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Cautionary Note Regarding Forward-Looking Statements

In addition to historical information, this Annual Report on Form 10-K contains certain forward-looking statements within the meaning of
Section 27A of the Securities Act of 1933, as amended, and Section 21E of the Securities Exchange Act of 1934, as amended. All statements,
other than statements of historical facts included in this Annual Report on Form 10-K, regarding our strategy, future operations, financial
position, projected costs, prospects, plans and objectives of management are forward-looking statements. As contained herein, the words
"expects," "anticipates,” "believes," "intends," "will," and similar types of expressions identify forward-looking statements, although not all
forward-looking statements contain these identifying words. These statements are based on information that is currently available to the
Company, speak only as of the date hereof, and are subject to certain risks and uncertainties. The Company expressly disclaims any obligation or
undertaking to release publicly any updates or revisions to any forward-looking statements contained herein to reflect any change in the
Company's expectations with regard thereto or to reflect any change in events, conditions, or circumstances on which any such forward-looking
statement is based, in whole or in part. The actual results may differ materially from those anticipated in these forward-looking statements as a
result of many factors, including but not limited to, those discussed in the sections in this Annual Report on Form 10-K entitled "Risk Factors."
Readers should carefully review the risk factors described in other documents the Company files from time to time with the Securities and
Exchange Commission, including the Quarterly Reports on Form 10-Q to be filed by the Company in 2003.

non non

All references to "dollars" or "$" in this proxy statement/prospectus are references to United States dollars; all references to "euros" or "€"
are references to European Union, or EU, euros. On February 26, 2003, the median 4 p.m. Greenwich Mean Time spot rate for the euro
expressed in dollars per euro was $1.0792 to EUR1.00.

PART I

ITEM 1. BUSINESS

The following description of our business should be read in conjunction with the information included elsewhere in this annual report on
Form 10-K. The description contains certain forward-looking statements that involve risks and uncertainties. When used in this Annual Report
on Form 10-K, the words "intend", "anticipate", "believe", "estimate", "plan", "expect" and similar expressions as they relate to us are included
to identify forward-looking statements. Our actual results could differ materially from the results discussed in the forward-looking statements as
a result of certain of the risk factors set forth below and in the documents incorporated herein by reference, and those factors described under
"Risk Factors." In this Annual Report on Form 10-K, references to "Versicor," "we," "us" and "our" refer to the combined company and its
subsidiaries following the merger of Versicor Inc. and Biosearch Italia S.p.A., or Biosearch, which was completed on February 28, 2003. This

Annual Report contains trademarks and trade names of other entities.
Overview

We are a biopharmaceutical company focused on the discovery, development, manufacturing and marketing of pharmaceutical products for
the treatment of bacterial and fungal infections. We focus on seeking to develop antibiotics and antifungals that may have competitive
advantages over existing products, such as greater potency, improved effectiveness against difficult to treat strains and reduced toxicity. Because
the development process for anti-infective products is relatively efficient and well-defined, we believe the costs and time required to bring new
anti-infective products to market can be significantly less than the time required to bring products to market in other major therapeutic
categories.

We recently merged with Biosearch Italia S.p.A., a publicly listed company in Italy. Biosearch has used natural product sourcing for the
discovery, development and production of novel anti-infective drugs with a primary emphasis on Europe. The merger will enhance our
capabilities with respect to discovery, pre-clinical and clinical development, and manufacturing, as well as our European market presence and
effectiveness. The combined company will have a greater presence in two of the three major pharmaceutical markets (North America and
Europe) as well as an enhanced product portfolio for collaborations in Asia. We had previously licensed the North American rights to our lead
antibiotic product candidate, dalbavancin, from Biosearch, and by acquiring the global rights we will eliminate royalties and manufacturing fees
in North America, acquire the full potential of dalbavancin in Europe and enhance our commercialization effectiveness for our lead antifungal
drug, anidulafungin, in both North America and Europe. As a result, we believe all of these benefits will increase our margin and profitability
prospects for dalbavancin and anidulafungin upon regulatory approval in North America and Europe. We also believe that European approval
can now be obtained with only a modest increase in the clinical development expenses already planned for our North American filings.
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We have a two-fold approach to product discovery, development and marketing. Our primary strategy is to focus on the discovery and
development of proprietary products, concentrating on injectable antibiotic and antifungal products for the hospital market. We expect to market
these products to hospitals in North America through our to be developed direct sales force, which we believe we can accomplish through a
targeted and cost-effective sales and marketing infrastructure. Our product candidates target disease indications that represent markets where
there is demand for new therapies.

Our secondary strategy is to collaborate with major pharmaceutical companies to discover and develop orally administered antibiotic and
antifungal products for the non-hospital market. Major pharmaceutical companies are generally better suited to market these products, as these
products require substantial expenditures for sales and marketing to reach their full market potential. Under our
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typical collaboration agreements, we are responsible for discovering the compounds and our collaborators are responsible for developing and
marketing them. We expect to receive a combination of research funding, milestone payments and equity investments from our collaborators, as
well as royalty fees if any products are commercialized.

Our discovery platform combines our proprietary expertise in the critical areas of functional genomics, mechanism-based rational drug
design, high-throughput screening of our diversified library of microbial extracts and lead optimization. We intend to leverage our technology
platform to discover and supply lead compounds both for internal development and commercialization, in the case of hospital products, and for
our pharmaceutical collaborations, in the case of community products.

