














The hospital antibiotics market

Halfway 2007, market research provider Datamonitor
published a report, describing the market for hospital anti-
biotics in the seven major geographical markets. Based
on Datamonitor statistics, the overall hospital antibiotics
market generated revenues of some USD 7.9 billion in
2006. Within the overall market, USD 5.4 billion were
realised by the most important and dynamic products, the
so-called “core products” in the seven major geographical
markets.

The core products within the hospital antibiotics market
showed a revenue growth of some 3% in the 2003-2006
period. This trend was the result of declining revenues

of the traditional products on the one hand, and sharp in-
creases for novel products targeting specific niches — such
as MRSA - on the other.

For the 2007-2016 period, Datamonitor forecasts a slight
growth acceleration for the hospital antibiotics, with a com-
pound annual growth rate of close to 4% for the core prod-
ucts. The key driver behind this trend remains increasing
demand for new products with activity against MRSA.

In 2006, some 26% (USD 1.4 billion) of the hospital anti-
biotics used had activity against MRSA. By 2016, this is
expected to more than double to 54%, or USD 4.4 billion.

Hospital antibiotics market for core products in the
seven major markets

USD billion

The “MRSA drugs” within the hospital antibiotics market are
expected to show a compound annual growth rate of 12% in
the years 2007-2016, compared with —=1% for hospital anti-
biotics that lack MRSA coverage. This clearly demonstrates
the increasing importance of including MRSA coverage in
antibacterial treatment.

In 2006, the “MRSA market” was dominated by three major
products: linezolid (Zyvox®), vancomycin and daptomycin
(Cubicin®). These three generated almost 80% of the total
“MRSA revenues” of USD 1.4 billion. Three additional drugs
generated the remaining 20%.

Datamonitor expects the number of approved “MRSA drugs”
to increase to twelve by 2012 and to remain stable during
the rest of their forecast period. This would imply a dou-
bling in the number of drugs relative to 2006. As revenues
in the “MRSA market” are expected to rise threefold to

USD 4.4 billion, the average revenue generated per market-
ed drug is forecast to increase.

Based on this positive market outlook, Arpida is convinced
that novel drugs with good properties in terms of efficacy
and safety will be able to secure good positions within this
growing market.
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Older drugs gradually losing efficacy

Of the total “MRSA revenues” of USD 1.4 billion in 2006,
USD 480 million were related to vancomycin, giving it a
market share of 34% in value terms. However, in volume
terms, the importance of vancomycin is much larger.
According to analysts, vancomycin still commands a
60-70% share of the “MRSA market” when measured in
the number of treatments.

Vancomycin, which was introduced in 1958, has proven to
be a very useful drug. Although the side-effect profile is not
very appealing (potential harmful effect on the kidneys),
efficacy has held up well.

However, susceptibility studies show that vancomycin's
efficacy is gradually waning. This trend is demonstrated by
the fact that increasing doses of the drug are required to
achieve the desired inhibitory result in the bacteria. In other
words: the minimum inhibitory concentration (MIC) is
increasing. This phenomenon is known as “MIC creep”.

In the year 2000, 80% of Staphylococcus aureus strains
could still be mastered by vancomycin at concentrations
of 0.5 wg/ml or below. By the year 2004, this percentage
had fallen to 29. The proportion of Staphylococcus aureus
isolates requiring a higher dose of 1 pg/ml had jumped
from 20% to 70% in that period.

If this trend continues, a major shift in the “MRSA market”

could occur, in which novel drugs could progressively
replace the current marker leader in volume terms.

Development of vancomycin susceptibility
of Staphylococcus aureus strains from 2000 to 2004
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Source: Wang et al., Journal of Clinical Microbiology, November 2006,
“Increased vancomycin MICs for Staphylococcus aureus clinical isolates from
a university hospital during a 5-year period”.




InNnovative Products
Towards Market
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Arpida’s lead product candidate is currently known by its
compound name iclaprim. Both in preclinical and clinical
trials, it has shown potent activity against many mul-
tidrug-resistant bacteria, including MRS A. Arpida aobtained
exclusive unencumbered ownership rights of iclaprim fram
Roche in 2001 in exchange for a one-time payment and
additional future royalty payments which are fixed as a
single-digit percentage of net sales. The intellectual
property status is strong. Two development programmes
are underway: one for an intravenous and one for an oral
formulation.

Research and Development

Pipeline early 2008

Late
Exploratory preclinical Phase 0

Preclinical

iclaprim i.v. cSSSI

TLT onychomycosis

iclaprim i.v. HAP/VAP/HCAP

iclaprim oral cSSSI

AR-709

AR-2474

Early-stage programmes
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Iclaprim

Iclaprim is @ member of the diaminopyrimidines class of
antibiotics. Iclaprim targets dihydrofolate reductase (DHFR),
an enzyme in the bacterium fulfilling an essential step

in bacterial DNA synthesis. DHFR is a well-studied, but
commercially underexploited target.

Based on the results of tests conducted so far, iclaprim

is expected to have several important characteristics, which
should enable it to secure a good position upon market
entry. These include:

e extended spectrum of activity
¢ potent activity against Gram-positive pathogens,
including MRSA
* rapidly bactericidal, “killing” action on bacteria
* low propensity for development of resistance
e good distribution in tissues and organs
e safe and well tolerated
e ease of administration:
e possibility to switch from intravenous
to oral formulation
e twice daily

Intravenous iclaprim in ¢SSSI — NDA filing initiated

In March 2007, patient enrolment in ASSIST-2, the second
pivotal Phase Ill trial with iclaprim in complicated Skin and
Skin Structure Infections (cSSSI) was completed. Top-line
results were published on 15 July 2007. These showed that
the pre-specified primary endpoint of the second trial was
achieved, as it was in the first.

A total of 494 patients were enrolled and treated in the
Intent-To-Treat population in ASSIST-2 (ITT: all patients that
were randomised and received at least one dose of the

study drugs). Within the ITT population, the vast majority
had extensive cellulitis, abscesses, ulcers, burns or
wounds. Staphylococcus aureus was the most common
baseline pathogen (about 60%) and up to 50% of the iso-
lates were methicillin-resistant strains (MRSA) in ASSIST-2.

In a preliminary analysis of the clinically evaluable popula-
tion (CE) in ASSIST-2 the cure rates were 89.6% and 96.4%
for iclaprim and linezolid (marketed by Pfizer as Zyvox®)
respectively. The patient population in the two arms was
well-balanced for patient characteristics, e.g. race, gender,
age etc. However, there was an imbalance in the number of
patients who received prohibited antibiotic co-medication
which was substantially higher in the linezolid arm leading
to exclusion from the CE population. Additionally, the larger
sizes of infection appeared to be more frequent in the
iclaprim arm when compared with the linezolid arm. Further
analyses have been undertaken and confirmed the imbal-
ance. Adjusting for the distorting factor resulted in an im-
provement of iclaprim’s outcome relative to the unadjusted
data. The adjusted data will be submitted to the regulatory
authorities as additional information.

As in ASSIST-1, the proportion of patients in ASSIST-2 re-
porting adverse events, that were judged by the investigator
to be possibly/probably related to treatment, was lower in
the iclaprim arm than in the linezolid arm (27.9% of the

ITT population for iclaprim versus 34.6% for linezolid). In
the iclaprim arm, one serious adverse event was reported
that was possibly/probably treatment-related.

Summarising the key results from the two trials yields the
following overview.

ASSIST-1 ASSIST-2

iclaprim linezolid iclaprim linezolid
Patients in ITT population 250 247 251 243
Efficacy
Clinical cure — ITT 85.5% 91.9% 84.9% 87.2%
Clinical cure - CE 93.8% 99.1% 89.6% 96.4%
Safety
AE possibly/probably treatment-related 18.0% 25.1% 27.9% 34.6%
Of which
e diarrhoea 2.0% 0.4% 4.4% 6.6%
* nausea 2.4% 4.5% 2.4% 6.6%
e headache 2.8% 0.4% 3.6% 4.5%
* pruritus 1.6% 2.4% 2.8% 2.9%
QTc - mean maximal prolongation 6.3ms 1.2ms 7.8 ms 1.8ms
QTc - patients with > 60 ms prolongation 2 3 2 0




After completion of the clinical programme, the next step is
the filing of a New Drug Application (NDA) for intravenous
iclaprim in ¢SSSI. The NDA forms the basis for the US Food
and Drug Administration (FDA) for its evaluation of a drug
candidate’s eligibility for marketing approval.

Arpida has agreed with the US FDA to file the NDA in a
rolling process. Using a “rolling NDA” allows the different
modules within the overall package to be filed individually.
Arpida has further agreed to file the NDA in an electronic
format. Both the rolling NDA and the electronic format
could facilitate the review process.

The rolling submission of the NDA package got underway in
2007 and will be completed shortly.

Intravenous iclaprim — moves into Phase Il

in HAP/VAP/HCAP

In June 2007, the US FDA granted authorisation to initiate a
Phase Il trial with intravenous iclaprim in the treatment

of patients with hospital-acquired pneumonia (HAP), ventila-
tor-associated pneumonia (VAP) or healthcare-associated
pneumonia (HCAP) suspected or confirmed to be due to
Gram-positive pathogens.

HAP/VAP/HCAP is a serious, life-threatening condition.

In this area there’s a pressing need for new drugs address-
ing MRSA infections. Arpida believes that iclaprim could
have a high potential in this indication based on its potent
and bactericidal action on MRSA and its good distribution in
those lung compartments where the key respiratory
pathogens reside.

The Phase Il trial is designed as a multi-centre, randomised,
double-blind comparative study. The efficacy and safety

of two different dosing regimens of iclaprim are being com-
pared to the current standard of care vancomycin. More
than 130 patients will be enrolled. Patients are treated

for 7 to 14 days, and a Test-of-Cure (TOC) visit is performed
7 to 14 days after the end of therapy. The primary endpoint
is the clinical cure rate at the TOC visit.

Patient enrolment into the trial has started and is expected
to be completed in 2008.
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Oral iclaprim — good progress in clinical programme
In December 2007, Arpida announced results of a Phase |
study with oral iclaprim. The primary aim of the study was
to assess the safety and tolerability of single ascending
doses of an oral capsule formulation of iclaprim in healthy
volunteers.

No serious adverse events were reported in this study. Only
after administering five-fold the targeted therapeutic dose,
the number of adverse events showed a significant increase
relative to placebo and this dose was then defined as the
maximal tolerated dose in humans. All reported adverse
events were mild to moderate in nature and mainly con-
cerned vomiting and nausea. As in previous clinical trials
with iclaprim, ECG monitoring was conducted. No clinically
relevant increases in the QTc interval were observed at any
of the investigated doses.

Early in 2008, Arpida announced that it had received
authorisation from the US FDA to conduct a Phase I
“intravenous-to-oral” switch trial with iclaprim in patients
with ¢SSSI.

The key objective of the study is to assess the clinical
efficacy of an oral capsule formulation of iclaprim as step-
down therapy in comparison with intravenous (IV) van-
comycin in the treatment of cSSSI. The primary endpoint
is the clinical cure rate at the Test-of-Cure visit. Secondary
objectives include bacteriological outcomes as well as
safety and tolerability.

This Phase Il trial is designed as a multi-centre, double-
blind comparative study. Patients suffering from ¢SSSI will
receive IV vancomycin for the first two days of treatment
and will then be randomised to either continue to receive
IV vancomycin or be switched to oral iclaprim for eight
additional days. A total of 60 patients will be randomised
for this study.

Patient enrolment into the Phase Il “intravenous-to-oral”
trial is expected to start in the short term and complete by
the end of 2008. In parallel, Phase | studies are ongoing,
investigating the safety and tolerability of multiple adminis-
tration of supra-therapeutic doses of oral iclaprim as well as
slow-release administration at supra-therapeutic doses.



TLT — moves into Phase lll

The TLT (Transungual Laser Therapy) proprietary technology
was developed at Novartis Pharma AG by the founder of TLT
Medical Ltd., Dr Alfredo E. Bruno. After signing an exclusive
worldwide license agreement with Novartis, the company
was spun off in June 2004. Subsequently, TLT Medical Ltd.
further developed the innovative therapy, initially aimed at
combating onychomycosis. In July 2007, Arpida announced
the acquisition of TLT Medical Ltd. The acquisition was
finalised in August 2007.

Onychomycosis (OM) is a fungal infection affecting mainly
toenails and, to a lesser extent, fingernails. It can cause
pain, discomfort and disfigurement and may produce seri-
ous physical and occupational limitations. It is one of the
most common dermatological diseases, affecting an esti-
mated 30 million people in the USA alone while prevalence
is steadily increasing for various reasons, e.g. the aging of
the population, diabetes etc.

Oral therapies that are effective for treating OM include
Novartis's Lamisil® (terbinafine) and J&J’s Sporanox®
(itraconazole). However, patients are reluctant to adopt this
systemic modality for an essentially superficial disease
particularly in view of lengthy treatment times and concerns
regarding potential toxicity and side effects.

Approved topical treatments for OM include ciclopirox lac-
quer (Sanofi-Aventis’s Batrafen® in EU; Penlac® in the USA)
and amorolfine lacquer (Galderma’s Loceryl®; EU). Both
drugs, however, show low efficacy primarily due to the poor
bio-availability in the nail bed. A safe and effective topical
treatment would be expected to gain a significant market
share as it would satisfy a medical need coupled with a
strong patient demand.

Total revenues in this indication are close to USD 2 billion
per year and are forecast to grow based on OM’s increasing
prevalence. Moreover, due to a lack of effective topical treat-
ments and issues inherent to long term use of oral treat-
ments, a large proportion of patients remain untreated, and
consequently the addressable potential market is much
larger. Novartis's Lamisil® is the current market leader with
revenues of USD 595 million in 2007.

TLT is targeted to treat fungal infections of the nails of
fingers and toes and combines a novel formulation of
terbinafine (the active ingredient of Lamisil®, which has
already been used in over 20 million patients) with an inno-
vative, proprietary local treatment. This targeted approach
could consequently offer significant advantages by providing

effective therapy while avoiding systemic exposure and
bypassing the potential side effects of oral treatments. The
technology is licensed from Novartis, based on an unen-
cumbered, exclusive worldwide agreement.

The TLT laser pre-treatment creates an array of partial
microholes in the dorsal part of the nail plate to facilitate
the permeation of terbinafine to the ventral side. After the
initial pre-treatment, a novel topical formulation is applied
to the nail on a daily basis. The novel formulation system
comprises a liquid (ethanolic) and a lacquer terbinafine
solution. This formulation, in combination with the pre-
treatment of the nail should ensure good permeation and
high and effective drug concentrations in the nail bed.

In summary, the potential key benefits of the TLT treatment
are:

e targeted topical therapy — avoids systemic exposure,
bypassing potential side effects

¢ innovative laser pre-treatment — much better perme-
ation through the nail plate than the traditional lacquers

¢ novel formulation exploiting a widely used antifungal
active substance

Currently, a Phase Ill pivotal trial is ongoing in Europe with
the TLT therapy in mild-to-moderate OM.

Approximately 220 patients in total will be enrolled in this
study. A substantial number of patients had already ex-
pressed their interest to participate well in advance of
the trial.

The open-label Phase Il study will evaluate the efficacy,
safety and tolerability of the TLT therapy in the treatment of
patients with mild-to-moderate toenail onychomycosis.

The TLT therapy consists of a one-time laser pre-treatment,
followed by daily application of a topical terbinafine (the
active substance of Lamisil®) formulation. The comparator
is 8% ciclopirox lacquer (Penlac®) applied daily to nails that
have not undergone a prior laser pre-treatment. The treat-
ment duration will be 48 weeks in both arms.

The primary efficacy endpoint is complete cure, which is
defined as 100% clear nails, negative fungal culture results
and negative KOH microscopy. Arpida aims to demonstrate
superiority of the TLT therapy over the comparator. Second-
ary endpoints include time to complete cure as well as
safety and tolerability of the TLT treatment. Screening has
been initiated and patient enrolment is expected to be com-
pleted in 2008.




AR-709 - promising results of “first-in-man” studies
AR-709 originates from Arpida’s own drug discovery efforts.
It is a bactericidal antibiotic that is being developed for the
treatment of upper and lower respiratory tract infections
contracted in the community setting. The compound is a
novel DHFR inhibitor with an outstanding microbiological
activity against streptococci in general and, importantly,
against multidrug-resistant Streptococcus pneumoniae, the
most relevant pathogen in community-acquired pneumonia.

In March 2007, Arpida announced promising results of

“first-in-man” studies with AR-709. These radiolabelled

Human Microdose studies included a total of 19 healthy
male volunteers.

