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report of independent
accountants

PRICEWATERHOUSE(COPERS

Pasen de la Castellana, 43
046 Madrid

lel. +34 975 6H4 400

Fax +34 913 083 5S6b

REPORT OF INDEPENDENT ACCOUNTANTS

To the Board of Directors and Stockholders of
Pharma Mar, 5.A,

We have audited the accompanying consolidated balance sheet of Pharma Mar, S.A., a
doevelopment stage company and its subsidiaries, as of December 31, 2001, and the related
consolidated statement of incorne, of changes in stockholders' equity [ (deficit) and of cash
flows for the year then ended, all expressed in Thousands of Euros. These consolidated
financial statements are the responsibility of the Company’s management. Our responsibility
is Lo express an opinion on these consolidated financial statoments based on our audit.

Wi conducted our audit in accordance with generally accepiod auditing standards in Spain.
Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the consolidated financial statements are free of material misstatement. An
audit includes examining, on a test basis, evidence supporting the amounts and disclosures in
the financial statements. An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall financial
stafement presenlation. We believe that our audit provide a reasonable basis for our opinion.

In aur opinion, the consolidated financial statements referred to above present fairly, in all
material respects, the financial position of Pharma Mar, $.A. and ils subsidiarics as of
December 31, 2001, and the results of their operations and their cash flows for the year then
endod in conformity with generally accepted accounting principles in the United States of
America.

PricewaterhouseCoopers Auditores, 5.L.

T e b G

==
/

March 15, 2002

PricowatcrhoussCropers Auditores, 5. L. - K, M. Madrid, hoja 87.250-1, folio 75, wena 9367, libm 8.054, seccidn 3¢
mnserita en el ROWALC, con ol mimere 51242 - CIF: B-79031290



financial statements

consolidated balance sheets

as of December 31, 2001 and 2000 (expressed in thousands of euros)

assets

note 2001 2000
Current assets:
Cash and cash equivalents 37 121 759
Trade accounts receivable 92 63
Accounts receivable from parent and other Group companies 4 088 160
Other debtors and prepaid expenses 2 4 331 1746
Total current assets 45 632 2 728
Long-term assets:
Property, plant and equipment, at cost, net 3 15 386 4711
Intangible assets, net 158 81
Investments in unconsolidated subsidiaries 4 158 90
Other assets 407 326
Total long-term assets 16 109 5 208

Total assets 61 741 7 936



consolidated balance sheets

as of December 31, 2001 and 2000 (expressed in thousands of euros)

liabilities and stockholders’ equity/(deficit)

note 2001 2000
Current liabilities:
Short-term loans 5 1223 846
Current portion of obligations under capital leases 6 233 361
Current portion of deferred revenue 6 202 -
Accounts payable 19 549 12 143
Accrued salaries and wages 1 009 604
Total current liabilities 28 216 13 954
Long-term liabilities:
Long-term debt 5 4 313 4 964
Deferred revenue 15 921 406
Obligations under capital leases 6 732 954
Total long-term liabilities 20 966 6 324
Commitments and Contingencies 10 - -
Stockholders’ equity/(deficit):
Common stock 7 69 806 34 903
Share premium 59 676 35 243
Deficit accumulated during the development stage 7 (116 948) (82 553)
Cumulative translation adjustment and accumulated
other comprehensive income 25 65
Total stockholders’ equity/(deficit) 12 559 (12 342)
Total liabilities and stockholders’ equity/(deficit) 61 741 7 936

The accompanying notes 1 to 11 form an integral part of these consolidated financial statements.



Transactions and balances denominated in foreign currencies

Debtors and creditors denominated in foreign currencies are stated at year-end exchange rates.
Transactions in foreign currencies are recorded in the profit and loss account at the exchange rates
on the dates when they took place. Realized and unrealized gains and losses on exchange are taken
to profit and loss for the year.

Income tax
The Company accounts for income taxes in accordance with SFAS (Statement of Financial
Accounting Standards) No. 109, “Accounting for Income taxes”.

Deferred tax liabilities and assets are recognized based on temporary differences between the
financial statement basis and tax basis of assets and liabilities using current statutory tax rates. A
valuation allowance against net deferred tax assets is established if, based on the available evi-

dence, it is more likely than not that the deferred tax assets will not be realized.

Revenue recognition

A portion of the Company’s revenues has been generated from a license and research agreement
with a collaborator. The Company recognizes revenue under this collaborative agreement when
milestones specified in the agreement are reached and as the related research and development
costs are incurred. Deferred revenue represents the portion of research payments received which
have not yet been earned.