Our Proprietary Products

Anidulafungin.  Our lead antifungal product candidate, anidulafungin, is intended for the intravenous treatment of serious systemic fungal

infections. Anidulafungin has potent activity against the principal yeasts, such as Candida, and molds, such as Aspergillus, that cause serious
fungal infections. In addition, anidulafungin has fungicidal activity, which means that it kills the fungus. This is in contrast to many widely-used
antifungal agents which only inhibit fungal growth. Because of anidulafungin's novel mechanism of action, it is active against strains resistant
toother agents, such as fluconazole. We believe anidulafungin will have competitive advantages over existing therapies because it combines
potent fungicidal activity with a good resistance profile to date. We began a Phase III trial with anidulafungin for the treatment of esophageal
candidiasis in the first quarter of 2001, and have completed patient enrollment. Assuming a successful outcome in this trial, we intend to file a
new drug application, or NDA, by the end of April 2003. We have also completed a Phase II clinical trial with anidulafungin for the treatment of
invasive candidiasis/candidemia and based on positive results from this trial, recently began a Phase III trial in this indication. Another Phase III
trial is also underway to evaluate anidulafungin in combination with liposomal amphotericin for the potential treatment of invasive aspergillosis.

Dalbavancin. Our lead antibiotic product candidate, dalbavancin, is a next-generation antibiotic belonging to the same class as
vancomycin, the most widely used injectable antibiotic for Staphylococcal infections. Dalbavancin is intended for the treatment of serious

systemic infections, particularly those caused by Staphylococci. Dalbavancin is more potent than vancomycin, in particular against

methicillin-resistant Staphylococci, a common and difficult-to-treat bacteria. Dalbavancin has bactericidal activity, which means that it kills the
bacteria rather than inhibits its growth, as shown in both the laboratory and in infected animals. Because of its unique pharmacokinetic
properties and the tolerability profile seen to date even at high doses, dalbavancin has the potential to be dosed weekly, which may be a
significant competitive advantage over other products. We have successfully completed a Phase II trial with dalbavancin for the treatment of
skin and soft tissue infections and in December 2002 announced the start of two Phase III trials for these indications. We expect to complete
these trials in the first half of 2004, and plan to file an NDA for dalbavancin in the second half of 2004. In the first quarter of 2002, we also
initiated a Phase II trial in catheter-related bloodstream infections.

Ramoplanin.  Our third product candidate, ramoplanin, is a lipopeptide. Ramoplanin selectively inhibits Gram-positive bacteria including
methicillin-resistant Staphylococcus aureus (MRSA) and all types of vancomycin-resistant enterococci (VRE) and Clostridia, including

Clostridium difficile. Ramoplanin does not show a propensity to select resistant mutants in vitro and does not have cross-resistance with known
antibiotics. Genome Therapeutics, our licensee in North America, is developing ramoplanin, in an oral non-absorbable form, for the prevention
of systemic infection in hospitalized patients with VRE in their gastrointestinal tract. Our licensees have successfully completed Phase II trials
with ramoplanin for the eradication of VRE in the gastrointestinal system and initiated a Phase III study for the reduction of VRE bloodstream
infections in patients at risk in June 2000. Our
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licensee also recently initiated a Phase II dose response trial to evaluate the safety and efficacy of ramoplanin for the treatment of Clostridium
difficile associated diarrhea.

BI-K-0376 (BI-Acne). Our fourth product candidate, BI-Acne, is a novel antibiotic. BI-Acne has a new mechanism of action and shows

selective activity against Propionibacterium acnes, a bacteria associated with acne, including drug resistant strains, while it shows modest
activity against normal skin flora. As a result, it could selectively eliminate the Propionibacterium acnes without affecting the natural flora of the
skin. We have recently completed a Phase I clinical trial with BI-Acne to assess safety and tolerability.

Research Collaborations

Our most advanced collaboration is with Pharmacia Corporation and is aimed at discovering second and third generation oxazolidinones.
The oxazolidinones represent the first new major class of antibacterial products to enter the market in over 30 years. They are active against a

broad range of bacteria, including multidrug resistant Staphylococci, Streptococci and Enterococci. Pharmacia received approval from the Food
and Drug Administration, or FDA, independent of us, for the first generation oxazolidinone called Zyvox. We have identified several
structurally novel second generation oxazolidinone candidates, certain of which have either a broader spectrum of activity or improved potency.

Some of these compounds also have good activity in pre-clinical in vivo studies when administered orally. This collaboration began in
April 1999. In October 2000, Pharmacia increased its research support payments to us by 30% and, in June 2002, we amended our original
agreement with Pharmacia to extend the research term an additional three years.

Our second collaboration is with Novartis Pharma AG and is designed to develop deformylase inhibitors as new antibacterial agents and to
provide novel target-based screens. Deformylase is an essential enzyme in bacteria but not in human cells, and thus represents a good target for
the discovery of selective inhibitors that can serve as broad spectrum antibacterial agents. We have identified several lead inhibitor molecules

that are active against multidrug resistant strains, as well as respiratory pathogens such as S. pneumoniae, H. influenzae and M. catarrhalis.

Several lead compounds have demonstrated activity in pre-clinical in vivo studies when administered orally, representing an example of de novo
design of an active antibacterial agent. This collaboration began in April 1999. In January 2002, we received a fifth milestone payment as a
result of our delivery of our fifth target-based screen, which we expect will be used in Novartis' high-throughput screening laboratory to identify
new anti-infectives. In March 2002, we amended the original agreement in order to extend the research term an additional year and to provide
that Novartis will make an additional payment upon our achievement of a new milestone. In February 2003, we amended the original agreement
in order to extend the research term through March 31, 2005.