This groundbreaking study was the first ever using Micro-
dosing for the determination of drug concentrations in lung
compartments. The results showed that AR-709 achieves
high concentrations in bronchial mucosa (BM), epithelial
lining fluid (ELF) and alveolar macrophages (AM), the three
key compartments of the lungs where pathogens can reside
and replicate. Moreover, the results of the studies show that
AR-709 exhibited a large volume of distribution and a long
half-life in man. Oral bio-availability was potentially low

but this could be due to the low dose, poor absorption or
extensive metabolism.

In a substantial number of cases, community-acquired
respiratory tract infections caused by Streptococcus pneu-
moniae require hospitalisation and intravenous therapy.
AR-709 appears to have the necessary characteristics to
eradicate the microorganisms that can result in serious
infections. For cases not requiring hospitalisation and/or
in order to accelerate patient discharge from the hospital,
targeted delivery, e.g. via inhalation, could provide a valid
and promising alternative to administration via the oral
route. Targeted delivery could have the added benefit of
avoiding unnecessary systemic exposure.

At the Interscience Conference on Antimicrobial Agents

and Chemotherapy (ICAAC), which took place in the USA in

September 2007, Arpida presented five posters on AR-709.

The posters contained preclinical data as well as the results
of “first-in-man” studies.

Arpida is completing the appropriate studies in order to
initiate tolerability studies in humans.
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AR-2474 - positive preclinical results

AR-2474 originates from Arpida’s own drug discovery
efforts. It is an antibiotic with a novel mechanism of action
that has demonstrated, both in vitro and in vivo, to be
highly effective in eradicating multidrug-resistant bacteria
known to cause topical infections. AR-2474 has potential as
a topical therapy for different applications, including infec-
tions of the skin and eye as well as nasal carriage of MRSA.

In March 2007, Arpida announced positive results of in vitro
microbiological studies with AR-2474 against a large panel
of clinical isolates, including those resistant to various cur-
rent therapies. In addition, topical applications of AR-2474
were found to be highly effective in eradicating MRSA in
preclinical models of skin infection and nasal carriage.

The microbiological studies investigated the activity of
AR-2474 against a panel of bacteria known to cause topical
infections, e.g. skin, eye etc. The study was performed on
100 clinical isolates with various resistance patterns.

The panel included 21 MRSA, 27 coagulase-negative
staphylococci (CNS), 24 group A streptococci (GAS) and
28 pneumococci. The compound exhibited potent activity
against all of the isolates and this activity was unaffected
by any pre-existing mechanism of resistance. Additionally,
AR-2474 has been shown to be bactericidal and exhibit little
or no propensity for the development of resistance.

The antibacterial activity and potency of AR-2474 was also
confirmed in vivo against topical gold standard mupirocin
(Bactroban®) in two distinct preclinical models of MRSA
infection of the skin and MRSA nasal carriage. In both
models, a preliminary topical formulation of AR-2474 was
at least as efficacious as mupirocin.

Arpida was invited to present preclinical data on AR-2474
at ICAAC. A total of eight posters on the compound were

presented at the conference.

Additional preclinical studies are currently ongoing.



Early-stage research programmes

Arpida’s research efforts are focused on finding new
chemical entities to address current and future needs.

To this end Arpida employs an integrated, multidisciplinary
discovery platform which includes a leading biostructural
group.

Arpida has a number of programmes at earlier research
stages. Efforts are focussed on a number of selected
targets. Crystallisation and co-crystallisation of these target
proteins and inhibitory molecules could open up new
avenues for rational drug design. Increasingly, the focus
moves towards Gram-negative pathogens and fungi.



«The knaow-how of Arpida’s people is nat
only recognised within the company, but also
in scientific forums outside it.»
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The Arpida Team

The cultural mix of the staff forms a stimulating part of
Arpida’s corporate identity.
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Number of staff

Year-end Switzerland Denmark USA Total

Department 2007 2006 2007 2006 2007 2006 2007 2006
Biology 18 19 - - 5 6 23 25
Chemistry 23 24 2 16 - - 25 40
Clinical development 18 10 - - - 1 18 11
General and administrative 14 11 1 2 2 17 17
Total 73 64 3 20 7 9 83 93

The average age of Arpida’s employees is 38 at year-end
2007, with some 65% of all staff being younger than 41. Des-
pite the relatively low average age of Arpida’s employees,
the company boasts a wealth of experience from academia,
large pharmaceutical companies as well as biotechnology.

In total, 15 nationalities are represented, ranging from Italy
to India and from the Netherlands to the USA. The cultural
mix of the staff forms a stimulating part of Arpida’s corpor-
ate identity. At the end of 2007, Arpida employed 33 PhDs,
40% of the total headcount.

Arpida’s staff regularly interact with universities and leading
scientists, supplying valuable input for the company’s activ-
ities in research and development.

(Pre-) Marketing

Arpida is convinced it can market iclaprim in the USA with-
out the need for a partner. The potential profitability of this
approach clearly exceeds that of an outlicensing scenario.
In Europe, the approach is flexible: Arpida could handle
the marketing itself, but does not exclude working with
partners. For all other regions, Arpida will be looking for
partners to handle marketing and logistics.

The preparations for the market launch are in full progress;
they consist of two parts: the pre-launch activities and the
actual build-up of a marketing organisation.

In the course of 2007, Arpida has significantly expanded its
efforts aimed at raising the awareness of iclaprim in its
target audiences. Activities focus on keeping up regular con-
tacts with opinion leaders in the field of anti-infectives, on
increasing the number of publications in key journals and
on securing a substantial presence at major conferences.
The two main conferences taking place in the USA in 2007
were the Interscience Conference for Antimicrobial Agents
and Chemotherapy (ICAAC) in September and the Annual
Meeting of the Infectious Diseases Society of America (ID-
SA) in October. A total of 37 abstracts containing preclinical
and clinical information on Arpida’s compounds were ac-
cepted at these conferences. Of these 37, 24 concerned
iclaprim, with the remainder related to AR-709 and AR-
2474, Arpida is working with external partners in this area
to further accelerate these operations. Apart from these
conferences, Arpida was represented at various other
congresses such as The XV Protein Structure Determination
in Industry meeting, The 9t Annual Superbugs & Super-
drugs Conference and the Jahreskongress fiir Klinische
Pharmakologie.

In the executive management and the Boards of Directors
of both Arpida Ltd. and Arpida, Inc., a wealth of expertise
is present to support these activities. Dr Raths heads the
hospital-focused European marketing organisation of

Eli Lilly and Mr Pettigrew, MBA, is Chief Operating Officer
at Ferring Pharmaceuticals. Both are Board members

of Arpida Ltd. Prof Bartlett, MD, who is on the Board of
Arpida, Inc., in the USA, is one of the leading experts in the
anti-infectives field. The expertise present within Arpida
should be instrumental in the build-up of the commercial
organisation.
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Introduction

Arpida is subject to the laws of Switzerland, in particular
Swiss company and securities laws. In addition, Arpida is
subject to the rules of the Swiss Stock Exchange (SWX
Swiss Exchange), including the Directive on Information
relating to Corporate Governance. Arpida applies the
Swiss Code of Best Practice for Corporate Governance,
as amended, effective 1 January 2008.

Group Structure
and Shareholders

Group structure

Arpida (“the Company”) is a corporation established under
the laws of Switzerland with registered office in Reinach
(Canton of Basel-Landschaft, Switzerland). The Arpida
Group consists of parent company Arpida Ltd. and four
wholly owned, non-listed subsidiaries:

Name Based Issued share capital
Arpida, Inc., Delaware USA Usb 1
Arpida UK Ltd., London UK GBP 1,000

Arpida A/S (formerly

Combio A/S), Copenhagen DK DKK 4,311,583

TLT Medical Ltd., Reinach CH CHF 308,751

Arpida’s business purpose is to engage in the research,
development and marketing of medical drugs as well as
in all activities connected therewith. The business oper-
ations are organised along the lines of the main activities:
research (biology and chemistry) and development. As
yet, there is no marketing department.

Arpida has four Senior Executive Officers: the President,
one Senior Vice President, the Head of Research and the
Head of Development.

Significant shareholders

The Arpida shares have been listed on the Main Segment
of the SWX Swiss Exchange since 4 May 2005, under the
symbol ARPN.

As far as Arpida is aware, the following shareholders had
holdings of over 3% as at 31 December 2007.

Shareholder % of share capital
Deutsche Bank AG! 17.402
Fidelity International Limited! 10.65

Schroders plc! 7.83

MKM Longboat Multi-Strategy
Master Fund Ltd. 5.072

Capital Group Companies, Inc.! 5.00

1 The Arpida shares are held by several units within the groups.
2 Publication in the SHAB took place in January 2008.
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During the year 2007, there were significant movements
in the shareholder structure. The following changes were
subject to the SWX disclosure rules.

On 7 December 2007, Deutsche Bank AG reported that
it held 3,266,862 shares (17.25%). On the same date,
Deutsche Bank AG disclosed a series of derivative instru-
ments via which part of their Arpida shares could in the
future potentially be sold. The number of Arpida shares,
underlying these derivative instruments, amounted to
2,389,282 on the reporting date (12.62% of Arpida’s
share capital; Schweizerisches Handelsamtsblatt - SHAB
14 December 2007). In December 2007, Deutsche Bank
received a two-year waiver from SWX for the reporting
obligation regarding changes in the composition of the
shareholder group. On 21 December 2007, Deutsche Bank
AG of Frankfurt, Germany, reported that it held 3,295,248
Arpida shares (17.40%). The stake is held by two units with-
in the group: corporate headquarters and DWS; both in
Frankfurt. On the same date, Deutsche Bank AG disclosed
a series of derivative instruments via which part of their
Arpida shares could in the future potentially be sold. The
number of Arpida shares, underlying these derivative in-
struments, amounted to 1,108,066 on the reporting date
(5.85% of Arpida’s share capital; SHAB: 16 January 2008).

On 28 February 2007, Schroders plc, based in London, UK,
reported that they owned a total of 1,282,166 Arpida
shares, representing a stake of 7.83% of Arpida’s share
capital (SHAB 12 March 2007).

On 7 December 2007, MKM Longboat Multi-Strategy
Master Fund Ltd., based in George Town, Cayman Islands,
British West Indies, reported that it owned 959,751 Arpida
shares, representing 5.07% of Arpida’s share capital (SHAB
3 January 2008).

On 4 June 2007, Capital Group Companies, Inc., based

in Los Angeles, USA, reported that six units within the
group owned a total of 953,194 Arpida shares, representing
5.05% of Arpida’s share capital (SHAB 13 June 2007).

On 20 July, Capital Group Companies reported that the
stake in Arpida, held by several units within the group, had
fallen to 4.72% (891,451 shares; SHAB 30 July 2007).

On 13 August, Capital Group Companies reported that its
stake had increased to 5.00% (944,405 shares; SHAB

22 August 2007).

Cross-shareholdings
As of 31 December 2007, no cross-shareholdings existed.



Capital Structure

Capital

As of 31 December 2007, 19,494,104 registered common
shares were issued and outstanding, with a nominal value
of CHF 0.20 each. At the balance sheet date, the share
capital amounted to CHF 3,898,820. All shares are fully
paid up. As of 31 December 2007, Arpida does not hold any
shares in treasury.

The Annual General Meeting of shareholders of 8 May 2007
approved the creation of authorised capital of CHF 340,000
(1.7 million shares). The authorisation expires 8 May 2009.
During 2007, 52,820 shares were issued from authorised
capital in conjunction with the TLT acquisition. As per year-
end 2007, authorised capital of CHF 329,436 was available
for the issuance of 1,647,180 shares. The Board of Direc-
tors is authorised to suspend the preferential subscription
rights of the shareholders wholly or in part (1) in the event
of the issuance of shares for the participation of strategic
partners; or (2) for the takeover of companies, parts of
companies, participations or intellectual property rights or
for the financing and refinancing of such transactions; or
(3) for granting an over-allotment option (“greenshoe”) of
up to 20% to the lead managers in connection with a place-
ment of shares at market price; or (4) for raising capital in a
fast and flexible manner, which would hardly be achieved
without the exclusion of the statutory pre-emptive rights of
the existing shareholders; or (5) for other valid grounds in
the sense of Art. 652b para. 2 Swiss Code of Obligations.
The placement of the shares can take place through one or
several banks who may subscribe to the capital increase in
a fiduciary capacity. If preferential rights were granted, but
not exercised, the Board of Directors may use the respective
shares in the interest of the Company.

As of 1 January 2007, conditional capital was available for the
issuance of 1,623,727 shares under the stock option plan for
employees, Board members and persons in compar-

able positions. On 8 May 2007, the shareholders approved an
increase of the conditional capital by CHF 120,000 for the po-
tential issuance of 600,000 registered common shares

of CHF 0.20 each. During 2007, 558,052 registered common
shares were issued due to option exercise. Hence, as of

31 December 2007, conditional capital of CHF 333,135

was available for the issuance of 1,665,675 shares. The
conditions of the grant of the options, the amount of the
issue of the shares, the time of the entitlement to dividends
as well as the kind of contribution shall be determined by
the Board of Directors in the form of special rules (stock
option plans). The priority right of subscription and the pre-
emptive rights of the shareholders shall be excluded. For
further information about the stock option plans, reference
is made to the Notes to Consolidated Financial Statements
on pages 60 to 62.

Changes in capital

At the start of 2005, the Company’s share capital amount-
ed to CHF 2,194,392, divided into 577,600 common shares
and 10,394,359 preference shares of CHF 0.20 par value

each. On 3 May 2005, the Company converted all prefer-
ence shares one for one into common shares and issued
5,400,000 common shares in the Initial Public Offering at
the SWX Swiss Exchange. This brought the number of com-
mon shares outstanding at year-end 2005 to 16,371,959.

In the course of 2006, 811,273 shares were issued due
to the exercise of staff options, lifting the total number
of common shares outstanding by 5% to 17,183,232 at
year-end 2006, representing a nominal share capital of
CHF 3,436,646.

During 2007, the total number of common shares outstand-
ing rose by 2,310,872 to 19,494,104, with a total nominal
value of CHF 3,898,820 as of 31 December 2007.

The increase is largely due to the placing of March, invol-
ving 1,700,000 new shares. In addition, 558,052 shares
were issued due to the exercise of staff options and 52,820
in conjunction with the closing of the TLT acquisition in
August 2007.

In the share placing of March 2007, 1.7 million registered
common shares from authorised capital were placed with
institutional investors via an accelerated bookbuilding
transaction. The shares were placed at CHF 30.50 per
share, resulting in gross proceeds of CHF 51.9 million.

For changes in capital that took place prior to 2005,
reference is made to the 2005 annual report.

Description of the shares

As of 31 December 2007, only registered common shares
were outstanding. No bearer shares or participation cer-
tificates have been issued. All registered shares have a
nominal value of CHF 0.20. Each share carries one vote at
the shareholders’ meetings of the Company - subject to
limitations as described below. The shareholders’ meeting
may at any time convert registered shares into bearer
shares and bearer shares into registered shares through an
amendment of the Articles of Association.

Limitations on transferability and nominee registration
A transfer of shares is effected by a corresponding entry in
the books of a bank or depository institution following an as-
signment in writing by the selling shareholder and notifica-
tion of such assignment to Arpida by the bank or the deposi-
tory institution. A transfer of shares further requires that a
shareholder file a share registration form in order to be
registered in the share register of the Company with voting
rights. Failing such registration, a shareholder may not vote
at or participate in a shareholders’ meeting. A purchaser of
shares will be recorded in the Company’s share register as
a shareholder with voting rights if the purchaser discloses
its name, citizenship or registered office and address and
gives a declaration that it has acquired the shares in its own
name and for its own account.
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The Articles of Association (Art. 5) provide that a person or
entity not explicitly stating in its registration request that it
will hold the shares for its own account (“Nominee”) may
be entered as a shareholder in the share register with voting
rights for shares up to a maximum of 5% of the outstanding
nominal share capital. Shares held by a Nominee that ex-
ceed this limit are only registered in the share register with
voting rights if such Nominee declares in writing to disclose
name, address and shareholding of any person or legal
entity for whose account it is holding 1% or more of the out-
standing nominal share capital. The limit of 5% shall apply
correspondingly to Nominees who are related to one an-
other through capital ownership or voting rights or have

a common management or are otherwise interrelated.

In 2007, Arpida concluded Nominee Agreements with two
Nominees. This should facilitate shareholder identification
and the voting procedure for future shareholder meetings.

A share being indivisible, the Company will only recognise
one representative for each share. Furthermore, shares may
only be pledged to the bank that administers the bank en-
tries of such shares for the account of the pledging share-
holders; in such case, the Company must be notified.

Convertible bonds and warrants
As of 31 December 2007, the Company did not have any
convertible bonds or warrants outstanding.