Comprehensive Income/Loss

The Company has adopted SFAS No. 130, Reporting Comprehensive Income. SFAS No. 130
establishes standards for reporting and displaying comprehensive income and its components.
Comprehensive loss only consists of net loss as presented in the consolidated statement of
stockholders’ equity/(deficit). The adoption of SFAS No. 130 had no significant impact on total
stockholders’ equity/(deficit) or net loss, as a result of the Company not having any comprehensive

income other than net loss and the cumulative translation adjustments during the periods presented.

New Accounting Pronouncement

In June 1998, The Financial Accounting Standards Board issued SFAS No. 133, “Accounting for
Derivative Instruments and Hedging Activities”. SFAS No. 133 establishes a new model for accounting
for derivative and hedging activities and supercedes and amends a number of existing standards.
The adoption of SFAS No. 133 effective January 1, 2001 did not result in any charge or credit to the
consolidated statements of income or stockholders’ equity/(deficit). The Company has not entered

into any derivative instrument transactions.
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OTHER DEBTORS AND PREPAID EXPENSES

This item consists of:

2001 2000

Prepaid and other taxes receivable 3 135 700
Other debtors 1196 1 046
4331 1746

PROPERTY, PLANT AND EQUIPMENT

At the end of 2001 and 2000, property, plant and equipment at cost and accumulated depreciation
was composed of:

Jan 1,00 Additions Deductions Dec 31,00 Additions Deductions Dec 31,01

Land and buildings 2 103 1269 - 3372 135 - 3 507
Technical installations,
machinery and equipment 2 347 678 (37) 2988 1 855 - 4 843
Other installations,
furniture and fittings 1354 860 (70) 2144 2 272 - 4 416
Fixed assets under construction - - - - 6 891 - 6 891
Other fixed assets 328 109 (26) 411 387 - 798
6 132 2916 (133) 8915 11540 - 20455
Less, Accumulated depreciation (3 420) (842) 58 (4 204) (865) - (5 069)
Net 2712 2074 (75) 4711 10675 - 15386

INVESTMENTS IN UNCONSOLIDATED SUBSIDIARIES AND AFFILIATES - AT COST

Jan 1,00 Additions Deductions Dec 31,00 Additions Deductions Dec 31,01

Pharma Mar USA Inc 353 - (353) - - - -
Other affiliates 358 9 - 367 68 - 435
Less provisions (292) - 15 (277) - - (277)

419 2 700 (338) 90 68 - 158

In 2001, Pharma Mar AG was incorporated; it is owned 98% by Pharma Mar, S.A. That company had
not yet commenced activities on 31 December 2001.



BORROWINGS

2001 2000

Long-term  Short-term Total  Long-term  Short-term Total

Loans from Official Agencies 3919 110 4 029 3 457 110 3567
Credit accounts - - - - 736 736
Bank loan 394 1113 1507 1507 - 1507
4313 1223 5536 4964 846 5810

Aggregate maturities of long-term debt for each of the next five years commencing in 2003 are

as follows:
2003 2004 2005 2006 Thereafter
84 105 173 177 3774

a) Loans from Official Agencies
e It refers to a subordinated loan granted by the Centre for Technical and Industrial
Development of the Ministry of Industry and Energy (“CDTI”) for the financing of the Project
for the Production of Drugs of Marine Origin and Other Sources, in an amount of thousands of
euros 3 347, in accordance with the following conditions:
a) Annual repayments for an amount of 30% of the figure of the funds generated by the
previous year’s operations.
b) The interest rate during the repayment period is 3%, payable half-yearly, plus supple-
mentary interest equal to the average return on the stockholders’ equity, or 7% if greater,
to be paid at the date of total repayment of the loan.

¢ The breakdown of the thousands of euros 3 347 is: thousands of euros 2 945 corresponds to the
principal of the debt and the remaining thousands of euros 402 is capitalized interest.

The rest of the long-term loans from official agencies outstanding at the end of 2001, in an amount
of thousands of euros 573 (2000: thousands of euros 110), correspond to grants for approved R&D
projects awarded by the Interministerial Commission for Science and Technology. This loan has an
interest rate of 0%, repayable in five years, with a one year grace period.

b) Bank loan
The loan from Banco MAPFRE, in an amount of thousands of euros 435, is payable in annual
installments from 2002 to 2007 and bears interest at a rate of 4.65%.