Our third type of collaboration is a program called "VITACHEM" and is designed to investigate the pharmaceutical and
non-pharmaceutical utility of our collection of microbial chemicals in markets outside of the anti-infectives market. We offer two types of
collaborations under the VITACHEM program: fee-for-service collaborations, under which our collaborators pay us research fees, plus
milestone payments and royalties calculated as a percentage of net sales; and equal collaborations, based on cost-sharing and reward-sharing. To
date, we have entered into three fee-for-service collaborations with Schering-Plough, Bayer AG and Menarini and two equal collaborations with
Myriad Genetics Inc. on oncology, cardiovascular and viral targets, and Newron Pharmaceutical S.p.A. on central nervous system targets.

Internal Discovery Research

In addition to our external research collaborations, we have internal research programs both in the United States and in Italy as a result of
our recently completed merger with Biosearch. The objective of internal research is primarily to discover novel antimicrobials for hospital use
for development by us.

This effort combines our internal expertise in functional genomics-based target selection, novel assay development, mechanism-based rational
drug design, combinatorial chemistry, high-throughput screening of our diversified library of microbial extracts and medicinal chemistry. We are

currently investigating several in vivo active leads.

Our Strategy

Our objective is to be a leader in the discovery, development and marketing of pharmaceutical products for the treatment of bacterial and
fungal infections in the hospital setting. We intend to achieve this goal through the implementation of four strategies:
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Focus our discovery and development efforts on products to treat bacterial and fungal infections. We believe that
anti-infective products have significant development advantages over products in other therapeutic categories. These
advantages include lower costs and shorter development cycles. In addition, this area has a greater probability of clinical
success due to the higher predictive value of clinical trials in this area. Additionally, there is a growing demand for new
anti-infective products. This demand is driven primarily by the aging of the population, the growing number of seriously ill
patients in hospitals and an increase in immunosuppression and fungal and bacterial resistance to existing therapies.

Target our resources on products that have potential utility in the hospital setting. We believe that our efforts are best
focused on developing products that would be administered in a hospital setting. Because of the increased number of elderly
patients and the severity of illnesses among patients in intensive care units, we believe that hospitals present an addressable
market with significant unmet needs. This strategy will also allow us to use a relatively small sales force, thereby allowing
us to reach the greatest number of patients while still remaining cost-effective.

Focus on products that have a competitive advantage over currently marketed drugs. We intend to focus our development
efforts on products that we expect to have potential advantages over currently marketed drugs. This strategy reduces the time
and expense we will need to effectively educate physicians about new types of treatments and will allow us to market our
relative benefits directly against our competitors' products.

Pursue our two-fold approach to product development. We have a two-fold approach to product development and
marketing. Our primary strategy is to internally develop anti-infective products with utility in a hospital setting and market
these products with our own direct sales force. For oral products with utility in treating community-acquired infections, we
intend to collaborate in our development and marketing efforts with large pharmaceutical companies. This two-fold
approach allows us to pursue on a proprietary basis internal development and marketing of those products for which we feel
the development and marketing requirements are manageable and to out-license products that require greater resources than
we are willing to commit, such as oral products.

Our Proprietary Product Candidates

The table below summarizes our product candidates, their target infections, their nature of activity and their development status.

Product
Candidate/Program Target Infections Nature of Activity Development Status
Proprietary
Anidulafungin Esophageal Candidiasis Fungicidal Phase I1I(1)
Aspergillosis Fungicidal Phase III
Invasive Fungicidal Phase I1I
Candidiasis/Candidemia
Dalbavancin Skin and Soft Tissue Infections Bactericidal Phase 111
Blood Stream Infections Bactericidal Phase 11
Ramoplanin Prevention of Blood Stream Bactericidal Phase I1I
Infections caused by VRE
BI-Acne Acne Bacteriostatic Phase 1(2)
Internal Research Bacterial Infections Pre-clinical
Programs
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in vivo
Collaborations
Oxazolidinones Bacterial Infections Bacteriostatic Pre-clinical
(Pharmacia) in vivo
Deformylase Inhibitors Bacterial Infections Bacteriostatic/Bactericidal Pre-clinical
(Novartis) in vivo

)

Patient enrollment complete

€]

Clinical trial complete.
Anidulafungin A Novel Antifungal for the Treatment of Serious Infections
Clinical Efficacy of Anidulafungin

Anidulafungin demonstrated efficacy in a Phase II clinical trial involving 29 evaluable patients with esophagitis. Esophagitis is an

inflammation of the lower part of the esophagus, usually caused by a fungal infection, such as with Candida. This disease is most frequently
encountered in AIDS patients and is a serious cause of morbidity. Patients enrolled in this trial were treated with daily intravenous infusions of
anidulafungin for up to 21 days. As demonstrated by the table below, with both dosing regimens, over 80% of evaluable patients were cured or
improved, as measured by an endoscope, an

instrument permitting visual examination of the esophagus. Anidulafungin was well-tolerated at both of the doses studied.

Anidulafungin Dosage Endoscopic

(Loading/Maintenance) Response
50 mg/25 mg 13/16 (81%)
70 mg/35 mg 11/13 (85%)

A subsequent safety and tolerance study indicated that an anidulafungin loading dose of 260 mg followed by daily maintenance doses of
130 mg did not reach a protocol defined maximum tolerated dose (MTD). Based upon the proportion of complete and partial responders
observed in the Phase II trials and the safety data obtained from the maximum tolerated dose study, we believe that anidulafungin may achieve
improved efficacy at a dose higher than that used in the Phase II esophagitis trial, while maintaining a good side effect profile.

