided for the exercise of the options in three equal installments
within thirty days of approval by the Board of Directors of the financial statements for
the years ended December 31, 2003, 2004 and 2005 for the first set of options granted
and the financial statements for the years ended December 31, 2004, 2005 and 2006 for
the second set of options granted and, in any case, by June 30, 2007. As a result of
changes to tax legislation on stock options, the Shareholders’ Meeting of April 24, 2007
changed the duration of the “vesting period” and the overall duration of the offering.
The date from which the beneficiaries can exercise their options has been set at
December 31, 2008 while the deadline for exercise of the options has been extended to
June 30, 2009.

The options granted are analyzed as follows:

Options
expired
during
year

Options held at start of year Options granted during year Options exercised during year] Options held at year end

(11)=1+4-

@ 2) 3) 4) (5) (6) @ (8) 9 (10) 7-10 (12) (13)
Name and Number Ave_rage Average Number Ave'rage Aver_age Number Ave'rage Aver_age Number Number Average Average
Role . strike N N strike expiry of strike expiry of . strike .
surname of options N expiry date | of options N : N ) of options N expiry date|
price price date options price date options price
Claudio President 727,700 2.556 30/06/2009 - - - 727,700 2.556 30/06/2009
Bordignon  of Board
Marina Del  General 454,813 2.556 30/06/2009 - - - 454,813 2.556 30/06/2009

Bue Manaaer

29. DEALINGS WITH RELATED PARTIES

The effects of dealings with related parties - as identified in accordance with IAS 24 - on
the Company’s income statement and balance sheet for 2005 and 2006 are set out
below:

(Amounts in thousands of Euro)

Trade Other Trade Other Costs for Use of 3rd
. R Revenues -

receivables assets payables liabilities services  party assets
Science Park Raf S.p.A. 2,066 65 2,066 495 1,011
Fondazione Centro S.Raffaele 716 2,065 70 2,065 839 110
Diagnostic San Raf S.p.A 7 11
HSR Resnati S.p.A. 9 22
Total 716 4,131 151 4,131 839 638 1,011

The receivables and revenues mainly arise in relation to the cellular manipulation
services provided by the Company to related party the Fondazione Centro San Raffaele
del Monte Tabor.

The payables and costs mainly relate to services provided by Science Park Raf S.p.A. to
the Company. These include providing the premises used by the Company at the San
Raffaele science park as well as certain support, consultancy and research services under
technical/scientific co-operation agreements. There are also payables towards
Fondazione Centro San Raffaele del Monte Tabor and to certain companies controlled by
it. These companies provide certain support services as well as research services under
scientific co-operation agreements.

The other assets and liabilities include Euro 4,131 thousand regarding the agreed price
of a purchase option on research projects. The Company has signed the agreement
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with Science Park Raf S.p.A. and its parent company Fondazione Centro San Raffaele del
Monte Tabor: the agreement gives the Company the right to buy from the other parties
research projects conducted by them in the field of gene and molecular therapy for
cancer and AIDS. The cost of the option is Euro 4,131 thousand and its effectiveness is
subject to the admission of the Company’s shares to trading on a regulated market.
When this condition is satisfied, the contract will be valid for eight years with the
possibility of renewal for four more years every four years.

All dealings with related parties have taken place at arm’s length.

30. SIGNIFICANT NON RECURRING EVENTS AND TRANSACTIONS

Pursuant to the CONSOB Communication of July 28, 2006, we note that the Company
did not enter into any significant non recurring operations during the year.

31. TRANSACTIONS RESULTING FROM ATYPICAL OR UNUSUAL OPERATIONS

Pursuant to the CONSOB Communication of July 28, 2006 we note that, during the year,
the Company did not enter into any atypical or unusual operations. The Communication
defines atypical or unusual operations as operations that may raise doubts as to the
accuracy/completeness of the information in the financial statements, a conflict of
interests, safeguarding of the business’s net assets and safeguarding of the minority
shareholders as a result of the following characteristics of the operations: their
significance/importance, the other parties in the operation, the subject of the operation,
how the transfer price was determined and the timing of the event/operation (proximity
to year end).

32. OTHER INFORMATION

32.1 Average number of employees by category

The average number of employees - by category - has varied as follows in the last two
years:

31/12/2006 3171272005
Executives 7 5
Managers 8 11
White collar 49 42
Blue collar 1 3
Total 65 61

32.2 Remuneration of the Directors, Statutory Auditors, General Managers and
Managers with strategic responsibility (Art.78 Consob Regulation no
11971/99)

The following information is provided in accordance with Article 78 of CONSOB
Regulation no 11971 of May 14, 1999, as subsequently amended, on the adoption of the
implementation order for Legislative Decree no 58 of February 24, 1998 which regulates
issuing companies.
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Surname Name Position Da.te Appointment ends rﬁl:t";‘::p(;?;nsp?hn;’ Non Ca.\Sh Boz:lf:rmd Other N
appointed financial benefits incentives remuneration
statements
Bordignon Claudio President of Board of Directors 12/06/2003 |appr.FS31/12/08 258,500 25,506
Del Bue Paolo Director 12/06/2003 |appr.FS31/12/08 8,000
Sciorilli Borrelli_|Ivo Director 12/03/2003 |appr.FS31/12/08 8,500
Botti Renato Director 12/06/2003 |appr.FS31/12/08 8,000
Carfagna Maurizio Director 15/03/2004 |appr.FS31/12/08 7,000
Grossi Sabina Director 15/03/2004 |appr.FS31/12/08 8,000
Messina Alfredo Director 15/03/2004 |appr.FS31/12/08 8,000
Rossi Cairo Giorgio Director 12/06/2003 |resigned 6/4/2006 1,250
Cappelli Enrico Director 06/04/2006 |appr.FS31/12/08 6,750
Veronesi Umberto Director 12/06/2003 |resigned 19/12/2006 5,500
Lori Marco President of Board of Statutory Auditors 12/06/2003 |appr.FS31/12/08 14,730
Superti Furga Ferdinando _|Statutory Auditor 15/03/2004 |appr.FS31/12/08 11,012
Scio Enrico Statutory Auditor 12/06/2003 |appr.FS31/12/08 12,302
| Balp Gaia Substitute Statutory Auditor 06/04/2006 |appr.FS31/12/08
Bianchi Luigi Substitute Statutory Auditor 06/04/2006 |appr.FS31/12/08
357,544 25,506
7 MANAGERS 819,756

33. POST BALANCE SHEET EVENTS

Since year end, the second and final installment of the share capital increase approved
by a General Meeting on September 20, 2005 and subscribed by December 31, 2006 has
been completed with regard to the Euro 193 thousand not yet paid by year end.

In order to raise the finance required to sustain the business objectives, an
Extraordinary General Meeting of April 24, 2007 approved a share capital increase of up
to Euro 10,000,000, part of it to be allocated to the share premium reserve. The
deadline for the exercise of rights issue options was set at October 31, 2007 with a final
subscription deadline of November 30, 2007. The Extraordinary General Meeting also
gave the Board of Directors powers to allocate amounts to the nominal share premium,
up to the maximum amount stated previously. It was possible for the amount in
question to differ from one shareholder to another in the event that payments on
investments subscribed were made on different dates.

The General Meeting of September 28, 2007 noted that capital totaling Euro
10,027,789.43 - including share capital and share premium - had been injected in
execution of the share capital increase approved by the General Meeting of April 24,
2007 with some Euro 726,338 of the share capital not yet paid.

There have been no more significant post balance sheet events that could significantly
affect operations or require adjustments to be made to the accounts for the year.

Signed:
President of the Board of Directors
Claudio Bordignon
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