Stock option plans

Conditional share capital: Shareholders have approved con-
ditional share capital for the potential issuance of registered
common shares under the stock option plans for employ-
ees, Board members and persons in comparable positions.
During 2007, 558,052 registered common shares were
issued due to option exercise. At year-end 2007, conditional
capital for the issuance of 1,665,675 shares remains.

Stock option plans and plan administration: Arpida has
established several stock option plans to provide incentives
to directors, executives, employees and consultants. Under
the plans, such persons have an opportunity to receive non-
transferable options to acquire shares of the Company.

For further information about these option plans, reference

is made to the Notes to Consolidated Financial Statements
on pages 60 to 62.

Annual report 2007 Corporate Governance



Board of Directors

Responsibilities and organisation

According to the Articles of Association, the Board of Direc-
tors of the Company (the “Board of Directors”) shall consist
of five to eleven members and shall be elected by the general
shareholders’ meeting for a term of three years, re-election
being allowed. Each year, part of the Board is subject to
(re-)election. The Board of Directors is entrusted with the
ultimate direction of the Company and the supervision of
management. The Board of Directors’ duties include the
duty to:

e ultimately manage the Company and issue the
necessary directives;

¢ determine the organisational structure of the Company;

e organise the accounting system, the financial controls
as well as the financial planning and

Members of the Board of Directors

appoint, recall and ultimately supervise the persons
entrusted with the management and representation of
the Company.

The duties also comprise the responsibility for the
preparation of the annual report and the shareholders’
meeting, carrying out of shareholders’ resolutions

and the notification of the judge in case of over-
indebtedness of the Company.

According to Arpida’s organisational regulations, the

adoption of resolutions and elections by the Board of
Directors require a majority of the votes cast. To validly
pass a resolution, more than half of the members of
the Board of Directors must be present at the meeting.

First End of Board committees
Name Function Born elected current period Comp. F&A Nomin. R&D Comm.
Dr André Lamotte Chairman 1948 1997 2008 o .
Dr Hans Finfschilling Vice Chairman 1940 2002 2008 o o o
Prof Dr Nam-Hai Chua Member 1944 2004 2009 o o
Prof Dr Axel Kleemann Member 1940 2003 2009 o o
Michel Pettigrew, MBA Member 1953 2007 2010 o . .
Dr Jirgen Raths Member 1956 2006 2009 o o
Dr Matthias Staehelin, MAES ~ Member 1965 2005 2008

In accordance with the Articles of Association and the
current organisational by-laws (Organisationsreglement) en-
acted by the Board of Directors, the Board of Directors has
delegated the operational management of the Company to
the Senior Executive Officers of the Company. In addition,
the Board of Directors has established a Compensation
Committee, a Finance & Audit Committee and a Nomination
Committee.

In view of the growth phase that Arpida is entering, the
Board of Directors decided in 2007 to establish two new
committees: a Research & Development Committee and
a Commercialisation Committee.

All Board members are non-executives. None of the non-
executive Board members were in Arpida’s management in
the preceding three years, nor do they have any significant
business connections with Arpida or its subsidiaries, with

the following exception: in the year 2007, the law firm
Vischer, in which Dr Matthias Staehelin is a partner,
charged fees in the amount of CHF 253,462 for its legal
and notary services.

Furthermore, there are no interests of any shareholder or
member of the Board of Directors or the management in
transactions effected by the Company which are or were
unusual in their nature or conditions.

In the year under review, the Company did not issue or as-
sume any guarantees for any shareholder or member of the
Board of Directors or the management. No shareholder and
no member of the Board of Directors or the management
have received any loans from the Company.
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Dr André Lamotte

Dr Hans Fiinfschilling

The Board of Directors includes the following individuals:

Dr André Lamotte, Chairman of Arpida’s Board of Directors,
initiated the Company’s foundation in 1997 and was joined
by co-founders Dr Dieter Gillessen, Professor Bernhard Erni
and Dr lvan Kompis. Dr Lamotte is an entrepreneur who
founded, co-founded, seed financed as well as led follow-up
financing rounds for 18 pharmaceutical and biotech com-
panies (Acambis-Oravax, Axovan, Creagen-Neurex, de Code
genetics, Diatide, ICAgen, Inspire Pharmaceuticals, Paion,
Vernalis), medtech companies (Cryocath) and medical
service companies (Laser Vision, Worldcare). He has been
acting as a private entrepreneur and investor since 1996.
He was also partner of NMT/HBM and the Harvard Medical
School Venture Fund, general manager of Pasteur Merieux
US operations and marketing manager at Sandoz. He has

a PhD in chemical engineering from MIT, an MBA from
Harvard, and is a graduate from Ecole Centrale Paris.

Dr Lamotte is a member of the Board of Directors of the
following firms: ICAgen and URRMA. He is a Swiss national.

Dr Hans Fiinfschilling, Vice Chairman of Arpida’s Board of
Directors, was the sole representative of the Canton of
Baselland in the Swiss Council of States (Standerat) until
November 2007. Prior to his political career, he worked
for 19 years in senior executive positions at Roche.

Dr Fiunfschilling graduated from the University of Basel
and holds a PhD in astronomy. He serves on the Board of
Directors of the cantonal insurance company (Baselland-
schaftliche Geb&udeversicherung), the Swiss national
broadcasting corporation SRG SSR idée suisse, Nitec
Pharma (Switzerland, non-listed), Endress + Hauser
(Switzerland, non-listed) and on the Board of the tele-
vision production center (TPC AG). Dr Finfschilling is a
Swiss national.
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Prof Dr Nam-Hai Chua Prof Dr Axel Kleemann

Professor Dr Nam-Hai Chua is currently the Andrew

W. Mellon Professor and Head of Laboratory of Plant Molecu-
lar Biology at the Rockefeller University, USA. He received a
B.S. in botany and biochemistry from the University of
Singapore and a PhD in biology from Harvard University.

He was elected to The Royal Society (UK) and the Academia
Sinica (Taiwan, ROC) in 1988 and as a Foreign Academician
to the Chinese Academy of Science in 2006. He serves on
editorial boards of many scientific journals, such as Current
Opinion in Biotechnology and The Journal of Cell Science.

In addition to being a member of the Board of Directors

of the Temasek Life Science Laboratories (Singapore),
Professor Chua is also a corporate advisor to Temasek
Holdings, Inc. (Singapore). Professor Chua is a citizen of
Singapore.

Professor Dr Axel Kleemann was a member of the
Management Board of ASTA Medica AG from 1987 until
2000 with responsibility for research and development,
production, engineering and drug safety. He obtained his
PhD in chemistry at the Johann Wolfgang Goethe University
in Frankfurt am Main. Since 1987, he is an honorary
professor of chemistry at the same institution. Furthermore,
Professor Kleemann is co-author of the standard reference
book Pharmaceutical Substances. He is co-founder of
Act.On GmbH Pharma Consultants in Germany, Chairman
of the Board of Directors of Protagen AG, Germany, and a
member of the Board of Directors of several other non-listed
biotech and fine chemicals companies. Professor Kleemann
is German.



Michel Pettigrew MBA

Dr Jiirgen Raths

Michel Pettigrew, MBA, started his career in 1976 at Procter &
Gamble Inc. in Canada, where he worked in various finan-
cial functions. In 1980, he joined the global pharmaceutical
company Bristol-Myers Squibb where he worked for units in
Canada, the USA as well as in Europe and Asia. Initially, his
responsibilities were in Finance, but these rapidly grew to
include full business accountability as General Manager of
several subsidiaries in different parts of the world. In 2001,
he moved to Ferring Pharmaceuticals, a privately owned re-
search-driven specialty biopharmaceutical company. He is
currently Chief Operating Officer of Ferring, overseeing all
sales, marketing, business development and manufacturing
activities around the world. Mr. Pettigrew has a Bachelor
of Commerce degree from McGill University in Montreal,
Canada, and an MBA from York University in Toronto. He is
a Canadian national, domiciled in Switzerland.

Dr Jiirgen Raths studied medicine and dentistry at the
Universities of Heidelberg, Bonn and Cologne. He obtained
his MD title at the University of Bonn. Since 1990, he has
been active in several positions within the global pharma-
ceutical group Eli Lilly and Company, both in Europe and in
the US. While at Lilly, he was involved in developing and
analysing product portfolio strategies, in product launches
and the build-up of sales organisations. In August 1999,
Dr Raths moved to his current position: Head Critical Care
Europe, the European hospital-focused business of Eli Lilly
and Company. In this function, Dr Raths manages the
European sales, medical and marketing organisation of
approximately 200 people and is also responsible for the
unit’s finance and human resources. Dr Raths is a German
citizen, domiciled in Switzerland.

Dr Matthias Staehelin

Dr Matthias Staehelin is a partner in the law firm Vischer
with offices in Basel and Zurich. He is the lead partner of
the firm’s life sciences group. He studied law at the Univer-
sity of Basel where he obtained his PhD, and at the College
of Europe, Bruges/Belgium, where he obtained a Master of
Advanced European Studies (MAES) and a Diplome des
Hautes Etudes Européennes (DHEE). He is admitted to the
bar in Basel/Switzerland and is qualified as public notary
in the Cantons Basel-Stadt and Baselland. He serves on the
Board of Directors of Swiss subsidiaries of publicly traded
companies and privately held companies, including MEV
Schweiz AG and bridge2think AG. Dr Matthias Staehelin is
a Swiss national.



Announced changes

The terms of Dr André Lamotte, Dr Hans Fiinfschilling and
Dr Matthias Staehelin, MAES, expire in the Annual General
Meeting of shareholders of 7 May 2008. All three will stand
for re-election.

Board Committees

In 2003, the Board of Directors established a Finance &
Audit Committee and a Compensation Committee and, in
2005, a Nomination Committee. In 2007, two additional
committees were established: a Research & Development
Committee and a Commercialisation Committee.

The Finance & Audit Committee currently consists of Hans
Flnfschilling (chair), Axel Kleemann and Michel Pettigrew.
The Committee assists the Board of Directors in fulfilling its
duties of supervision of the management. It is responsible
for the guidelines for the Company’s risk management and
internal control system, the review of the compliance sys-
tem, the review of the auditors’ audit plans, the review of
annual and interim financial statements, the monitoring of
the performance and independence of external auditors
(including the authorising of non-audit services by the audi-
tors and their compliance with applicable rules), the review
of the audit results and the monitoring of the implementa-
tion of the findings by management. After examination by
the Finance & Audit Committee, the (interim) accounts are
approved and recommended for approval by the Board of
Directors. The committee convened twice in 2007, the CFO
and the external auditors were present at both meetings.

In one meeting, the 2006 accounts were discussed and ap-
proved. In the other meeting, the accounts for the first half
of 2007 and the audit plan for 2008 were the main agenda
items.

The Compensation Committee currently consists of the fol-
lowing members: Nam-Hai Chua (chair), Hans Fiinfschilling
and André Lamotte. The Compensation Committee assists
the Board of Directors in compensation-related matters. It
provides the Board of Directors with recommendations on
the compensation of the members of the Board of Directors
and the Senior Executive Officers, the policies for the com-
pensation of the Senior Executive Officers and the basic
principles for the establishment, amendment and imple-
mentation of the Company’s stock option plans. The com-
mittee convened once in 2007, discussing the remuneration
system as well as the remuneration levels for the Board of
Directors and Senior Executive Officers.

The Nomination Committee currently consists of Michel
Pettigrew (chair), Hans Fiinfschilling and Jiirgen Raths. The
Nomination Committee enacts guidelines for selecting can-
didates for election or re-election to the Board of Directors
and for appointment of senior management, and makes
arrangements to select such candidates. The Nomination
Committee supplied important input in 2007 in the selec-
tion of candidates for key functions.
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The Research & Development Committee consists of Axel
Kleemann (chair) and Nam-Hai Chua. The committee
serves as a link between Research & Development (R&D)
management and the Board of Directors and is responsible
for the timely information of the Board on upcoming issues
in the course of drug development with special consider-
ation of clinical development. The committee is monitoring
the progress of Arpida’s R&D efforts and the regular report-
ing to the Board of Directors. Since its establishment in July
2007, the committee convened twice and discussed with
the CEO the clinical trials strategies and recent results,
development strategies and the R&D reporting system.

The Commercialisation Committee is to define the strategic
focus and framework for the (pre-)marketing efforts.

The committee is chaired by Jirgen Raths and has André
Lamotte and Michel Pettigrew as members. The key
objectives of the committee include the support of the
Company in the development of Brand Plans, the build-up
of pricing, access and reimbursement capabilities and the
establishment of marketing and sales functions. Since its
establishment in July 2007, the committee convened once,
discussing primarily the iclaprim Brand Plan and the pre-
parations for the launch of iclaprim.

Information and control instruments

Arpida employs an extensive reporting framework in order
to secure management information and risk assessment.
Risk management is largely embedded in the teams working
on research and development projects. The teams report to
the Senior Executive Officers on a weekly basis, discussing
project progress, (potential) bottlenecks and timelines.

Management information is secured on the one hand via
the weekly update on project progress (activity reports) and
on the other hand via frequent financial liquidity reports.
Deviations from budgets are analysed by Arpida’s financial
staff and, if necessary, adjustments are made.

External auditors review Arpida’s risk management and
financial reporting systems on a regular basis and recom-
mend changes if required. In 2007, the external auditors
were present in both meetings of the Finance & Audit
Committee.

In general, the Board of Directors meets four to six times
per year. In 2007, the Board met six times and had two
conference calls. The agenda for the meetings is prepared
by the Secretary of the Board in close consultation with the
Chairman and the CEO. In general, the main agenda items
are the progress of the research and development pipeline,
the financial situation, the risks and the Company’s strate-
gic opportunities. The Board is supplied with an extensive
reporting set ahead of each meeting consisting of activity
reports and financial reports. The CEO and the CFO are
present at every Board meeting. The Board can ask for
additional information and can consult external experts if
deemed necessary. The performance of the auditors is
monitored in close consultation with the CFO. If necessary,
external experts can be consulted.



from left: Dr Sergio Lociuro; Harry Welten, MBA; Dr Khalid Islam; Dr Paul Hadvary

Senior Executive Officers

Members

Arpida has four Senior Executive Officers (the President,
one Senior Vice President, the Head of Research and the
Head of Development, collectively, the Senior Executive Offi-
cers). The Senior Executive Officers, under the responsibili-
ty of the Chief Executive Officer and the control of the Board
of Directors, conduct the operational management of the
Company pursuant to the Company’s organisational by-laws
and report to the Board of Directors on a regular basis.
During 2007, Arpida had no management contracts with
external persons or companies.

The following table sets forth the names, dates of appoint-
ment and positions of the current Senior Executive Officers.

Name Born Appointed  Position

Dr Khalid Islam 1955 2000 President and Chief
Executive Officer

Harry Welten, MBA 1965 2001 Senior Vice President
and Chief Financial

Officer

Dr Paul Hadvary 1947 2006  Head of

Development

Dr Sergio Lociuro 1956 2003  Head of Research

Dr Khalid Islam is President and Chief Executive Officer of
Arpida. He obtained a PhD in biochemistry from Imperial
College, University of London. After an academic career, he
worked for Marion Merrell Dow and Hoechst Marion Roussel
(Aventis). In 1999, he joined Arpida. He is a member of the
editorial board of Current Drug Discovery Technologies and
of the International Advisory Board of the Network of Excel-
lence in EuroPathoGenomics. Dr Islam acts as an advisor
to several international journals. He holds several patents
and has published over 75 articles in leading journals.

He is Chairman of the Boards of Directors of Arpida A/S
and Arpida, Inc. He is also a member of the Board of Direc-
tors of Rheoscience, a privately held Danish biotechnology
company. Dr Islam has dual British and Italian nationality.

Harry Welten, MBA, has more than 20 years of international
experience in finance. He joined Arpida in August 2001 as
Chief Financial Officer. He is Chairman of the Board of
Directors of TLT Medical Ltd. and member of the Board of
Arpida A/S. Prior to joining Arpida, he was a director at
UBS Warburg in New York, following various senior positions
within the UBS Group. Before joining UBS, he was with ABB
and DaimlerChrysler. Mr. Welten holds a degree in banking
and finance, a degree in economics and business adminis-
tration and an MBA (Hons.) from Columbia University, New
York. Mr. Welten is a Swiss national.

Dr Paul Hadvary is Head of Development and serves as a
member of the Board of Directors of TLT Medical Ltd. and
Arpida A/S. He was previously Chief Science Officer of
Basilea Ltd. and was instrumental in the foundation of this
spin-off company of Roche as its first CEQ. Dr Hadvary has
over 30 years of pharmaceutical industry experience. He
worked in several therapeutic areas of Roche’s research or-
ganisation, including as Head of Anti-infectives Research.
He holds 20 issued patents and is author of over 40 articles
in leading scientific journals. Dr Hadvary received his PhD
in biochemistry from the ETH Zurich. He is a Swiss national.