A pivotal Phase III trial of anidulafungin for the treatment of esophageal candidiasis, which we began in the first quarter of 2001,
completed enrollment in October 2002. In this randomized, double-blind, double-dummy trial involving 600 patients, anidulafungin at a loading
dose of 100 mg and daily maintenance doses of 50 mg is being compared with oral fluconazole. Treatment will continue for between 14 and
21 days, with the primary assessment of response made at the end of therapy. Additional evaluations will be made at a follow-up visit
approximately two weeks later. Endoscopic response will be the primary endpoint, with both clinical responses and eradication of fungi as
secondary endpoints. We have completed patient enrollment, and assuming successful outcome of the Phase III trial, we anticipate filing an
NDA by the end of April 2003.
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We completed a Phase II trial in invasive candidiasis/candidemia in the fourth quarter of 2002. This randomized, open-label trial enrolled
approximately 120 patients in the United States with documented diagnosis of invasive candidiasis/candidemia. Patients were treated with a
daily intravenous (IV) infusion of anidulafungin at three different dose levels for 15 to 42 days. Patients were examined for clinical and
microbiological responses at the conclusion of therapy and two weeks following therapy. End-of-therapy outcomes in evaluable patients
demonstrated an 89% global response rate (25/28 patients) with a loading dose of 200 mg followed by a 100 mg maintenance dose per day. The
response rate was 90% (27/30 patients) with an analogous anidulafungin regimen of 150 mg followed by 75 mg per day, and 84% (21/25
patients) with 100 mg followed by 50 mg. Outcomes in evaluable patients at the two-week, test-of-cure visit demonstrated an 83% global
response rate (20/24 patients) with a loading dose of 200 mg followed by a 100 mg maintenance dose per day. The response rate was 85%
(22/26 patients) with an analogous anidulafungin regimen of 150 mg followed by 75 mg per day, and 72% (13/18 patients) with 100 mg
followed by 50 mg. Anidulafungin was well-tolerated and adverse events attributable to the study drug were similar for each dose. Global
response rates reported in previous clinical trials with other agents, such as fluconazole, amphotericin B and caspofungin range from 56% to
81% in patients with invasive candidiasis/candidemia.

We began a Phase III trial in invasive candidiasis/candidemia in December 2002. In this double-blind, randomized trial we will enroll
approximately 300 patients in the United States, Canada and Europe to study the safety and efficacy of a 200 mg loading dose followed by a
100 mg maintenance dose of anidulafungin versus fluconazole. Patients will receive daily IV infusions of either anidulafungin or fluconazole for
10 to 42 days. The primary endpoint is global assessment of clinical and microbiological responses at the end of IV therapy.

We began a Phase III trial of anidulafungin for the treatment of aspergillosis in the fourth quarter of 2001. Aspergillosis is an extremely
serious disease, with a very high rate of mortality, for which new therapies are urgently needed today. For this reason, and because our Phase |
trial demonstrated that higher doses of anidulafungin were well-tolerated by volunteers, we have taken an anidulafungin dose

of a 200 mg loading dose followed by daily maintenance doses of 100 mg directly into our Phase III trial. This open-label, non-comparative
study will enroll up to 60 hospitalized patients with a diagnosis of invasive aspergillosis. A single daily intravenous infusion of anidulafungin
and a single daily intravenous infusion of a lipid-complexed formulation of amphotericin B will be administered to patients for up to 90 days.

The primary endpoint is combined global response, i.e., clinical and radiographic responses, at the conclusion of therapy.
Characteristics of Anidulafungin

Anidulafungin, our lead antifungal product candidate, belongs to the new echinocandin class of antifungal agents. It is being developed for
the treatment of serious fungal infections, including disseminated or bloodstream infections, organ infections and esophagitis, or severe
infections of the esophagus. The most serious fungal infections generally occur in individuals who have impaired immune systems. In vitro,
anidulafungin is fungicidal, which means that it kills, rather than just inhibits, fungi. Anidulafungin is active against strains resistant to azoles,
such as fluconazole.

Anidulafungin is a chemically modified derivative of a natural product that was chosen for development because of its improved properties
over existing treatments. In May 1999, we obtained an exclusive worldwide license for its development and commercialization from Eli Lilly.

As compared with current therapies, we believe that anidulafungin has a number of advantages, including the following:

Novel mechanism of action. Anidulafungin belongs to a new class of antifungal drug that only recently has been developed
for human use. It selectively inhibits an enzyme, found only in fungi, which is critical for the production and integrity of the
fungal cell wall. This mechanism is completely different from that of the polyenes, such as Amphotericin B, and the azoles,
such as fluconazole. The mechanism of action of anidulafungin has advantages, including fungicidal activity and lack of
cross-resistance with traditional therapies. In addition, this novel mechanism of action may allow for synergistic
combinations with polyenes or azoles and may result in better outcomes for patients with the most difficult-to-treat
infections.

Potent broad spectrum. Anidulafungin has shown highly potent in vitro activity against diverse groups of fungi, both yeasts
and molds, that cause life-threatening infections. Anidulafungin is particularly potent against Candida, including
fluconazole-resistant strains, and Aspergillus, the two most common types of fungi causing serious human infections. The

following figure illustrates the in vitro potency of anidulafungin against Candida albicans, as measured by the MICQO, or the
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concentration of drug that inhibits the growth of 90% of the fungal strains, on a logarithmic scale. The figure demonstrates

that to inhibit the growth of Candida albicans, less anidulafungin is needed as compared with existing agents caspofungin,
amphotericin B and fluconazole.

Source:
NIAID MSG 33-34 Survey
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In vitro data demonstrate that to inhibit growth of Aspergillus fumigatus, far less anidulafungin is needed as compared with existing agents
itraconazole and amphotericin B (Antimicrob. Agents Chemother. (1998) 42:2726).