At December 31, 2001, the Company has included as the short-term portion of this loan, an amount
of thousands of euros 41.

In 2000, the Company received a mortage loan from Banco Atlantico, in an amount of thousands
of euros 1 072. The due date is July 15, 2002 and bears interest at a rate of 5,84%.
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¢) Credit Accounts
The breakdown of the credit accounts subscribed with financial entities is as follows:

2001 2000

Credit Limit Latest Credit Limit Latest

Entity drawn available due date drawn available due date
Banco Atlantico - 1201 11/23/02 631 1201 11/23/02
Banco Atlantico - 1201 03/18/02 - 1201 03/18/02
Bankinter - 301 11/18/02 27 301 11/18/01
Banco Mapfre - 451 10/26/02 10 451 10/26/01
Banco Sabadell - 1202 09/30/02 - 240 09/30/01
Banco Zaragozano - 451 09/10/02 26 451 09/10/01
Caja Madrid - 451 12/21/02 - 451 12/21/01
Solbank - 451 09/21/02 7 451 09/21/01
Argentaria - 451 10/1/02 8 451 10/1/01
Banco Urquijo - 1200 09/7/02 - 901 11/10/01
La Caixa - 180 06/22/02 2 180 06/22/01
Banco Pastor - 180 01/22/02 - 180 01/22/01
Bancaja - 301 09/23/02 - 301 09/23/01
Banco Popular - 901 08/12/02 - 901 08/12/01
Ibercaja - 301 03/31/02 - 301 03/31/01
Caja Espana - 601 10/04/02 3 601 10/04/02
BBVA - 1202 10/22/02 - 301 02/21/01
Banco Pastor - 301 04/05/02 - 301 04/05/01
Crédito Balear - 601 03/23/02 - 601 03/23/01
Banco Herrero - 301 03/03/02 1 301 03/03/01
Deutsche Bank - 902 10/4/02 - - -
Banco Guipuzcoano - 902 05/18/03 - - -
Banco Santander - 601 01/18/02 21 601 01/18/01

14 634 736 10 668

CAPITAL LEASES

The Company leases its premises and other equipment under capital leases, the payments net of interest
during 2001 and 2000 amounted to thousands of euros 251 and thousands of euros 378, respectively.

The future minimum lease payments under capital leases at December 31, 2001 were as follows:

Year ending December 31, Thousand euros
2002 573
2003 233
2004 410
Total minimum lease payments 1216
Less amount representing interest (251)
Present value of future minimum lease payments 965
Current portion 233
Long-term portion 732

965




STOCKHOLDERS’ EQUITY/(DEFICIT)

a) As agreed by the General Shareholders Meeting on December 21, 2000

During 2001 the Company has increased capital by thousands of euros 34 903 (Ptas 5 807.4 mil-
lion) through the issue of 580 740 ordinary registered shares with a par value of 60.10 euros
(Ptas 10 000) each and a share premium of thousands of euros 24 432 (Ptas 4 065.2 million)
(euros 42.07 per share), payable on subscription. This capital increase has been fully subscribed
and paid up during 2001.

The consolidated financial statements of the Company and its parent are maintained in euros and
in accordance with generally accepted accounting principles (GAAP) in Spain. The shareholders’
equity as at December 31, 2001 amounted to 123 926 thousands of euros in those financial state-
ments. According to Spanish law, the reserves included in those financial statements cannot be dis-

tributed until the capitalized Research and Development costs are lower than such reserves.

Common stock consists of 1 161 482 fully paid registered shares with a par value of 60.10 euros
each. Common stock is fully subscribed, shares are not listed and all provide the same rights.

The Company is 99.4% held, directly and indirectly, by Zeltia, S.A.

b) Deficit accumulated during the development stage
A breakdown is set out below:

2001 2000

Legal reserve 63 63
Losses brought forward (82 635) (59 647)
Reserves at consolidated companies 19 145
Loss for the year (34 395) (23 113)
(116 948) (82 552)

Legal reserve

Appropriations to the legal reserve are made in compliance with Article 214 of the Spanish
Companies Act, which stipulates that 10% of the profits must be transferred to this reserve until it
represents at least 20% of share capital.

The legal reserve is not available for distribution. Should it be used to offset losses in the event of
no other reserves being available, it must be replenished out of future profits.

INCOME TAXES

Since January 1, 2001, Pharma Mar files its income tax return as part of the consolidated tax return
of the Zeltia Group. As a result the Company recorded a negative tax charge principally due to the
use of tax losses incurred by Pharma Mar.
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