Dr Sergio Lociuro is Head of Research and serves as a
member of the Board of Directors of Arpida A/S. He has
previously held several senior management positions in
major pharmaceutical companies such as Marion Merrell
Dow and GlaxoSmithKline. Dr Lociuro received his laurea in
chemistry at the University of Rome. He obtained his PhD in
chemistry from the University of New Brunswick (Canada).
Dr Lociuro is author of numerous publications and holds
several patents in the field of pharmaceuticals. He is an
[talian national.
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Compensation, Shareholdings
and Loans

Arpida’s remuneration system is governed by the Board of
Directors, upon recommendation of the Compensation
Committee. The general framework of the system has not
changed in 2007.

The compensation of the four Senior Executive Officers con-
sists of a fixed monetary amount plus potentially a variable
cash bonus and a number of options. Variable compensa-
tion can add up to 25% to base salary and is paid in cash.
As Arpida is a development-stage company, financial yard-
sticks such as revenues or margins are not yet meaningful
as a basis for the calculation of variable income. Instead,
performance is measured in terms of achieving predefined
goals such as development milestones, projects completed
and cost control. The framework is reviewed regularly by the
Compensation Committee and, if necessary, changes are
recommended to the Board of Directors.

Options are a tool for incentivising and retaining people.
Option allotment is not limited to Senior Executive Officers
but is within reach of the majority of Arpida’s staff. Usually,
options vest over a period of up to four years. The frame-
work of option allotment is established by the Board of
Directors upon recommendation of the Compensation
Committee.

The compensation of the non-executive members of the
Board of Directors includes a fixed monetary amount per
year and a fixed monetary amount per attended meeting.
These monetary amounts are equal for all Board members
with the exception of the Chairman, who receives a higher
compensation. In addition, all Board members receive an
equal, fixed number of options per annum.

In 2007, the average level of the variable part of com-
pensation of the four Senior Executive Officers was 21% of
their base salary (2006: 25%). In addition, 40,000 options
were granted to the four Senior Executive Officers (2006:
483,200). Key achievements that formed the basis for the
establishment of the remuneration levels for 2007 included:

¢ the completion of the clinical trial programme with
intravenous iclaprim in c¢SSSI,

e the acquisition of TLT Medical Ltd.,

e the progress into Phase Il of intravenous iclaprim in
HAP/VAP/HCAP,

 the raising of additional funds,

* the extensive pre-marketing efforts and

e the progress of several preclinical compounds.
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Shareholders’ Participation

Voting rights

In principle, each share carries one vote. The only limitation
to this rule is the one described under “Limitations on
transferability and nominee registration”. Each shareholder
may authorise in writing another shareholder, a Company
representative, a specially designated independent share-
holder representative or a depositary representative to
represent him or her at the shareholders’ meeting. A share-
holder wanting to vote at a shareholders’ meeting has to be
entered in the register no later than seven days before the
meeting takes place.

Quorum

The Articles of Association do not prescribe a quorum for
shareholders’ meetings. Unless the law requires otherwise,
the general meeting of shareholders passes resolutions and
elections with a simple majority of the votes represented at
the shareholders’ meeting. Swiss law requires a two-thirds
majority of the votes represented for resolutions concerning:

¢ changes to the Company’s business purpose;

¢ the creation of shares with privileged voting rights;

¢ restrictions on the transferability of registered shares;

e an authorised or conditional increase in the share
capital;

e anincrease in the share capital by way of capitalization
of reserves, against contribution in kind for the acquisi-
tion of assets or involving the grant of special privileges;

e the restriction or elimination of pre-emptive rights of
shareholders;

¢ arelocation of the registered office; or

e the dissolution of the Company other than by liquidation
(for example, by way of merger).

The introduction or abolition of any provision in the Articles
introducing a majority greater than that required by law
must be resolved in accordance with such greater majority.

Convocation

Under Swiss law, an annual ordinary shareholders’ meeting
must be held within six months after the end of the Com-
pany’s financial year. Shareholders’ meetings may be con-
vened by the Board of Directors or, if necessary, by the
Company's Statutory Auditors. The Board of Directors is fur-
ther required to convene an extraordinary shareholders’
meeting if so resolved by a shareholders’ meeting or if so
requested by holders of shares holding in aggregate at least
10% of the nominal share capital.

A shareholders’ meeting is convened by publishing a notice
in the Swiss Official Gazette of Commerce (Schweizerisches
Handelsamtsblatt) at least 20 days prior to such meeting.
In addition, holders of registered shares may be informed
by a letter sent to the address indicated in the share
register.



Agenda

Shareholders holding shares representing the lower of 10%
of the share capital or a nominal value of CHF 1 million
have the right to request that a specific proposal be dis-
cussed and voted upon at the next shareholders’ meeting,
setting forth the item and proposal. According to the Art-
icles of Association, the request to put an item on the agen-
da has to be made at least 45 days prior to the meeting.

Changes of Control and Defence
Measures

Duty to make an offer

A shareholder that, either directly, indirectly or acting in
concert with third parties, controls 33%% of the voting
rights (whether exercisable or not), is obliged to make an
offer to acquire all listed shares. Swiss law allows a corpora-
tion to deviate from this rule in its Articles of Association.
Arpida has opted not to use this possibility.

Clauses on changes of control

Arpida has no special arrangements taking effect in the
event of a change of control, other than the customary
clauses concerning the exercise of stock options.

Auditors

The monitoring of the performance and independence of
external auditors (including the authorising of non-audit
services by the auditors and their compliance with applic-
able rules) is the responsibility of the Finance & Audit Com-
mittee. This committee reviews the external auditor’s audit
plan and oversees its execution. The external auditor was
present in both meetings of the Finance & Audit Committee
in 2007.

PricewaterhouseCoopers AG (PwC), Basel, Switzerland,

is Group Auditor and Statutory Auditor since 1997. The lead
auditor for Arpida since 2001 is Mr Th. Briiderlin. In the
year under review, PwC charged Arpida CHF 125,397 in
audit fees and CHF 206,454 for additional services.

Information Policy

Arpida puts much weight on keeping its stakeholders
informed. Without proper communication, our achievements
in research and development will not be fairly reflected in
the public perception or in the share price. Many different
channels are used, including the twice-yearly financial
results releases, ad hoc statements, the annual report, the
website, shareholders’ meetings, roadshows, conferences
and press contacts. The website (www.arpida.com) offers
interested parties the possibility to subscribe to the com-
pany’s news releases. The Corporate Communications
department is at the stakeholders’ service to respond to
questions or requests.

Arpida Corporate Communications
Paul Verbraeken

Head of Corporate Communications
Duggingerstrasse 23

4153 Reinach

Switzerland

Phone +41 61 417 96 83
paul.verbraeken@arpida.com
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Consolidated Balance Sheets

CHF Note 31 December 2007 31 December 2006

Assets

Non-current assets

Intangible assets 4/11 7,200,640 -
Financial investments (rent deposit) 2,204,062 2,150,000
Plant and equipment 10 8,297,007 9,082,966
Total non-current assets 17,701,709 11,232,966

Current assets

Prepayments 1,207,339 382,238
Other receivables 1,745,984 1,463,448
Cash and cash equivalents 12 65,874,259 70,675,127
Total current assets 68,827,582 72,520,813
Total assets 86,529,291 83,753,779

Equity and liabilities

Equity

Share capital 13 3,898,820 3,436,646
Share premium 217,204,316 192,004,739
Other reserves (share-based compensation) 6,146,008 2,530,830
Cumulative translation differences 1,231,419 821,481
Accumulated loss (161,358,026) (133,316,873)
Total equity 67,122,537 65,476,823
Non-current liabilities

Deferred tax liabilities 8 721,451 23,890
Provisions 16 400,000 150,000
Pension liabilities 17 446,390 5,099
Contingent purchase consideration 4 4,365,432 -
Long-term lease liabilities 15 5,138,960 5,208,915
Total non-current liabilities 11,072,233 5,387,904

Current liabilities

Trade accounts payables 2,526,862 5,551,107
Accrued and other current liabilities 14 5,498,782 7,069,176
Short-term portion of lease liabilities 15 308,877 268,769
Total current liabilities 8,334,521 12,889,052
Total equity and liabilities 86,529,291 83,753,779

The accompanying notes form an integral part of these consolidated financial statements.
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Consolidated Statements of Operations

Period from
1 January 2007 to

Period from
1 January 2006 to

CHF Note 31 December 2007 31 December 2006
Income from services 164,513 273,562
Research and development expenses (44,980,349) (64,703,855)
Management and general expenses (15,453,714) (9,185,780)
Total operating expenses (60,434,063) (73,889,635)
Operating loss (60,269,550) (73,616,073)
Financial income 7 2,015,759 1,377,435
Financial expenses 7 (746,184) (229,945)
Net loss before tax (58,999,975) (72,468,583)
Income tax expenses 8 (120,308) (62,715)
Net loss for the period (59,120,283) (72,531,298)
Basic and diluted loss per share 9 (3.12) (4.35)

The accompanying notes form an integral part of these consolidated financial statements.




Consolidated Statements of Cash Flow

Period from
1 January 2007 to

Period from
1 January 2006 to

CHF Note 31 December 2007 31 December 2006
Operating activities
Net loss (59,120,283) (72,531,298)
Adjustments to reconcile net loss to net cash
- Income taxes 120,308 62,715
- Depreciation on tangible assets 10 1,476,388 1,671,252
- Loss on sale of tangible assets 10,444 -
- Amortisation on intangible assets - 123,261
- Impairment of goodwill 11 - 6,056,705
- Impairment of tangible assets 10 - 1,173,374
- Interest income 7 (2,015,759) (1,377,435)
- Interest expenses 7 253,742 19,982
- Share-based compensation charges 18 5,173,459 1,870,798
- Changes in the composition of working capital

- Change in other current and long-term receivables (1,091,331) 2,093,005

- Change in accounts payables and accrued liabilities (4,222,884) 6,640,886
- Change in provisions 16 250,000 150,000
- Change in pension liabilities 17 331,955 119,712
- Interest payments received 7 2,015,759 1,342,293
- Interest paid 7 (253,742) (19,982)
Net cash used in operating activities (57,071,944) (52,604,732)
Investing activities
Proceeds from sale of equipment 48,759 -
Plant and equipment purchases (1,172,833) (2,149,894)
Cash inflow from TLT Medical acquisition 4 170,521 -
Financial investments (rent deposit) - (2,150,000)
Net cash used in investing activities (953,553) (4,299,894)
Financing activities
Finance lease payments (295,597) (22,316)
Issuance of common shares 55,287,024 4,516,765
Capital increase costs (2,122,675) -
Total cash provided by financing activities 52,868,752 4,494,449
Net change in cash position (5,156,745) (52,410,177)
Net increase/(decrease) in cash and cash equivalents (5,156,745) (52,410,177)
Exchange gains on cash and cash equivalents 355,877 664,895
Cash and cash equivalents, beginning of period 12 70,675,127 122,420,409
Cash and cash equivalents, end of period 12 65,874,259 70,675,127

The accompanying notes form an integral part of these consolidated financial statements.
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Consolidated Statements of Equity

Notes Number of common shares
At 1 January 2006 16,371,959
Translation differences -
Net income/(expense) recognised directly in equity -
Loss for the period -
Total recognised income and expense for 2006 -
Compensation of accumulated loss with share premium in general reserves -
Exercise of stock options 13 811,273
Effect of IFRS 2 share-based compensation -
Compensation of other reserves with share premium for exercised options -
At 31 December 2006 17,183,232
Translation differences -
Net income/(expense) recognised directly in equity -
Loss for the period -
Total recognised income and expense for 2007 =
Compensation of accumulated loss with share premium in general reserves -
Capital increase 13 1,700,000
Capital increase for TLT Medical acquisition 13 52,820
Equity funding costs -
Exercise of stock options 13 558,052
Effect of IFRS 2 share-based compensation 18 -
Compensation of other reserves with share premium for exercised options -
At 31 December 2007 19,494,104
Cumulative

Share Share Total capital Other  translation Accumulated Total
CHF Notes capital premium paid in reserves  differences loss equity
At 1 January 2006 3,274,392 231,831,941 235,106,333 1,905,427 79,394 (106,212,683) 130,878,471
Translation differences - - - - 742,087 - 742,087
Net income/(expense)
recognised directly in equity - - - - 742,087 - 742,087
Loss for the period - - - - - (72,531,298) (72,531,298)
Total recognised income
and expense for 2006 - - - - 742,087 (72,531,298) (71,789,211)
Compensation of accumulated loss with
share premium in general reserves - (45,427,108) (45,427,108) - - 45,427,108 -
Exercise of stock options 13 162,254 4,354,511 4,516,765 - - - 4,516,765
Effect of IFRS 2
share-based compensation 18 - - - 1,870,798 - - 1,870,798
Compensation of other reserves
with share premium for exercised options - 1,245,395 1,245,395 (1,245,395) - -
At 31 December 2006 3,436,646 192,004,739 195,441,385 2,530,830 821,481 (133,316,873) 65,476,823
Translation differences - - - - 409,938 - 409,938
Net income/(expense)
recognised directly in equity - - - - 409,938 - 409,938
Loss for the period - - - - - (59,120,283) (59,120,283)
Total recognised income
and expense for 2007 - - - - 409,938 (59,120,283) (58,710,345)
Compensation of accumulated loss with
share premium in general reserves - (31,079,130) (31,079,130) - - 31,079,130 -
Capital increase 13 340,000 51,510,000 51,850,000 - - 51,850,000
Capital increase for
TLT Medical acquisition 13 10,564 2,007,688 2,018,252 - - - 2,018,252
Equity funding costs (2,122,675) (2,122,675) - - - (2,122,675)
Exercise of stock options 13 111,610 3,325,413 3,437,023 - - - 3,437,023
Effect of IFRS 2
share-based compensation 18 - - - 5,173,459 - - 5,173,459
Compensation of other reserves
with share premium for exercised options - 1,558,281 1,558,281 (1,558,281) - - -
At 31 December 2007 3,898,820 217,204,316 221,103,136 6,146,008 1,231,419 (161,358,026) 67,122,537

The accompanying notes form an integral part of these consolidated financial statements.
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Notes to Consolidated

Financial Statements

1. The Company

Arpida Ltd. (the “Company”) together with its subsidiaries
(collectively “Arpida”) is a therapeutically focused biopharma-
ceutical company focusing on the discovery, development
and commercialisation of new, safer and more efficacious
antimicrobial drugs for the treatment of infectious diseases.
To date, Arpida has financed its cash requirements primarily
from share issuances and debt financings. Arpida is a de-
velopment-stage enterprise as of 31 December 2007 and is
exposed to all the risks inherent in establishing a business.
Inherent in Arpida’s business are various risks and uncer-
tainties, including the substantial uncertainty as to whether
current projects will succeed. Arpida’s success may depend
in part upon its ability to (i) establish and maintain a strong
patent position and protection, (ii) enter into collaborations
with partners in the pharmaceutical industry, (iii) attract
and retain key personnel, and (iv) acquire additional capital
to support its operations.
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The Company was registered in the register of commerce
on 18 August 1997 and has its domicile and registered of-
fice at Duggingerstrasse 23, 4153 Reinach, Switzerland.
Since 4 May 2005, the Company is a public company
whose shares are traded at the SWX Swiss Exchange.

2. Summary of Significant
Accounting Policies

Basis of accounting

The financial statements of Arpida are prepared in accord-
ance with the historical cost convention except for the reval-
uation to market value of certain financial assets and liabili-
ties and comply with the International Financial Reporting



Standards (IFRS) formulated by the International Accounting
Standards Board (IASB) as well as with the following signifi-
cant accounting policies.

Critical accounting estimates and judgements

The preparation of the financial statement requires manage-
ment to use certain critical accounting estimates. It also
requires management to exercise its judgement in the
process of applying the Company’s accounting policies.
Such estimates and assumptions effect the reported
amounts of assets and liabilities and disclosure of contin-
gent assets and liabilities at the date of the financial state-
ments and the reported amounts of expenses during the
reporting period. Actual outcomes could differ from those
estimates.

Considering Arpida’s current cash position and the level of
spending according to management’s plans and budgets,
management anticipates Arpida to continue as a going
concern until at least the first quarter of 2009.

In 2005, Arpida adopted IFRS 2 related to accounting for
stock-based compensation. As a result, stock options are
measured based on the grant-date fair value of the award.
The accounting for stock-based compensation is partly
based on management'’s estimates, especially related to the
expected term of the stock options and expected volatility.