As compared with other antifungal agents, these data illustrate that anidulafungin is more potent than available therapies. Anidulafungin

also demonstrated impressive activity in a variety of animal models of Candida and Aspergillus infection. These included quite severe infections
in immunosuppressed animals, such as disseminated infections and pulmonary aspergillosis. Efficacy was shown against different species and

strains of Candida, including strains resistant to fluconazole. For example, in animal models the number of Candida in the liver, spleen, kidneys

and lungs were reduced by 99.99% at the anidulafungin dosage of 0.5 mg/kg. In animals infected with Aspergillus, 80% of those treated with
2.5 mg/kg/day of anidulafungin survived until the end of the experiment (ten days), whereas all untreated animals died within four days.

Fungicidal. Anidulafungin kills fungi. This is an important characteristic of its novel mechanism of action, which affects the
integrity of the protective cell wall of fungi. This may be an advantage over the widely-used azole class of antifungal agents,
which are fungistatic, meaning that they merely inhibit the growth of fungi and do not kill them. For example, when
comparing anidulafungin to fluconazole, a fungistatic agent, anidulafungin's killing power is clearly demonstrated: after
twelve hours of exposure to anidulafungin, more than 99.5% of the exposed fungus was killed and after twelve hours of
exposure to fluconazole, none of the exposed fungus was killed.

Patients that are severely immunosuppressed may be more effectively treated with a therapy that is fungicidal rather than fungistatic.

Low potential for developing resistance. As shown in the figure below, in the laboratory it has proven very difficult to
develop resistance to anidulafungin. The lines represent the amount of anidulafungin and fluconazole needed to inhibit the
growth of Candida. As more days pass in the experiment, the amount of fluconazole required to inhibit the fungus increases,
while the amount of anidulafungin required to inhibit the fungus is unaffected.
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Well-tolerated in humans. In 20 separate Phase I, II and III clinical trials, over 800 volunteers and patients have received
anidulafungin and it has been well-tolerated. Amphotericin B, which belongs to the polyene class of compounds, is an
effective fungicidal drug. However, even with the newer lipid formulations, the use of polyenes may be associated with
severe side effects and use is sometimes limited by toxicity. The other major class of antifungal drugs, the azoles, is better
tolerated than the polyenes, but they lack fungicidal activity against Candida.
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Dalbavancin A Next-Generation Antibiotic for the Treatment of Serious Gram-Positive Infections
Clinical Experience with Dalbavancin

Phase I dose-ranging trials in normal volunteers have been concluded. High single doses, up to 1120 mg, and multiple doses, consisting of a
loading dose of 1000 mg and repeat daily doses up to 100 mg for six days, were evaluated in these trials. The pharmacokinetics of dalbavancin
with these dosage regimens were reproducible and followed the predictions made on the basis of preliminary Phase I and modeling studies. The
safety and tolerability profile was very good, with no dose-limiting toxicities encountered. We have successfully completed a Phase II trial with
dalbavancin for the treatment of skin and soft tissue infections and in December 2002 announced the start of two Phase III trials for this
indication. We also started a Phase II trial in catheter-related bloodstream infections in the first quarter of 2002. Both the Phase III skin and soft
tissue infections trials and the Phase II catheter-related bloodstream infections trial will include dose arms that evaluate the efficacy and safety of
weekly administration of dalbavancin.

Characteristics of Dalbavancin

Dalbavancin is a novel next-generation glycopeptide antibiotic, a chemically modified derivative of a natural product. We are developing
dalbavancin as an alternative to vancomycin for the treatment of serious Gram-positive infections, predominantly in hospitalized patients.

Dalbavancin has potent in vitro activity against Gram-positive bacteria. In particular, we are targeting infections caused by Staphylococci,

including methicillin-resistant strains, the principal indication for vancomycin. Serious infections caused by Staphylococci include skin and soft
tissue infections, bloodstream infections and osteomyelitis. An additional advantage of dalbavancin is its ease of administration, because of its
once weekly dosing regimen and its safety and tolerability profile to date.

In the second quarter of 2002 we completed a Phase II clinical trial of dalbavancin for the treatment of skin and soft tissue infections. This
randomized, controlled study showed that dalbavancin given once a week for two weeks had numerically higher clinical and microbiological
response rates than a variety of standard care regimens, including vancomycin, given for a mean duration of 15 days for the treatment of skin
and soft tissue infections. As in all other clinical studies to date, dalbavancin was also shown to be very well tolerated. The trial enrolled 62
hospitalized patients with skin and soft tissue infections involving deep skin structures or requiring surgical intervention, such as abscesses,
infected ulcers, burns and cellulitis. Patients were treated with one of two dalbavancin-dosing regimens or a standard of care agent, which was
specified by the investigator prior to randomization. Patients were examined for clinical and microbiological responses at the conclusion of
therapy and two week following therapy. The primary endpoint was clinical response at follow-up in evaluable patients. Outcomes in evaluable
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patients demonstrated a 94.1% clinical success rate (16/17 patients) with two doses of dalbavancin given one week apart (at day one and day
eight), compared with 76.2% (16/21 patients) for the standard care arm (given daily for 7-21 days) and 61.5% (8/13 patients) for the single dose
dalbavancin arm (given day one). Microbiological success was 72.7% (8/11 evaluable patients) with two weekly doses of dalbavancin compared
with 64.3% (9/14 patients) for standard of care and 27.3% (3/11 patients) for the single dose dalbavancin arm. Dalbavancin was well-tolerated
and adverse events were infrequent and similar across the study arms. There were no trends in any laboratory abnormalities in patients receiving
dalbavancin. We also initiated a Phase II trial in catheter-related bloodstream infections in the first quarter of 2002.

In December 2002 we started two Phase III trials with dalbavancin for the treatment of skin and soft tissue infections. These randomized,
double-blind trials will each enroll approximately 550 hospitalized patients who will be examined for overall clinical and microbiological
responses at the conclusion of therapy. In the first trial, patients with complicated skin and soft tissue infections will receive either a one gram
intravenous dose of dalbavancin on study day one followed by a 500 mg dose
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on study day eight or approved doses of linezolid for 14 days. In the second study, patients with uncomplicated skin and soft tissue infections
will receive either a one gram intravenous dose of dalbavancin on study day one, with the option of adding a 500 mg does on study day eight, or
intravenous cefazolin, followed by oral cephalexin. On day eight, the investigator will decide the duration of the study medication therapy
(seven or fourteen days) based on the clinical status of the patient.

We believe dalbavancin has the following advantages over current therapies:

Greater potency. In the laboratory, dalbavancin demonstrated better activity against a range of Gram-positive bacteria,
including all of the staphylococcal species, in particular against MRSA and MRSE. These organisms are among the most
difficult to treat successfully and vancomycin is one of the few treatment options currently available. As shown in the figure
below, dalbavancin was more potent in vitro than other marketed and experimental antibiotics belonging to the glycopeptide
class against MRSA and MRSE. The figure demonstrates that to inhibit the growth of MRSA and MRSE, less dalbavancin is
needed as compared with existing agents vancomycin, teicoplanin and the investigational agent, oritavancin. Activity is
expressed as the MIC90.

Source:
JAC (1999), 44:179

This data illustrates that dalbavancin is more potent than other glycopeptide therapies. Dalbavancin also demonstrated impressive potency
in a number of animal model infections, caused by a variety of Gram-positive bacteria, including those resistant to methicillin. Dalbavancin was
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efficacious against Staphylococcal endocarditis in animal models, as well as against Streptococcus pneumoniae pulmonary infection in normal
and immunosuppressed animal models. Pharmacodynamic studies in animal models demonstrated bactericidal activity in the animals coupled
with good tissue penetration and distribution of dalbavancin.

Bactericidal. Dalbavancin kills Gram-positive bacteria. This may be an advantage over certain other therapies such as
Zyvox, which is only bacteriostatic. Patients with serious infections caused by methicillin-resistant Staphylococci may be
more effectively treated with a therapy that is bactericidal rather than bacteriostatic.

Unique, flexible and infrequent dosing regimen. Human pharmacokinetic data and studies in animal models demonstrated
that dalbavancin has a long duration of action after administration and shows promise to become the first available
once-weekly injectable antibiotic for the
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treatment of Staphylococcal and other serious Gram-positive hospital infections. Once-weekly dosing may allow some
patients to have IV lines discontinued, which translates into fewer opportunities for local infection and blood stream
infections. This may also provide pharmacoeconomic benefits, such as shorter hospital stays, less need for follow-up home
IV or oral antibiotics and other reduced costs.

Well-tolerated in humans. We successfully completed our Phase I dose-escalation clinical trial in which dalbavancin was
well-tolerated even at very high doses and its pharmacokinetics were predictable. Dalbavancin was also well-tolerated in a
completed Phase II skin and soft tissue study.

Ramoplanin

Ramoplanin is a novel antibiotic with excellent in vitro potency against Gram-positive bacteria including VRE. It is currently in a Phase III
study being conducted by our North American licensee, Genome Therapeutics, for the prevention of VRE bloodstream infections in patients at
risk.

BI-K-0376 (BI-Acne)

BI-Acne is a novel topical antibiotic with activity against Propionibacterium acne including clindamycin and tetracycline resistant strains.
We have completed a Phase I clinical trial with this agent as an anti-acne compound.

Research Collaborations
Oxazolidinones collaboration with Pharmacia

We are collaborating with Pharmacia to identify new generations of oxazolidinones. The oxazolidinones are the first major new chemical
class of antibacterial products to enter the market in over 30 years. Pharmacia has received FDA approval, independent of us, for a new drug
called Zyvox, the most advanced molecule in this class. Based on historical precedents for antibiotics, it is likely that the development of
subsequent generations of oxazolidinones with improved potency and a broader spectrum of activity will create a major market opportunity.

Oxazolidinones are active against a broad spectrum of Gram-positive pathogens, including multidrug resistant Staphylococci, Streptococci and

Enterococci. They have a novel mechanism of action involving inhibition of an early step in protein biosynthesis. This process is also inhibited
by antibiotics such as tetracycline. Oxazolidinones have no cross resistance to other classes of antibiotics.

We began working on oxazolidinones at a time when several large pharmaceutical companies were already actively involved in this area.
Our scientists used their expertise in combinatorial chemistry to optimize leads around the core oxazolidinone structure and identified several

novel lead structures with good in vivo activity when administered orally. Pharmacia signed a collaboration agreement with us in March 1999.
We have identified several novel molecules with an enhanced spectrum of activity, including activity against the pathogen H. influenzae,
improved potency against multidrug resistant bacteria including MRSA, MRSE, VRE and penicillin-resistant Streptococcus pneumoniae.
Several compounds have also demonstrated good activity in pre-clinical in vivo studies when administered orally and are therefore undergoing

advanced in vivo testing. Advanced in vivo testing includes testing the efficacy of the compounds with increased dosages, the absorption of the
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compound in the blood, the differences between the oral formulation and the intravenous formulation and the toxicity of the compound.