Arpida is subject to income taxes in numerous jurisdictions.
Judgement is required in determining the current and de-
ferred assets and liabilities for income taxes. The assess-
ment as to whether deferred tax assets relating to tax loss
carry-forwards and temporary differences have to be recog-
nised requires significant judgement.

Principles of consolidation

Subsidiaries in which the Company has a controlling inter-
est, directly or indirectly, are consolidated. Control is de-
fined as the power to govern the financial and operating
policies of an enterprise so as to obtain benefits from its ac-
tivities. Control is normally evidenced when the Company
owns, either directly or indirectly, more than 50% of the vot-
ing rights or potential voting rights of a company’s share
capital that are currently exercisable.

The consolidation commences from the date on which con-
trol is transferred to the Company and subsidiaries are no
longer consolidated from the date that control ceases. Inter-
company balances and transactions between Group compa-
nies are eliminated. Intercompany transactions solely result
from providing services to other Group companies. The
consolidated financial statements include the accounts of
Arpida Ltd. and its wholly owned subsidiaries Arpida UK
Ltd., a company located in the UK, Arpida A/S, a company
located in Denmark, Arpida, Inc., a company located in the
USA, and TLT Medical Ltd., a company located in Switzer-
land. Arpida UK Ltd. was founded in 2003. Combio A/S
was acquired in October 2004 and renamed Arpida A/S on
1 March 2005. Arpida, Inc., was founded by Arpida Ltd. in
May 2006. TLT Medical Ltd. was acquired in August 2007.

Foreign currency translation

Group companies use their local currency as their function-
al currency reflecting the economic environment they oper-
ate in. Transactions in other currencies are initially reported
using the exchange rate at the date of the transaction.
Gains and losses from such transactions as well as gains
and losses on translation of monetary assets and liabilities
denominated in other currencies are included in income.
Upon consolidation, assets and liabilities of Group com-
panies using functional currencies other than Swiss francs
(foreign entities) are translated into Swiss francs using year-
end rates of exchange. Revenues, expenses, net income
and cash flows are translated at the average rates of ex-
change for the year. Translation differences due to the
changes in exchange rates between the beginning and the
end of the year and the difference between net loss translat-
ed at the average and year-end exchange rates are taken
directly to equity.

Revenue recognition

Revenue from rendering of services is based on the stage of
completion determined by reference to services performed
to date as a percentage of total services to be performed.
Dividends are recognised when the right to receive payment
is established. Interest income is recognised on a time pro-
portion basis using the effective interest method.

Cash and cash equivalents

Cash and cash equivalents comprise cash on hand, de-
posits held at call with banks and other short-term highly
liquid investments which are readily convertible to known
amounts of cash (and which are subject to insignificant risk
of changes in value) and have a maturity of three months or
less from the date of acquisition. This definition is also used
for the cash flow statement.

Financial assets and liabilities

Financial instruments carried on the balance sheet include
other receivables, financial investments, trade accounts
payable, accrued and other current liabilities.

Other receivables, financial investments, trade accounts
payable, accrued and other current liabilities are financial
assets and financial liabilities, respectively, with fixed or de-
terminable payments that are not quoted in an active mar-
ket. They arise when the Company provides or receives
money, goods or services directly to a debtor and from a
creditor, respectively, with no intention of trading the receiv-
able or payable. They are included in current assets and
current liabilities, except for maturities longer than twelve
months after the balance sheet date. These are classified
as non-current assets and non-current liabilities and are
shown separately in the balance sheet. These are measured
at amortised cost. Amortised cost is the amount at which
the financial asset and liability is measured at initial recog-
nition minus principal repayments, plus or minus the cumu-
lative amortisation using the effective interest method of
any difference between that initial amount and the maturity
amount.
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The Company assesses at each period end whether there is
objective evidence those financial assets are impaired. Im-
pairment losses are recognised in the income statement.

Plant and equipment

Plant and equipment are recorded at cost and are stated at
historical cost less accumulated depreciation. Depreciation
expense is recorded utilising the straight-line method over
the estimated useful life of the assets. Assets are written
down to their estimated residual value which usually is
determined as zero. The useful lives are summarised as
follows:

Group of assets Useful life (years)

Leasehold improvements 15

Laboratory furniture and equipment 5

Office furniture and fixtures

Office installations

Office equipment

W w|slo

Data processing equipment and software

The costs of repairs and maintenance are capitalised only if
they improve the related asset or extend its useful life.

Subsequent costs are included in the assets’ carrying
amount or recognised as a separate asset, as appropriate,
only when it is probable that future economic benefits asso-
ciated with the item will flow to the Company and the cost
of the item can be measured reliably. The carrying amount
of the replaced part is derecognised. All other repairs and
maintenance are charged to the income statement during
the financial period in which they are incurred.

Intangible assets

Intangible assets (other than goodwill) are initially valued at
cost and, if within the context of a business combination,
recorded at fair value. Generally, intangible assets are
amortised over their useful lives on a straight-line basis. In-
tellectual property on acquired in-process R&D is amortised
on a straight line basis once commercialisation of related
products starts.

Impairment of long-lived assets

Plant and equipment and intangible assets (other than
goodwill) are reviewed for impairment whenever events or
changes in circumstance indicate that the balance sheet
carrying amount of the asset may not be recoverable. When
the recoverable amount of the long-lived asset, being the
higher of its fair value less costs to sell or its value in use,
is less than its carrying amount, then an impairment in the
carrying amount is recorded. Arpida estimates its value in
use based on the future cash flows expected to result from
the use of the asset. For purposes of assessing impairment,
assets are grouped at the lowest level for which there are
separately identifiable cash flows.

Business combinations and goodwill

Business combinations are accounted for using the pur-
chase method in accordance with IFRS 3. The cost of a
business combination is the aggregate of the fair values at
the date of exchange of any assets given and equity instru-
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ments issued by the acquirer, given in exchange for control
over the net assets of the acquired company. The cost of ac-
quisition also includes directly attributable incidental costs.
Arpida allocates the cost of a business combination by
recognising the acquiree’s identifiable assets, liabilities, in-
curred or assumed, and contingent liabilities that satisfy the
recognition criterion at their fair value. In-process research
and development projects of the acquiree are recognised by
Arpida as an intangible asset separately from goodwill if at
the acquisition date the project meets the definition of an
intangible asset and its fair value can be measured reliably.
Goodwill is recognised as an asset from the acquisition date
and is measured as the excess of the cost of the business
acquisition over Arpida’s interest in the net fair value of the
identifiable net assets acquired.

Impairment of goodwill

An impairment test of goodwill is carried out annually or in
case indicators occurs. Goodwill is allocated to cash-gener-
ating units. When the recoverable amount of the cash-gen-
erating unit, being the higher of its fair value less costs to
sell or its value in use, is less than its carrying amount,
then an impairment in the carrying amount is recorded. The
methodology used in the impairment testing for cash-gener-
ating units is further described in note 11.

Leases

Leases where a significant portion of the risks and rewards
of ownership are retained by the lessor are classified as
operating leases. Payments made under operating leases
(net of any incentives received from the lessor) are charged
to the income statement on a straight-line basis over the
period of the lease.

Leases of tangible fixed assets where Arpida has substan-
tially all the risks and rewards of ownership are classified as
finance lease. Finance leases are capitalised at the lease
commencement at the lower of the fair value of the leased
asset and the present value of minimum lease payments.
Each lease payment is allocated between the liability and
finance charges so as to achieve a constant rate on the
finance balance outstanding. The corresponding rental
obligations, net of finance charges, are included in other
short-term and other long-term payables. The interest
element of the finance cost is charged to the income state-
ment over the lease period so as to produce a constant
periodic rate of interest on the remaining balance of the
liability for each period. The asset acquired under finance
lease is depreciated over the shorter of the useful life of
the asset and the lease term.

Provisions

Arpida recognises provisions when it has a present legal or
constructive obligation to transfer economic benefits as a
result of past events and a reasonable estimate of the obli-
gation can be made.

Share-based compensation

Non-executive members of the Board of Directors and cer-
tain employees of Arpida participate in stock option plans.
The fair value of these equity-settled compensation awards



granted is estimated at the grant date and recorded as an
expense over the vesting period. The expense is charged to
the appropriate income statement heading within the oper-
ating expenses, and a corresponding increase is recorded
in equity. At each reporting date, the Company revises its
estimates of the number of options that are expected to be-
come exercisable. It recognises the impact of the revision
of original estimates, if any, in the income statement and a
corresponding adjustment to equity. Any subsequent cash
flows from exercises of vested awards are recorded as an in-
crease in equity. The proceeds received net of any directly
attributable transaction costs are credited to share capital
(nominal value) and share premium when the options are
exercised. The fair value of these exercised awards is trans-
ferred from other reserves to share premium.

Employee benefits

For the defined contribution plan, the Company pays a con-
tribution to a privately administrated pension plan on a con-
tractual basis. Contributions are recognised as an employee
benefit expense when they are due.

For the defined benefit plan, the liability is calculated regu-
larly by an independent actuary using the projected unit
credit method. The defined benefit obligation is measured
at the present value of the estimated future cash flows us-
ing a discount rate based on the interest rate of high-quality
corporate bonds. The charge for such pension plans, repre-
senting the net periodic cost, is included in the staff costs.
Plan assets are recorded at their fair values. Significant
gains or losses arising from adjustment posted, changes in
actuarial assumptions, and amendments to pension plans
are recognised over the average remaining service lives of
the related employees, where these differences exceed 10%
of the higher amount of the discounted value of the obliga-
tion and the fair value of assets at the beginning of the year.

Research and development

Research and development costs consist primarily of com-
pensation and other expenses related to research and devel-
opment personnel; costs associated with preclinical testing
and clinical trials of Arpida’s product candidates, including
the costs of manufacturing the product candidates; expens-
es for research and services under collaboration agree-
ments as well as outsourced research and development at
research institutions.

Research and development expenses are fully charged to
the income statement as incurred. Arpida considers that
regulatory and other uncertainties inherent in the develop-
ment of its key new products preclude it from capitalising
development costs under IFRS. Research and development
projects which have achieved technical feasibility, usually
signified by US Food and Drug Administration or compara-
ble regulatory body approval, would be capitalised because
it is probable that the costs will give rise to future economic
benefits. Laboratory buildings and equipment included in
plant and equipment are depreciated over their estimated
useful lives.

Deferred income taxes

Deferred taxes are provided for, using the liability method,
for all temporary differences between the tax bases of
assets and liabilities and their carrying values for financial
reporting purposes, except for those temporary differences
related to investments in entities where the timing of their
reversal can be controlled and it is probable that the differ-
ence will not reverse in the foreseeable future. Deferred tax
assets relating to the carry-forward of unused tax losses are
recognised to the extent that future taxable profit is expect-
ed to be available. The realisation of the deferred tax asset
is assessed on an annual basis. The recognition of such a
deferred tax asset is based on this assessment. Deferred
taxes are based on tax rates currently enacted or substan-
tially enacted and are expected to apply when the related
deferred tax asset is realised or the deferred tax liability is
settled.

Earnings/(loss) per share

Basic earning/(loss) per share is calculated by dividing the
net profit/(loss) attributable to the shareholders by the
weighted average number of shares outstanding during the
period. Diluted earning/(loss) per share is calculated by
dividing the net profit/(loss) attributable to the shareholders
by the weighted average number of shares outstanding
during the period adjusted for the conversion of all dilutive
potential shares.

Dividends payable

The Company may declare dividends upon the recommen-
dation of the Board of Directors and the approval of share-
holders at their annual general meeting. Under Swiss cor-
porate law, the Company’s right to pay dividends may be
limited in certain circumstances. At this point, the Company
has not paid any dividends since its inception and does not
anticipate paying dividends in the foreseeable future.

Changes in accounting policies

IFRS 7: ‘Financial Instruments: Disclosures’ requires addi-
tional disclosure concerning the significance of the Group’s
financial instruments, the nature and extent of risks arising
from these instruments, and the manner in which these
risks are managed. The IFRS 7 disclosure requirements in-
clude qualitative and quantitative information about risk
exposure arising from financial instruments, in particular
credit risk, liquidity risk and market risk. The standard also
requires qualitative disclosure about management’s object-
ives, policies and processes for managing these risks,
hence providing an overview of Arpida’s use of and expo-
sure to financial instruments. These are given in note 3.

IAS 1 (revised): ‘Presentation of Financial Statements: Capi-
tal Disclosures’. The revisions to IAS 1 require additional
disclosure concerning Arpida’s objectives, policies and
processes for managing capital. These are also given in
note 3.

Interpretations effective from 1 January 2007 with currently
no impact on Arpida’s consolidated financial statements are
IFRIC 8, ‘Scope of IFRS 2’ and IFRIC 10, ‘Interim Financial
Reporting and Impairment’.
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Interpretations effective from 1 January 2007, but not rele-
vant for Arpida’s consolidated financial statements, are
IFRIC 7, ‘Applying the Restatement Approach under IAS 29,
Financial Reporting in Hyperinflationary Economies’, and
IFRIC 9, ‘Reassessment of Embedded Derivatives'.

New accounting pronouncements

Arpida is currently assessing the potential impacts of
the new and revised standards that will be effective from
1 January 2008.

IFRS 8, ‘Operating Segments’, was published in November
2006 and will be effective from 1 January 2009. IFRS 8 re-
places IAS 14, ‘Segment Reporting’. IFRS 8 requires entities
to define operating segments and segment performance in
the financial statements based on information used by the
chief operating decision maker. This new requirement could
have an impact on the segments presented, the items re-
ported and their respective measurement. The Company
has not undergone a detailed analysis and therefore no final
assessment of the impact can presently be made.

IAS 23 (revised): ‘Borrowing Costs’. The revised standard
requires that interest and other borrowing costs incurred
with respect to qualifying assets are capitalised and includ-
ed in the carrying value of the assets.

Arpida is currently assessing the impact and, if applicable,
will adopt the following interpretations in 2008 or later:
IFRIC 11, ‘IFRS 2 - Group and Treasury Share Transactions’
(effective for annual periods beginning on or after 1 March
2007), IFRIC 12, ‘Service Concession Arrangements’ (effec-
tive for annual periods beginning on or after 1 January
2008). IFRIC 13, ‘Customer Loyalty Programs’ (effective

1 July 2008) and IFRIC 14, ‘IAS 19 - The Limiton a
Defined Benefit Asset, Minimum Funding Requirement and
their Interaction’ (effective 1 January 2008).

3. Financial Risk Management

Financial risk factors

Financial risk management is governed by policies and
guidelines approved by senior management. These policies
cover foreign exchange risk, interest-rate risk, liquidity risk
and credit risk.

Liquidity risk

Arpida’s approach of managing liquidity is to ensure suffi-
cient cash to meet its liabilities when due. Management
monitors the Company’s cash position on rolling forecasts
based on expected cash flow to enable the Company to
finance research, development and commercialisation ac-
tivities for at least one year. To date, Arpida has financed
its cash requirements primarily from share issuances and
debt financings.

The table below analyses Arpida’s financial liabilities into
relevant maturity groupings based on the remaining period
at the balance sheet to the contractual maturity date. The
amounts disclosed in the table are the contractual undis-
counted cash flows. Balances due within twelve months
equal their carrying balances as the impact of discounting
is not significant.

Between Between
Less than 3 months 1 year and Over
31 December 2007 3 months and 1 year 5 years 5 years
Lease liabilities 141,066 423,197 2,208,548 4,644,809
Accruals and other current liabilities 4,590,101 908,681 - -
Trade accounts payables 2,526,862 - - -
Total 7,258,029 1,331,878 2,208,548 4,644,809
Between Between
Less than 3 months 1 year and Over
31 December 2006 3 months and 1 year 5 years 5 years
Lease liabilities 130,356 391,067 2,052,116 5,022,792
Accruals and other current liabilities 6,313,229 755,947 - -
Trade accounts payables 5,551,107 - - -
Total 11,994,692 1,147,014 2,052,116 5,022,792
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Market risk

Foreign exchange risk: Arpida sources supplies as well as
research and development, consulting and other services
in several countries and operates one foreign subsidiary
performing research and development activities and is ex-
posed to foreign currency movements affecting its net loss
and financial position, as expressed in Swiss francs. Arpida
monitors its currency exposures by regulary assessing
future spending plans in foreign currencies.

At 31 December 2007, if the US Dollar had weakened/
strengthened by 10% against the Swiss Franc with all other
variables held constant, the net loss for the period would
have been CHF 264,470 (2006: CHF 353,808) higher/
lower, mainly as a result of foreign exchange losses/ gains
on translation of USD-denominated cash and cash equiva-
lents, receivables and accounts payables.