We entered into our collaboration agreement with Pharmacia Corporation in March 1999. Pursuant to this agreement, we are collaborating
to discover, synthesize and develop second and third generation oxazolidinone product candidates. We supply research, product leads and other
specified
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intellectual property to the collaboration. Pharmacia has the right to conduct the development of any product candidates and the manufacture and
sale of any products resulting from the collaboration. In connection with the collaboration, Pharmacia made an equity investment in us of

$3.8 million and paid us research support and license fee payments. We have assigned to Pharmacia one U.S. patent application and a
corresponding Patent Cooperation Treaty patent application relating to this collaboration. Both applications involve the methodology of
preparing oxazolidinones, libraries and pharmaceutical compositions. Under the terms of the agreement and in consideration of our research
obligations, we are entitled to receive funding from Pharmacia to support some of our full-time researchers. If Pharmacia's development efforts
achieve specified milestones, Pharmacia is obligated to pay us additional milestone payments of up to $14 million for each compound. We are
entitled to receive royalties on the worldwide sales of any products developed and commercialized from the collaboration. Pharmacia is allowed
to offset some of its royalty payments by the amount of previous milestone payments made to us. This agreement will terminate on a
country-by-country basis with respect to a product developed under the collaboration upon the later of 10 years from the date of the first
commercial sale of the product in the country or the expiration of all product patents in the country. Pursuant to an October 2000 amendment,
Pharmacia increased its funding for this collaboration by 30%, and in June 2001, we received a milestone payment for the initiation of clinical
development of one of the compounds. In July 2002, we and Pharmacia amended the agreement to extend the collaboration for an additional
three years through March 2005.

Through December 31, 2002, Pharmacia has made aggregate payments to us under this collaboration agreement (excluding equity
investments) of $13.9 million. We do not depend upon continued milestone payments from Pharmacia to any significant extent because we have
funded, and intend to fund, our drug development programs primarily with the proceeds of equity offerings. Although we currently depend upon
our collaborations, in-licensing opportunities and in-house research, in the aggregate, to seek to obtain a pipeline of product candidates, we do
not depend to any significant extent on any individual collaboration.

Deformylase Inhibitors collaboration with Novartis

We are collaborating with Novartis to develop deformylase inhibitors as antibacterial agents. Deformylase is an essential enzyme present in
bacteria but absent in human cells, thus representing a good target for the discovery of inhibitors that can serve as broad spectrum antibacterial
agents. Deformylase is a metal-containing enzyme, or metalloenzyme. If this metal is removed or interfered with, the enzyme can no longer
function. Since it is possible to design molecules that bind to metals, this makes it especially attractive for the design of mechanism-based drugs.
Captopril, the first drug to be rationally designed using this approach, is an inhibitor of a metalloenzyme called Angiotensin Converting Enzyme,
or ACE. The design of Captopril, which is used to treat hypertension and congestive heart failure, represented a major pharmaceutical
breakthrough. Deformylase offers an excellent opportunity for integrating this principle of mechanism-based drug design with our combinatorial
chemistry based approach.

Based on our scientists' experience in the Captopril field, we initiated a highly focused chemistry effort targeting the rational design and
synthesis of deformylase inhibitors. We designed a set of pharmacophoric libraries specifically suited for metalloenzyme targets and also
developed new synthetic methodologies for the preparation of these libraries. Screening these libraries against deformylase led to the
identification of several molecules with excellent enzymatic and whole-cell inhibitory activity. Our proprietary "Gene to Screen" technology
helped identify those leads that inhibited bacterial growth by specifically inhibiting deformylase. Through proper integration of combinatorial
chemistry with medicinal chemistry, more specific lead series were further optimized with excellent selectivity, as well as activity against
clinically significant multidrug resistant bacteria. Novartis has filed patent applications on the novel structures that we have synthesized. Many

of these compounds have demonstrated good in
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vivo activity in pre-clinical studies when administered orally. We are in the process of selecting a compound for development by Novartis, from
the advanced lead molecules that we have available.
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We entered into our collaboration agreement with Novartis in March 1999. Pursuant to this agreement, we are collaborating to discover and
develop novel deformylase inhibitors. In connection with the collaboration, Novartis made an initial equity investment in us of $3.0 million and
provides us with funding to support some of our full-time researchers. Under the terms of this agreement, we have established with Novartis a
joint research committee and we are responsible for performing the three-year research plan developed by the committee. In return, Novartis has
agreed to pay us a fee. We are also entitled to receive payments of up to $13.0 million for our compounds or up to $7.25 million for Novartis
compounds upon Novartis' achievement of certain research milestones. In addition, we granted Novartis, and Novartis granted us, reciprocal
research licenses. We also granted Novartis an exclusive worldwide commercial license, pursuant to which it may develop, manufacture and sell
products resulting from this collaboration. For each product that Novartis develops and launches in specified countries, we are entitled to receive
royalties on worldwide sales of the product and additional payments if the product contains one of our compounds and a lesser sum if the
product contains a Novartis compound. Novartis may offset some of its royalty payments by the amount of previous milestone payments made
to us. We have the option to co-promote with Novartis in hospitals in the United States and Canada any product that contains one of our
compounds as an active ingredient, but we will not be entitled to royalties from sales of the product in that territory if we exercise our
co-promotion option. This agreement terminates on a country-by-country basis with respect to a product developed under the collaboration upon
the later of 10 years from the date of the first commercial sale of the product in the country or the time at which the product is no longer covered
by a pending or issued patent in the country. In addition to the work on deformylase inhibitors, we have been delivering to Novartis under the
agreement a series of screening assays based on novel anti-bacterial targets. For each screen that Novartis accepts as validated, we receive a
milestone payment. In August 2001 and January 2002, Novartis paid us our fourth and fifth milestone payments, respectively, as a result of our
delivery of our fourth and fifth target-based screens, which we expect will be used in Novartis' high-throughput screening laboratory to identify
new anti-infectives. In March 2002, the collaboration agreement was amended to extend the research term by an additional year, through
March 2003, and to provide that Novartis shall make an additional payment to us upon our achievement of a new milestone. In February 2003,
the collaboration agreement was amended to extend the research term by an additional two years, through March 2005. Through December 31,
2002, Novartis has made aggregate payments to us under this agreement (excluding equity investments) of $11.1 million. We do not depend
upon continued milestone payments from Novartis to any significant extent because we have funded, and intend to fund, our drug development
programs primarily with the proceeds of equity offerings. Although we currently depend upon our collaborations, in-licensing opportunities and
in-house research, in the aggregate, for a sustained pipeline of product candidates, we do not depend to any significant extent on any individual
collaboration.