At 31 December 2007, if the Danish Krone had weakened/
strengthened by 5 % against the Swiss franc with all other
variables held constant, the net loss for the period would
have been CHF 510,667 (2006: CHF 488,439) higher/
lower, mainly as a result of foreign exchange losses/gains
on translation of DKK-denominated cash and cash equiva-
lents, receivables and accounts payables.

Interest-rate risk: Interest-rate risk arises from movements
in interest rates, which could have adverse effects on
Arpida’s net result or financial position. Changes in interest
rates cause variations in interest income and expenses on
interest-bearing assets and liabilities. In addition, they can
affect the market value of certain financial assets, liabilities
and instruments.

At 31 December 2007, if interest rates on time deposits had
been 75 basis points higher/lower with all other variables
held constant, the net loss for the period would have been
CHF 457,133 (2006: CHF 667,948) lower/higher, as a re-
sult of higher/lower interest income.

Credit risk: Credit risk stems from a counterparty’s failure
to meet its obligation. Cash and cash equivalents and

the rent deposit are held with financial institutions with AA
rating.

Capital risk management

Arpida’s objectives when managing the capital are to pro-
vide funding for the research, development and commercial-
isation projects, to safeguard the Company's ability to con-
tinue as going concern and to preserve the capital on the
required statutory level.

Fair value estimate

The carrying amount of the financial assets such as rent de-
posits and other receivables as well as the financial liabil-
ities such as trade accounts payables and accruals and oth-
er liabilities are recorded at cost approximating fair value
due to the short term nature.

4. Changes in the Scope
of Consolidation

On 10 August 2007, the Company acquired 100% of the
shares of TLT Medical Ltd., a Swiss privately owned bio-
pharmaceutical company with an innovative onychomycosis
therapy. On completion of the transaction, the Company
issued 52,820 common shares at a market price of CHF 38.21
and paid CHF 100,000 in cash to the shareholders of TLT
Medical Ltd. as initial consideration.

Success-based future milestone payments to the former
shareholders of TLT Medical Ltd. could total up to CHF 55
million. CHF 4,365,432 of this contingent purchase consid-
eration has been recognised in the fair value calculations
below based on management’s assumptions as to the prob-
abilities of each milestone being reached. The additional
milestone payments of CHF 50 million have not been pro-
vided for.

Arpida recognised CHF 6,508,000 as in-process R&D repre-
senting the intellectual property of the TLT therapy, reflect-
ing the TLT Laser pre-treatment and the novel formulation
system. The goodwill is predominantly representing assem-
bled workforce.

The pre-acquisition carrying values and provisional fair
values of the net assets acquired were:

Acquiree’s

Fair value carrying amount

CHF 10 August 2007 10 August 2007
In-process R&D (note 11) 6,508,000 -
Other receivables 11,427 11,427
Prepayments 4,883 4,883
Cash and cash equivalents 270,521 270,521
Accounts payables (150,069) (150,069)
Accrued and other current liabilities (192,210) (192,210)
Pension liabilities (109,337) -
Deferred tax liabilities (552,171) -
Net assets acquired 5,791,044 (55,448)




Details of consideration, net assets acquired and goodwill are as follows:

Fair value of Arpida shares issued 2,018,252
Consideration settled in cash 100,000
Contingent purchase consideration 4,365,432
Total consideration 6,483,684
Fair value of net assets acquired 5,791,044
Goodwill (note 11) 692,640

The inflow of cash and cash equivalents in the acquisition of TLT Medical is as follows:

Purchase consideration settled in cash (100,000)
Cash and cash equivalents in subsidiary acquired 270,521
Cash inflow on acquisition 170,521

The acquired business contributed operating expenses of CHF 486,839 and a net loss of
CHF 490,748 to the Group for the period from 10 August 2007 to 31 December 2007. If the
acquisition had occurred on 1 January 2007, Group operating expenses for 2007 would
have been CHF 61,043,246 and the Group net loss would have been CHF 59,725,268.

In 2006, the Company incorporated Arpida, Inc., in order to establish a presence in the

USA. The results of Arpida, Inc., are included in the consolidated financial statements since
incorporation on 11 May 2006.

5. Information by Geographical Area

The Group has only one business segment, namely the discovery, development and com-
mercialisation of new, safer and more efficacious antimicrobial drugs for the treatment of
infectious diseases.

The geographical analysis of assets is as follows:

CHF 2007 2006
Switzerland 75,307,840 70,259,345
Outside Switzerland 11,221,451 13,494,434
Total assets 86,529,291 83,753,779

The geographical analysis of capital expenditure is as follows:

CHF 2007 2006
Switzerland 1,088,021 1,864,150
Outside Switzerland 84,812 285,744
Total capital expenditure 1,172,833 2,149,894
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The geographical analysis of operating expenses is as follows:

CHF 2007 2006
Switzerland (42,527,797) (51,518,921)
Outside Switzerland (2,452,552) (13,184,934)

Total research and development

(44,980,349)

(64,703,855)

Switzerland (12,199,596) (7,830,368)
Outside Switzerland (3,254,118) (1,355,412)
Total management and general expenses (15,453,714) (9,185,780)

Total operating expenses

(60,434,063)

(73,889,635)

The geographical analysis of income from services is as follows:

CHF 2007 2006
Switzerland 164,513 273,562
Outside Switzerland - -
Total income from services 164,513 273,562
B. Staff Costs

CHF 2007 2006
Wages and salaries 11,269,826 11,279,128
Share-based compensation 5,173,459 1,870,798
Social-security costs 1,080,271 909,900
Pension costs 1,353,295 1,109,898
Other staff-related costs 584,188 450,773
Total staff-related costs 19,461,039 15,620,497
7. Financial Result

CHF 2007 2006
Charges related to bank accounts (20,445) (15,982)
Interest finance lease (253,742) (19,892)
Foreign exchange loss (471,997) (194,071)
Total financial expenses (746,184) (229,945)
Interest income from bank deposits 2,015,759 1,377,435
Total financial income 2,015,759 1,377,435
Net financial result 1,269,575 1,147,490
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8. Income taxes

Income tax expenses comprise:

CHF 2007 2006
Current income tax (expense)/benefit 36,538 (38,159)
Deferred income tax (expense) (156,846) (24,556)
Total income tax expenses (120,308) (62,715)
Arpida had loss carry-forwards for tax purposes, which are available to offset future taxable

income. The loss carry-forwards with their expiry dates are as follows:

CHF 2007 2006
Within one year 4,362,282 2,988,723
Later than one year and not later than five years 36,165,571 22,006,298
More than five years 79,542,583 58,459,423
Total 120,070,436 83,454,444
The deferred tax liabilities as per 31 December comprise:

CHF 2007 2006
Plant and equipment - 23,890
Intangible assets 552,171 -
Other receivables 169,280 -
Total deferred income tax liabilities 721,451 23,890
The movement of the deferred income tax liability is as follows:

CHF

1 January 2006 -

Income statement charge 24,556

Translation effect (666)

1 January 2007 23,890

Business combination 552,171

Income statement charge 156,846

Translation effect (11,456)

31 December 2007 721,451

Deferred income tax assets and liabilities are offset when there is a legally enforceable
right to set off current tax assets against current tax liabilities and when the deferred
income taxes relate to the same tax jurisdiction. Except for netting with deferred tax
liabilities (resulting from taxable temporary differences), Arpida does not recognise a

deferred tax asset relating to tax loss carry-forwards and deductible temporary differences

since the criteria for recognition are not met.

The unrecognised tax loss carry forwards and deductible temporary differences would give

rise to deferred tax assets of CHF 59,254,541 in 2007 and CHF 46,344,122 in 2006.
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The main elements contributing to the difference between the Company’s overall expected

tax rate (as a weighted average of the tax rates in the tax jurisdictions in which Arpida oper-

ates) and the effective income tax expense are:

2007 2006
Expected income tax rate: (benefit) (25.0%) (25.0%)
Stock option 2.2% 0.6%
Effect of changes in unrecognised deferred taxes 23.0% 24.5.%
Effective income tax rate: expense 0.2% 0.1%
9. Loss per Share
Basic and diluted loss per share is calculated by dividing the net loss attributable to share-
holders by the weighted average number of shares outstanding during the year.

2007 2006
Net loss attributable to shareholders (CHF) (59,120,283) (72,531,298)
Weighted average number of shares outstanding 18,943,925 16,663,230
Basic and diluted loss per share (CHF) (3.12) (4.35)

For the years ended 31 December 2007 and 2006, basic and diluted loss per share is
based on weighted average of shares outstanding and excludes diluted shares relating to
employee stock options, as they would be antidilutive.
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10. Plant and Equipment

Laboratory Furnitures Office Leasehold

CHF equipment and fixtures equipment improvements Other Total
Historical cost

1 January 2006 5,389,269 497,608 1,035,764 - 199,625 7,122,266
Consolidation changes - - - - - -
Additions 2,976,731 39,662 285,226 5,500,000 - 8,801,619
Disposals - - - - - -
Translation effects 90,804 4,329 1,529 - - 96,662
31 December 2006 8,456,804 541,599 1,322,519 5,500,000 199,625 16,020,547
Accumulated depreciation

1 January 2006 (2,894,090) (220,958) (754,708) - (148,585) (4,018,341)
Consolidation changes - - - - - -
Depreciation for the year (1,224,719) (119,364) (245,573) (30,556) (51,040) (1,671,252)
Impairment (1,069,912) (49,920) (53,542) - - (1,173,374)
Disposals - - - - - -
Translation effects (69,436) (3,040) (2,138) - - (74,614)
31 December 2006 (5,258,157) (393,282) (1,055,961) (30,556) (199,625) (6,937,581)
Net book value

at 31 December 2006 3,198,647 148,317 266,558 5,469,444 - 9,082,966

Laboratory Furnitures Office Leasehold

CHF equipment and fixtures equipment improvements Other Total
Historical cost

1 January 2007 8,456,804 541,599 1,322,519 5,500,000 199,625 16,020,547
Consolidation changes - - - - - -
Additions 152,108 37,660 294,116 265,750 - 749,634
Disposals (1,446,415) (134,950) (122,360) - - (1,703,725)
Translation effects 48,398 2,760 (3,020) - - 48,138
31 December 2007 7,210,895 447,069 1,491,255 5,765,750 199,625 15,114,594
Accumulated depreciation

1 January 2007 (5,258,157) (393,282) (1,055,961) (30,556) (199,625) (6,937,581)
Consolidation changes - - - - - -
Depreciation for the year (712,146) (105,815) (258,541) (399,886) - (1,476,388)
Impairment - - - - - -
Disposals 1,411,542 126,937 108,923 - - 1,647,402
Translation effects (48,292) (2,494) (234) - - (51,020)
31 December 2007 (4,607,053) (374,654) (1,205,813) (430,442) (199,625) (6,817,587)
Net book value

at 31 December 2007 2,603,842 72,415 285,442 5,335,308 - 8,297,007

Please refer to note 15 for finance lease obligation information. Please refer to note 11 for impairment
charge information.

The Company recorded depreciation expenses in 2007 of CHF 1,181,110 (2006: CHF 1,337,002) as part

of research and development expenses and CHF 295,278 (2006: CHF 334,250) as part of management
and general expenses in the statement of operations.
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11. Intangible Assets

CHF

Goodwill

In-process
R&D

Technology

Total

Historical costs

1 January 2006

6,000,378

310,681

6,311,059

Consolidation changes

Additions

Translation effects

210,832

10,916

221,748

31 December 2006

6,211,210

321,597

6,532,807

Accumulated amortisation

1 January 2006

(188,566)

(188,566)

Consolidation changes

Amortisation of the year

(123,261)

(123,261)

Impairment

(6,056,705)

(6,056,705)

Translation effects

(154,505)

(9,770)

(164,275)

31 December 2006

(6,211,210)

(321,597)

(6,532,807)

Net book value at 31 December 2006

CHF

Goodwill

In-process
R&D

Technology

Total

Historical costs

1 January 2007

Consolidation changes

692,640

6,508,000

7,200,640

Additions

Translation effects

31 December 2007

692,640

6,508,000

7,200,640

Accumulated amortisation

1 January 2007

Consolidation changes

Amortisation of the year

Impairment

Translation effects

31 December 2007

Net book value at 31 December 2007

692,640

6,508,000

7,200,640

Goodwill is tested for possible impairment annually on a cash-generating unit (CGU) level. For this pur-

pose, Arpida Group was determined to be the cash-generating unit unless evidence of impairment exists
at a lower level such as within an operation contained within the CGU. The recoverable amount of Arpida

Group is based on fair value, which is determined with reference to the publicly quoted share price of

Arpida Ltd., less costs to sell.

Early in 2007, the Company decided to discontinue a substantial part of Arpida A/S, the operations in

Denmark. The staff was substantially reduced and the research activity is being ceased. As a result, the
goodwill of CHF 6,056,705, arisen in connection with the acquisition of Arpida A/S, was written off as of
31 December 2006, since the research capabilities acquired and workforce acquired are not transferred

to Switzerland. In addition, the equipment located at Arpida A/S was written down by CHF 1,173,374,
For information regarding the changes in Intangible Assets in 2007, reference is made to note 4.
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12. Cash and Cash Equivalents

CHF 2007 2006
Cash at bank and in hand 7,492,863 5,587,082
Short-term bank deposits 58,381,396 65,088,045
Total cash and cash equivalents 65,874,259 70,675,127

The effective interest rate on cash and cash equivalents amounts to 3.12% in 2007 and

1.43 % in 2006.

13. Share Capital

On 31 December 2005, the issued share capital amounted
to CHF 3,274,392 consisting of 16,371,959 common
shares with a nominal value of CHF 0.20 each.

In the course of 2006, 811,273 shares were issued due
to the exercise of stock options, lifting the total number
of common shares outstanding to 17,183,232 at year-end
2006, representing a nominal share capital of

CHF 3,436,646.

During 2007, the total number of common shares outstand-
ing rose by 2,310,872 to 19,494,104 with a total nominal
value of CHF 3,898,820 as of 31 December 2007. The in-
crease is largely due to the placing of March, involving
1,700,000 new shares. These registered common shares
from authorised capital were placed with institutional in-
vestors via an accelerated bookbuilding transaction. In addi-
tion, 558,052 shares were issued due to the exercise of
stock options and 52,820 in conjunction with the closing of
the TLT acquisition in August 2007.

The Extraordinary General Meeting of shareholders of

19 July 2006 approved the creation of authorised capital of
CHF 340,000 (1,700,000 shares) expiring on 19 July 2008.
This authorised capital was used for the share placing of
March 2007. The Annual General Meeting of shareholders
of 8 May 2007 approved the creation of authorised capital
of CHF 340,000 (1,700,000 shares). The authorisation
expires 8 May 2009. During 2007, 52,820 shares were
issued from authorised capital in conjunction with the

TLT acquisition. As per year-end 2007, authorised capital
of CHF 329,436 was available for the issuance of
1,647,180 shares.

As of 1 January 2006, the conditional share capital
amounted to 1,935,000 registered common shares of
CHF 0.20 each (CHF 387,000).
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On 19 July 2006, the shareholders approved the increase of
the conditional capital from CHF 387,000 to CHF 487,000
for the potential issuance of 2,435,000 registered common
shares of CHF 0.20 each under the stock option plan for
employees, Board members and persons in comparable po-
sitions. During 2006, 811,273 registered common shares
were issued due to option exercise. Hence, at year-end
2006, conditional capital of CHF 324,475 for the issuance
of 1,623,727 shares remains. On 8 May 2007, the share-
holders approved an increase of the conditional capital by
CHF 120,000 for the potential issuance of 600,000 re-
gistered common shares of CHF 0.20 each. During 2007,
558,052 registered common shares were issued due to op-
tion exercise. Hence, as of 31 December 2007, conditional
capital of CHF 333,135 was available for the issuance of
1,665,675 shares.



14. Accrued and Other Current Liabilities

CHF 2007 2006
Accrued vacation 596,411 755,947
Accrued salaries and social security 735,853 244,976
Accruals for capital expenditures 50,000 940,752
Accrued research and development costs 734,542 1,780,000
Capital taxes 1,362,151 1,423,149
Other 2,019,825 1,924,352
Total 5,498,782 7,069,176

15. Finance Lease

In October 2005, the Company entered into a rental contract for office and laboratory
space in the “TechCenter Reinach” in Reinach, Switzerland, starting 1 December 2006.
In January 2007, the Company entered in an amendment to the existing rental contract.
Certain elements of the contract qualify as a finance lease.

As of 31 December 2007, the capitalised cost of the property under finance lease
was CHF 5,765,750 (2006: CHF 5,500,000) and the net book value of this asset was
CHF 5,335,308 (2006: CHF 5,469,444).

Future Present value of future
minimum lease payments minimum lease payments

2007 2006 2007 2006
Within one year 549,339 506,500 308,877 268,769
Between one and five years 2,197,356 2,026,000 1,380,815 1,196,893
More than five years 4,601,969 5,022,792 3,758,145 4,012,022
Total 7,348,664 7,555,292 5,447,837 5,477,684
18. Provisions
CHF
1 January 2006 -
Additional provision 150,000
31 December 2006 150,000
Additional provision 250,000
31 December 2007 400,000

The amount represents provisions for disputed claims.
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17. Employee Benefits

Arpida maintains retirement plans covering all of its employ-
ees including its Senior Executive Officers. The plans for the
Danish Arpida A/S and the US Arpida, Inc., are considered
to be defined contribution plans and therefore no actuarial
calculations as required under IAS 19 have been taken into
consideration. Charges of CHF 249,584 and CHF 373,875
were recognised in 2007 and 2006, respectively, for the
Danish and US plans.

The Swiss plans are considered as defined benefit plans in

accordance with IAS 19. These plans are structured accord-
ing to the principles of the Swiss Occupational Benefits Law
(BVG) and are substantially identical to the BVG programme

except that the Company plan also covers salaries above
the salary limit of the BVG. The Company and its employees
pay retirement contributions, which are defined as a per-
centage of the employees’ covered salaries, to a collective
pension fund operated by an insurance company. Interest is
credited to the employees’ accounts at the minimum rate
provided in the plan, payment of which is guaranteed by the
insurance contract. Additionally, the plans provide benefits
on the death or long-term disability of its employees.

For accounting purposes, this insurance contract represents
the sole asset of the plans. Fair value of plan assets is the
estimated cash surrender value at the respective balance
sheet date.

The amounts recognised in the balance sheet for the Swiss plans are determined as follows:

Change in benefit obligation

CHF 2007 2006
Benefit obligation at 1 January 7,041,247 4,758,356
Consolidation changes 673,840 -
Current service costs 582,260 551,012
Employee contribution 376,202 321,434
Interest costs 282,667 218,836
Plan amendments 191,801 -
Actuarial (gains)/losses 659,680 1,589,609
Transfers in/(out) 2,280,566 (398,000)
Benefit obligation at 31 December 12,088,263 7,041,247
Change in plan assets

CHF 2007 2006
Fair value at 1 January 5,220,420 4,599,378
Consolidation changes 564,503 -
Expected return on plan assets 199,289 148,940
Actuarial gains/(losses) (29,946) (30,438)
Employer contributions 661,594 579,106
Employee contributions 376,202 321,434
Transfers in/(out) 2,280,566 (398,000)
Fair value at 31 December 9,272,628 5,220,420
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Funding status

CHF 2007 2006
Fair value of plan assets 9,272,628 5,220,420
Defined benefit obligation (12,088,263) (7,041,247)
Over-/(under)funding (2,815,635) (1,820,827)
Unrecognised actuarial (gains)/losses 2,369,245 1,815,728
Net recognised asset (liability) (446,390) (5,099)
The net periodic costs recognised in the statements of operations
CHF 2007 2006
Service costs 582,260 551,012
Interest costs 282,667 218,836
Expected return on plan assets (199,289) (148,940)
Actuarial (gains)/losses outside corridor, recognised 123,511 77,910
Net periodic cost 789,149 698,818
Of the total charge, CHF 528,730 (2006: CHF 503,148) and CHF 260,419 (2006:
CHF 195,670) were included in research and development, and management and
general expenses, respectively. The actual return on plan assets was CHF 169,343
(2006: CHF 118,502).
Future contributions
In 2008, the Group expects to contribute approximately CHF 750,000 to the plan.
Overview and experience adjustments
CHF 2007 2006
Plan assets 9,272,628 5,220,420
Defined benefit obligation (12,088,263) (7,041,247)
Over-/(under)funding (2,815,635) (1,820,827)
Experience adjustments
- Fair value of plan assets (29,946) (30,438)
- Defined benefit obligation (869,163) (652,150)
The principal actuarial assumptions used for the Swiss plans were as follows:

2007 2006
Discount rate 3.25% 3.0%
Expected return on plan assets 3.25% 3.0%
Future salary increases 1.5% 1.5%
Future pension increases 0.5% 0.5%

Assumptions regarding the mortality experience are based on published statistics (EVK 2000).
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18. Stock Option Plans

The Board of Directors administers the stock option plans.
The granting to employees and members of the Board of Dir-
ectors is, according to the stock option plan regulation, un-
der the discretion of the Plan Administrator, who is elected
by the Board of Directors of the Company. No compensation
expense has been recognised for options granted under plan
A and plan B except to the extent that the social security
cost related to the issuance of options has been expensed.

Plan A

Options under the equity-settled stock option plan A were
granted for the first time on 1 July 2001. According to this
plan, 20% of the options vested after two full years of employ-
ment and an additional 10% vested after the third year of em-
ployment. Finally, all remaining options had vested on 1 July
2003, provided the option holder was at that time still em-
ployed by the Company. In case of death or disability (but not
retirement), all options vest immediately. All options would
have expired by 31 March 2004. In 2002, the plan was
amended whereby all options became vested. Furthermore,
the first exercise date was amended to 1 October 2004 (first
day after a lock-up period of two years), and the options expir-
ation date was set for 1 October 2006. All outstanding op-
tions had been exercised prior to the expiration date.

Plan B

In 2002, the stock option plan B was issued. Options under
this equity-settled plan were granted for the first time on

1 October 2002. 20% of the options vested after two full
years of employment, an additional 30% vested after the
third year of employment and the remaining 50% vest after
four years of employment. During the applicable postser-
vice exercise period, no additional options vest. In case of
death or disability (but not retirement), all options vest im-
mediately. The first exercise date was 1 October 2004 (first
day after a lock-up period of two years), and the options ex-
pire by 1 October 2007. All outstanding options had been
exercised prior to the expiration date.

Plan C

In 2004, the stock option plan C was issued. Options

under this equity-settled plan were granted for the first time
on 1 May 2004. The options were to be exercised between

1 May 2006 and 30 April 2007, after a lock-up period of two
years. Economically, the options vested over three years as
the Company had a repurchase right of the shares: within
the first year after the grant date, the Company was entitled
to repurchase all the shares. Within the second year after
the grant date, the Company was entitled to repurchase two
thirds of the shares. Within the third year after the grant
date, the Company was entitled to repurchase one third of
the shares. The entitlement to repurchase shares ceased af-
ter three years. All outstanding options had been exercised
prior to the expiration date.
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Plan D

In 2005, the stock option plan D was issued. Options under
this equity-settled plan were granted for the first time on

31 December 2005. The options vest 25% each year over
four years. The first exercise date is four years after the grant
date (first day after a lock-up period of four years), and the
options expire eleven years after the grant date. In case of
cessation of service, the vested options remain exercisable
the later of (i) six months after termination or (ii) six months
after the end of the lock-up period. In case of death, the vest-
ed options are exercisable within one year. In case of a public
tender offer on Arpida shares, all options vest immediately.

Plan E

In 2006, the stock option plan E was issued. Options under
this equity-settled plan were granted for the first time on

31 December 2006. The options vest 25% each year over
four years. The first exercise date is four years after the
grant date (first day after a lock-up period of four years),
and the options expire eleven years after the grant date. In
case of cessation of service, the vested options remain exer-
cisable the later of (i) six months after termination or (ii) six
months after the end of the lock-up period. In case of
death, the vested options are exercisable within one year. In
case of a public tender offer on Arpida shares, all options
vest immediately.

Plan F

In 2007, the stock option plan F was issued. Options under
this equity-settled plan were granted for the first time on

31 December 2007. The options vest 25% each year over
four years. The first exercise date is one year after the grant
date and the lock-up ends with the vesting and the options
expire eleven years after the grant date. In case of cessation
of service, the vested options remain exercisable the later of
(i) six months after termination or (ii) six months the end of
the lock-up period. In case of death, the vested options are
exercisable within one year. In case of a public tender offer
on Arpida shares, all options vest immediately. Any vested
option must be exercised within twelve months after the
share price has closed above CHF 35.00 (last paid share
price as per SWX) in 80% of 40 consecutive trading days.



Options outstanding under the plans as of 31 December 2007 are as follows:

Weighted average Number of options Weighted average years of
Year of grant exercise price (CHF) outstanding remaining contractual life
2005 10.00 138,325 9.00
2006 20.17 674,890 9.85
2007 22.00 327,045 10.94
Total 19.46 1,140,260 10.06

Options outstanding under the plans as of 31 December 2006 are as follows:

Weighted average Number of options Weighted average years of
Year of grant exercise price (CHF) outstanding remaining contractual life
2002 5.00 217,650 0.75
2004 6.90 340,402 0.33
2005 10.00 138,325 10.00
2006 20.18 679,890 10.85
Total 13.47 1,376,267 6.57

A summary of the options granted, exercised, cancelled and outstanding for the above
plans is as follows:

Weighted average

Number of options exercise price (CHF)

2007 2006 2007 2006
Outstanding at 1 January 1,376,267 1,550,150 13.47 6.33
Granted 327,045 683,890 22.00 20.07
Exercised (558,052) (811,273) 6.16 5.46
Forfeited (5,000) (46,500) 22.00 10.00
Expired - - - -
Outstanding at 31 December 1,140,260 1,376,267 19.46 13.47
of which exercisable - 558,052 - 6.16

The related weighted average share price at the time of exercise was CHF 34.16 in
2007 and CHF 27.08 in 2006.

The fair values of the 2005, 2006 and 2007 grants were determined by using a bino-
mial option value assessment model. The resulting expenses are recognised on a
straight-line basis over the vesting period.

In 2007 and 2006, the following IFRS 2 expenses were recorded in the Company’s
statements of operations:

2007 2006
Research and development expenses 1,477,653 583,193
Management and general expenses 3,695,806 1,287,605
Total 5,173,459 1,870,798
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The significant inputs into the value assessment model were as follows:

Plan C Plan D Plan E

Grant date 1 May 2004 31 December 2005 31 December 2006
to 1 May 2006 to 1 January 2007

Expiration date 30 April 2007 31 December 2016 31 December 2017

to 30 April 2017

Share price (CHF) 10.04 15.30 29.55
Exercise price (CHF) 6.90 10.00 22.00
Volatility 40.0% 30.0% 40.0%
Expected dividend yield 0.0% 0.0% 0.0%
Risk-free interest rate 1.4% 2.5% 2.8%

The exercise price is set by the Board of Directors. The volatility is based on comparable
companies’ volatility or on the Company’s volatility where available. The risk-free interest
rate is based on the CHF swap rate for the expected life of the option.

18. Related Parties

Senior executive and Board compensation

The total remuneration for the four persons who were Senior Executive Officers during 2007
(2006: 6 persons) and the seven members of the Board of Directors (2006: 8 members)

was as follows:

Compensation (CHF)

Board of Directors

Senior executives

2007 2006 2007 2006
Short-term employee benefits 315,834 312,664 2,051,623 2,948,958
Post-employment benefits - - 210,873 232,891
Share-based compensation 417,513 221,157 4,037,328 1,227,620
Total 733,347 533,821 6,299,824 4,409,469

Short-term employee benefits comprise salaries, bonus payments, social security and ex-

pense allowance. IFRS 2 rules were used for accounting for share-based compensation.

For information related to compensation and shareholdings of senior management and
Board of Directors, please refer to the notes to the Swiss statutory financial statements.
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20. Commitments and Contingencies

Operating lease commitments

The future minimum lease payments under non-cancellable operating leases that are not

accounted for in the balance sheet were as of year-end:

CHF 2007 2006
Within one year 1,082,442 1,365,826
Later than one year and not later than five years 4,281,266 4,733,687
Later than five years 9,518,706 10,586,224
Total 14,882,414 16,685,737

As of 1 January 2003, a rental contract was applicable for
the building Dammstrasse 36, 4142 Miinchenstein, in
Switzerland. This contract has been terminated with effect
as per 31 December 2006.

In October 2005, the Company entered into a rental con-
tract for office and laboratory space in the “TechCenter
Reinach” in Reinach, Switzerland, starting 1 December
2006. The rental period is 15 years unless it is terminated
earlier or extended. The elements not qualifying for finance
lease are incorporated in the table above. The Company
has the option to extend the rental term for an additional
period of five years unless Arpida terminates the contract.
In January 2007, the Company entered into an additional
rental contract in the same building for office space, start-
ing 1 December 2007. The rental period is 14 years unless
it is terminated earlier or extended. The elements not quali-
fying for finance lease are incorporated in the table above.
The Company has the option to extend the rental term for
an additional period of five years unless Arpida terminates
the contract.

Sales and purchase agreement

In 2001, the Company obtained from Hoffmann-La Roche
exclusive ownership rights to iclaprim, including its enan-
tiomers, in exchange for a one-time payment and additional
future payments which are fixed as a single-digit percentage
of net sales. The one-time payment has been expensed as
acquired in-process research and development costs in
2001. In 2007 and 2006, no payments were made under
this agreement.

Other commitments

The Company entered into various purchase commitments
for services and materials as part of the ordinary business.
These commitments are not in excess of current market
prices and reflect normal business operations.

On 10 August 2007, the Company acquired 100% of the
shares of TLT Medical Ltd., a Swiss privately owned bio-
pharmaceutical company with an innovative onychomycosis
therapy. Success-based future milestone payments to the
former shareholders of TLT Medical Ltd. could total up to
CHF 55 million.

2. Legal proceedings

One legal action is pending at the time of this report and
the Company expects to be potentially involved in another
lawsuit arising in the ordinary course of its business. The
Company believes that adequate provisions were made to
cover the financial risks associated with these lawsuits.

22. Events Subsequent to
the 31 December 2007
Balance Sheet Date

The Board of Directors approved the 2007 consolidated
financial statements of the Company on 6 March 2008.
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Report of the Group Auditors

PRICEWATERHOUSE(QOPERS

Report of the Group Auditors
to the General Meeting of
Arpida Ltd.

Reinach

As Group Auditors, we have audited the consolidated finan-
cial statements (balance sheet, statement of operations,
statement of cash flows, statement of equity and notes),
pages 40-63 of the Arpida Group for the year ended

31 December 2007.

These consolidated financial statements are the respon-
sibility of the Board of Directors. Our responsibility is to

express an opinion on these consolidated financial state-
ments based on our audit. We confirm that we meet the
legal requirements concerning professional qualification
and independence.

Our audit was conducted in accordance with Swiss Auditing
Standards and with the International Standards on Auditing,
which require that an audit be planned and performed to
obtain reasonable assurance about whether the consolidat-
ed financial statements are free from material misstate-
ment. We have examined on a test basis evidence support-
ing the amounts and disclosures in the consolidated
financial statements. We have also assessed the accounting
principles used, significant estimates made and the overall
consolidated financial statement presentation. We believe
that our audit provides a reasonable basis for our opinion.
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PricewaterhouseCoopers AG
St. Jakobs-Strasse 25
Postfach 3877

4002 Basel

Phone +41 58 792 51 00
Fax +41 58 792 51 10

In our opinion, the consolidated financial statements give
a true and fair view of the financial position, the results of
operations and the cash flows in accordance with the Inter-
national Financial Reporting Standards (IFRS) and comply
with Swiss law.

We recommend that the consolidated financial statements
submitted to you be approved.

PricewaterhouseCoopers AG
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Thomas Briiderlin
Auditor in charge

Raphael Rutishauser

Basel, 6 March 2008



Swiss Statutory Balance Sheets

CHF

31 December 2007

31 December 2006

Assets

Current assets

Cash and cash equivalents 7,014,745 5,058,018
Fixed deposit 48,000,000 52,980,000
Other receivables
- Subsidiaries 284,750 298,000
- Third parties 1,434,221 1,267,128
Prepayments 1,171,461 165,198
Total current assets 57,905,177 59,768,344
Non current assets
Plant and equipment 8,192,203 8,638,998
Subsidiaries 28,019,564 22,082,362
Financial investments (rent deposit) 2,150,000 2,150,000
Intangible assets
- Research and development costs 125,572,920 101,246,879
Total non current assets 163,934,687 134,118,239
Total assets 221,839,864 193,886,583
Liabilities and shareholders’ equity
Current liabilities
Trade accounts payables
- Subsidiaries 16,643,343 12,984,617
- Third parties 2,412,531 5,241,425
Accrued expenses and other current liabilities 5,108,243 6,308,016
Short-term portion of lease liabilities 308,877 268,769
Total current liabilities 24,472,994 24,802,827
Non current liabilities
Provisions 400,000 150,000
Long-term lease liabilities 5,138,960 5,208,915
Total non current liabilities 5,538,960 5,358,915
Shareholders’ equity
Share capital 3,898,820 3,436,646
Legal reserves
- Agio 215,008,619 191,367,323
- Accumulated loss (27,079,529) (31,079,128)
- Loss carried forward - -
- Net loss for the period (27,079,529) (31,079,128)
Total shareholders’ equity 191,827,910 163,724,841
Total liabilities and shareholders’ equity 221,839,864 193,886,583
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Swiss Statutory Statements of Operations

CHF

Period from
1 January 2007 to
31 December 2007

Period from
1 January 2006 to
31 December 2006

Income from services

- Subsidiaries 425,963 194,000
- Third parties 164,513 273,562
Total operating income 590,476 467,562
Research and development costs (29,626,320) (41,300,184)
Staff costs (10,905,185) (9,788,673)
Rent and maintenance expenses (2,639,829) (1,370,233)
Administrative expenses (3,817,471) (3,123,042)
Depreciation plant and equipment (1,111,615) (891,646)
Write-off capitalised research and development costs (1,965,661) (1,188,559)
Goodwill impairment - (4,399,426)
Impairment subsidiaries (561,382) (5,508,946)
Reimbursement subsidiaries (3,273,985) (7,364,220)

Total operating expenses

(53,901,448)

(74,934,929)

Capitalisation of research and development costs 26,291,701 43,469,196
Financial expenses (852,992) (205,799)
Financial income 1,812,734 1,009,842

Loss before tax

(26,059,529)

(30,194,128)

Taxes

(1,020,000)

(885,000)

Net loss for the period

(27,079,529)

(31,079,128)

Proposed Appropriation of Accumulated Losses

The Board of Directors proposes to compensate the accumulated loss of CHF 27,079,529 with an equal amount of share

premium in the general reserves.

CHF

Loss carried forward as of 1 January 2007

Net loss for the period

(27,079,529)

Accumulated loss as of 31 December 2007

(27,079,529)

Appropriation to general reserves

27,079,529

Loss to be carried forward
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Notes to the Swiss Statutory Financial

Statements of Arpida Ltd.

Notes in accordance with article 663b of the Swiss Code of Obligations

CHF 2007 2006
1. Lease commitments not recorded in the balance sheet 26,116 41,039
2. Fire insurance value of plant and equipment 6,000,000 4,000,000
3. Conditional capital 333,135 324,745
Authorised capital 329,436 340,000
4. Liabilities to pension fund 34,049 62,178
5. Subsidiaries
Name Location Nominal capital Holding Purpose
Arpida UK Ltd (inactive) UK GBP 1,000 100% Trade
Arpida, Inc. us USD 1 100% Research
Arpida A/S DK  DKK 4,311,583 100% Research
TLT Medical Ltd. CH CHF 308,751 100% Research
6. Major shareholders
As far as Arpida is aware, the following shareholders had holdings
of over 3% as at 31 December 2007.
Shareholder Location % of share capital
Deutsche Bank AG! Germany/UK/CH 17.402
Fidelity International Limited! Bermuda 10.65
Schroders plc! UK 7.83
MKM Longboat Multi-Strategy Master Fund Ltd. British West Indies 5.072
Capital Group Companies, Inc.! USA 5.00

1 The Arpida shares are held by several units within the groups.
2 Publication in the SHAB took place in January 2008.

7. The position research and development costs (intangible
assets) comprises capitalised research and development
costs relating to various projects. Research and develop-
ment projects are capitalised to the extent that research
and development projects are considered to represent
sustained and valuable prospective commercial opportu-
nities and the financing of the finalisation of the projects
appears possible.

Exploratory research is expensed as occurred. For research
and development projects, where these requirements are
not met, any costs capitalised in previous periods as well
as cost incurred in the current period are written off and
fully charged to the income statement. However, the
remaining book value of CHF 125,572,920 depends on
management’s assumption that the results of the res-
pective research and development projects are expected
to be positive and the projects can be successfully
finalised.

These circumstances indicate the existence of a material
uncertainty regarding the valuation of the capitalised
research and development costs, because it is uncertain
whether these projects can be successfully finalised and
therefore these capitalised research and development
costs can be realised through future revenues. In case
the respective research and development projects are not
successful, the amount of CHF 125,572,920 is fully or
partially impaired and needs to be charged to the income
statement.



8. Compensation and shareholdings
The total compensation of the members of the Board of Directors in 2007 is as follows:

Other
Amounts in CHF Base compensation Variable compensation compensation? Total 2007
Board of Directors Cash  Share options3 Cash  Share options
Dr André Lamotte, Chairman 40,000 23,112 42,500 - 4,991 110,603
Dr Hans Finfschilling,
Vice-Chairman 20,000 23,112 24,167 - 2,491 69,770
Prof Dr Nam-Hai Chua 20,000 23,112 25,000 - 2,723 70,835
Dr Khalid Islam! - - - - - -
Prof Dr Axel Kleemann 20,000 23,112 22,500 - 2,571 68,183
Michel Pettigrew, MBA 13,333 23,112 14,167 - 1,482 52,094
Dr Jurgen Raths 20,000 23,112 16,667 - 2,037 61,816
Dr Matthias Staehelin, MAES 20,000 23,112 17,500 - 2,087 62,699
Total 153,333 161,784 162,501 - 18,382 496,000
1 Dr Islam was a member of the Board of Directors of Arpida Ltd. until 8 May 2007.
2 Includes employers’ contributions to pension plans, social security, life insurances etc.
3 Based on the grant-date fair value of stock options granted in 2007 using a binominal assessment model
The total compensation of the Senior Executive Officers and the highest total compensa-
tion paid in 2007 are as follows:

Other
Amounts in CHF Base compensation Variable compensation compensation?! Total 2007
Senior Executive Officers Cash  Share options Cash  Share options?
Dr Khalid Islam,
President and CEO 548,904 - 136,566 - 164,701 850,171
Other Senior
Executive Officers 969,295 - 188,035 129,964 254,995 1,542,289
Total 1,518,199 - 324,601 129,964 419,696 2,392,460

I Includes employers’ contributions to pension plans, social security, life insurances etc.
2 Based on the grant-date fair value of stock options granted in 2007 using a binominal assessment model

In the year under review, the Company did not issue or assume any guarantees for any
shareholder or member of the Board of Directors or the management. No shareholder
and no member of the Board of Directors or the management have received any loans
from the Company.
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The number of Arpida shares and options held by Senior Executive Officers and
members of the Board of Directors at the end of 2007 was as follows:

Shares Share options

Vested Unvested Total options
Board of Directors
Dr André Lamotte, Chairman 2,700 3,750 11,250 15,000
Dr Hans Finfschilling, Vice-Chairman 11,900 3,750 11,250 15,000
Prof Dr Nam-Hai Chua - 5,625 13,125 18,750
Prof Dr Axel Kleemann 650 5,625 13,125 18,750
Michel Pettigrew, MBA - - 5,000 5,000
Dr Jurgen Raths - 1,875 10,625 12,500
Dr Matthias Staehelin, MAES - 5,157 12,657 17,814
Total 15,250 25,782 77,032 102,814
Senior Executive Officers
Dr Khalid Islam, President and CEQ! 268,234 99,043 209,043 308,086
Harry Welten, MBA, SVP and CFO - 46,463 108,963 155,426
Dr Paul Hadvary - 22,850 65,350 88,200
Dr Sergio Lociuro 2,000 20,000 70,000 90,000
Total 270,234 188,356 453,356 641,712

1 Dr Islam was a member of the Board of Directors of Arpida Ltd

. until 8 May 2007.



Report of the Statutory Auditors

PRICEWATERHOUSE(QOPERS

Report of the Statutory Auditors
to the general meeting of
Arpida Ltd.

Reinach

As Statutory Auditors, we have audited the accounting
records and the financial statements (balance sheet, in-
come statement and notes) pages 65-69 of Arpida Ltd for
the year ended 31 December 2007.

These financial statements are the responsibility of the
Board of Directors. Our responsibility is to express an opin-
ion on these financial statements based on our audit. We
confirm that we meet the legal requirements concerning
professional qualification and independence.

Our audit was conducted in accordance with Swiss Auditing
Standards, which require that an audit be planned and per-
formed to obtain reasonable assurance about whether the
financial statements are free from material misstatement.
We have examined on a test basis evidence supporting the
amounts and disclosures in the financial statements. We
have also assessed the accounting principles used, signifi-
cant estimates made and the overall financial statement
presentation. We believe that our audit provides a reason-
able basis for our opinion.

In our opinion, the accounting records and financial state-
ments and the proposed appropriation of available earnings
comply with Swiss law and the company's articles of incor-
poration.
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PricewaterhouseCoopers AG
St. Jakobs-Strasse 25
Postfach 3877

4002 Basel

Phone +41 58 792 51 00
Fax +41 58 792 51 10

We recommend that the financial statements submitted to
you be approved.

Without qualifying our opinion we will draw the attention

to note 7 of the financial statements, whereas a material
uncertainty regarding the valuation of the capitalised
research and development costs exists. This cannot be
finally assessed at this date. The capitalised research and
development costs may be fully or partially impaired, if the
research and development projects can not be successfully
finalised as currently assumed and therefore can not be
realised through future revenues. In this case, the Compa-
ny’s accumulated losses could exceed half of its capital
and legal reserves as of 31 December 2007. The provisions
of article 725 of the Swiss Code of Obligation addressing
the obligation of the Board of Directors in such cases
would then apply.

PricewaterhouseCoopers AG

Thomas Briderlin
Auditor in charge

Raphael Rutishauser

Basel, 6 March 2008



Glossary

A

E

Activity The strength of a drug (e.g. an antibacterial agent)
to exert its action against its target (e.g. bacterium).
Antibacterial Any agent that destroys or prevents the
growth of bacteria.

Antibiotic A class of natural and synthetic compounds
that inhibit the growth of or kill bacteria.

Anti-infective agent A compound able to stop the growth
of or kill infectious agents (viruses, bacteria, fungi, proto-
Z0a, etc.).

B

Bacterial resistance A change (mutation) occurringin a
bacterium that enables it to tolerate an antibiotic.
Bactericidal Property of killing bacteria.

Bacteriostatic Arresting the growth of bacteria.
Bacterium A bacterium (plural: bacteria) is a microscopic
single-celled organism. Bacteria lack the nucleus and or-
ganelles of the more complex cells.

C

CDC US Center for Disease Control and Prevention.
Clinical development Process of conducting the neces-
sary studies to demonstrate safety and efficacy of a drug
candidate in humans.

Clinical trial A test in healthy volunteers or patients that
examines the safety and efficacy of a drug candidate.
Community Antibiotics Market The market associated
with antibiotics that are solely/primarily prescribed by gen-
eral practitioners for infections that are acquired and treat-
ed outside the hospital setting.

¢SSSI Complicated Skin and Skin Structure Infections
Infections involving deeper soft tissue (e.g., muscle, fat),
may require significant surgical intervention to resolve
(e.g., infected ulcers, burns, major abscesses) or are
associated with an underlying disease state that compli-
cates response to treatment.

D

Dermatophyte A parasitic fungus (mycosis) that infects
the skin and nail.

DHFR/dihydrofolate reductase An essential enzyme of
the folic acid pathway, inhibition of which leads to death or
massive growth impairment of living organisms.

Efficacy Strength, effectiveness; the ability of a drug to
control or cure an illness.

EMEA European Agency for the Evaluation of Medicinal
Products.

Enzyme A protein capable of catalysing (facilitate and
speed up) a set of specific cellular chemical reactions.

F

FDA Food and Drug Administration An agency in the
United States, responsible for the safety regulation of most
types of foods, drugs and cosmetics.

G

Gram-negative bacteria Bacteria may be classified
based on the differences in the structure of their bacterial
cell envelope. In Gram-negative bacteria a thin cell wall

is surrounded by a double impermeable layer which
constitutes an outer membrane.

Gram-positive bacteria Bacteria may be classified based
on the differences in the structure of their bacterial cell
envelope. In Gram-positive bacteria the inner membrane is
simply protected by a well-structured thick cell wall.

H

HAP Hospital-acquired pneumonia Pneumonia that
occurs 48 hours or more after hospitalisation, which was
not incubating at the time of admission.

HCAP Healthcare-associated pneumonia Pneumonia in

a patient who was hospitalised in an acute care hospital for
two or more days within 90 days of the infection; resided

in a nursing home or long-term care facility; received recent
intravenous antibiotic therapy, chemotherapy, or wound
care within the past 30 days of the current infection; or
attended a hospital or hemodialysis clinic.

Hospital Antibiotics Market The market associated with
antibiotics that are solely/primarily prescribed for infections
that must be treated in hospital settings or have been
acquired during hospitalisation.

IND Investigational New Drugs — drug candidates under
investigation by a regulatory authority such as the FDA.
Intravenous Into a vein.

In vitro Biological or biochemical process or testing con-
ducted in a test tube.

In vivo Biological or biochemical process or testing con-
ducted in a living organism (often an animal).
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L

P

Lead optimisation Stage of the drug development
process indicating the synthesis and testing of tens/hun-
dreds of variations of a chemical compound or of the series
it represents in order to improve its pharmacology, its acti-
vity or its potential for side effects.

M

Mechanism of action The way by which a drug exerts its
activity on a target.

Microorganism/microbe A microorganism or microbe is
an organism that is so small that it is invisible to the naked
eye. The term is synonymous by usage to single-celled or-
ganisms, such as bacteria and archaea.

MRSA Methicillin-resistant Staphylococcus aureus - bac-
terial strain resistant to methicillin.

Multidrug-resistant Resistant to multiple antibiotics.

N

NDA New Drug Application The vehicle in the United
States through which drug sponsors formally propose

that the FDA approve a new pharmaceutical for sale and
marketing.

New Emerging Pathogen A formerly harmless microbe
turning into a disease threat by acquiring new capacities
for initiating infections and disease or by altering the
human host’s natural ability to mount an effective immune
response.

Nosocomial infections Infections acquired in hospital.
Novel class of drugs/pharmaceuticals/antibiotics
Drugs/pharmaceuticals/antibiotics that all employ the
same novel mechanism of action.

Novel drug/novel pharmaceutical/novel antibiotic

A drug/pharmaceutical/antibiotic that is patentable be-
cause it is new in chemical structure and either acts on a
target which is not exploited by any other known drug or it
has properties, which make it sufficiently different from any
other drug sharing the same target.

Novel mechanism of action The mechanism of action of
a drug that either acts differently from any other drug on a
known target or that acts on a novel target.

Novel target A target which is not exploited by any other
known drug.

@)

Onychomycosis (OM) A fungal infection affecting mainly
toenails and, to a lesser extent, fingernails, mostly caused
by dermatophytes.
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Pathogen Organism (bacterium, fungus, virus or similar)
that can infect and cause disease.

Pharmacodynamics How the drug works in the body.
Pharmacokinetics How the body processes the drug
(absorption, distribution and elimination).

Phase 0 Exploratory, first-in-human trial. Studies include
the administration of single subtherapeutic doses of the
study drug to a small number of volunteers (10 to 15) to
gather preliminary data on the agent's pharmacokinetics
and pharmacodynamics.

Phase | Phase of drug development involving clinical stud-
ies in healthy volunteers primarily to determine the behav-
jour of the drug in the human body and to assess safety
and tolerance profile.

Phase Il Phase of drug development involving clinical
studies in patients to test therapeutic activity and observe
safety and tolerance usually comparing a range of dosing
regimens.

Phase Ill Phase of drug development involving large-scale
clinical studies in patients to confirm therapeutic activity
and acceptable safety and tolerance of the selected dosing
regimen.

Placebo Substance with no action administered as a con-
trol to a group in the same quantity and concentration as
the drug being tested.

Potency The power of a medicinal agent to elicit the de-
sired response.

Preclinical Phase of activities where a new drug candi-
date is tested in animal models and where other activities
are performed to prepare for testing in humans.

Protein A molecule produced by cells that can have struc-
tural or catalytic roles.

S

Staph Staphylococcus aureus are bacteria healthy

people can carry on the skin or the nose. Staphylococcus
bacteria commonly cause skin infections. In addition to skin
infections, staphylococcus bacteria can cause infections in
the blood, in the bones and in the lungs (pneumonia).
Strep Streptococcus pneumoniae is the leading cause of
bacterial pneumonia, meningitis and otitis media.
Superbug Bacteria that are resistant to a wide range of
commonly used antibiotics.

T

Target (bacterial) A specific biological molecule (protein,
enzyme or other) essential for bacterial survival and/or pro-
liferation and/or host invasion that is addressed by a drug.

V

VAP Ventilator-associated pneumonia Pneumonia that aris-
es more than 48-72 hours following intubation.