VITACHEM Program

Although natural products have found their widest use as antibiotics, they also represent an important source of structural diversity for other
therapeutic uses as well. We are currently involved in exploiting this opportunity through collaborations with other companies. We developed
the VITACHEM program to investigate the pharmaceutical and non-pharmaceutical utility of our collection of microbial chemicals in markets
outside of the anti-infectives market. To facilitate the efforts of our collaborators, we have established a number of self-contained, but integrated
research modules which can be offered to collaborators, including:

microbial chemical libraries;

high-throughput screening;
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product fractioning; and

laboratory-scale fermentation.
Each collaborator can request from VITACHEM the combination of modules best suited to the specific collaboration.

There are two types of collaborations under the VITACHEM program:

fee-for-service collaborations, in which our collaborators provide us with short-term as well as medium/long-term revenues
in the form of research fees plus, milestone payments and royalties calculated as a percentage of net sales;

equal collaborations, based on cost-sharing and reward-sharing.
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To date, we have entered into three fee-for-service collaborations, with Schering-Plough, Bayer AG and Menarini, and two cost- and
reward-sharing collaborations with Myriad Genetics Inc. on oncology, cardiovascular and viral targets, and Newron Pharmaceutical S.p.A. on
central nervous system targets.

The Roberto Lepetit Consortium for Biotechnologies

In February 1998, we established in conjunction with the University of Bologna and the University of Palermo the "Roberto Lepetit
Consortium for Biotechnologies," a non-profit organization aimed at the promotion of the development of biotechnologies through advanced
research activities in collaboration with academic institutions with a view to utilizing new technologies and products for industrial purposes. The
headquarters of the Consortium are located at our offices in Italy.

Internal Discovery Research

We use a variety of approaches combining the best drug discovery tools available. Thus, we integrate our capabilities in the areas of lead
optimization, functional genomics and mechanism-based rational drug design and high-throughput screening of our diversified library of
microbial extracts to fill both our proprietary and collaborators' product pipelines.

Lead Optimization

Several members of our scientific staff are pioneers in the application of combinatorial chemistry to drug discovery. We have focused our
efforts on the practical applications of this powerful technology for the discovery and development of new antibacterial agents. We believe that
the best use of combinatorial chemistry is in lead optimization via preparation of hundreds of discrete, well-characterized compounds based on
core lead structures. We have analyzed the antibacterial field to arrive at potential lead optimization candidates that are either previously
abandoned molecules, or are molecules on which work is still being done. In both cases, we have chosen molecules that have the potential for
significant improvements in potency, spectrum of activity or other properties. Our expertise allows us to develop combinatorial methods for
modifying structurally complex molecules. Once a suitable molecule for lead optimization is selected, we establish a proprietary position by
using combinatorial chemistry to prepare new analogs that fall outside the patent scope of our likely competitors. Following the discovery of
novel bioactive lead structures, we integrate our combinatorial and medicinal chemistry efforts to prepare individual molecules that can be

navigated efficiently through pre-clinical testing. Once an in vivo active lead has been established, we determine whether the molecule best fits
our proprietary product or our collaborators' product portfolios. The successful execution of this strategy has been demonstrated by our
collaborative oxazolidinone project with Pharmacia. We are currently working on one internal research program using this approach.

17

Functional Genomics and Mechanism-Based Rational Drug Design

The complete genetic blueprints, or genomes, of the majority of clinically relevant bacteria are now accessible through the Internet. We
take a highly focused and practical approach to using this genomic information by carefully selecting targets that have a mechanism suited to
rational drug design. To facilitate efficient integration of mechanism-based drug discovery with combinatorial chemistry, we select
mechanism-based families of targets such as metalloenzymes. We search genomes for characteristic genetic signatures and compare different
genomes to identify targets that are present in a clinically relevant spectrum of bacteria. We use genetic techniques to establish that any target
selected is essential for growth, and confirm this in several relevant bacterial species. Once we have carefully selected the target, we begin a
highly focused chemistry effort using mechanism-based drug design. We then apply our "Gene to Screen" technology that allows us to increase
or decrease the amount of target gene product, which is usually an enzyme, inside a cell by use of a special genetic regulator. Our ability to vary
the concentration of a target enzyme inside a cell has proved an important support tool for our chemists, as they can then confirm whether a
potent enzyme inhibitor stops the growth of bacteria by inhibiting the same enzyme. Our "Gene to Screen" technology allows our chemists to
select leads that have the correct mechanism, without the inhibition of other enzymes that could result in toxicity. This integrated approach has
been validated by our metalloenzyme program with Novartis to develop deformylase inhibitors. We are currently working with one additional
metalloenzyme target to build on this success in our novel molecules programs.

Diversified Library of Microbial Extracts

The facilities and staff of our research center in Italy are geared to the discovery of novel natural products with clinically useful properties,
especially those with antibiotic activity. Our high-throughput screening process consists of three basic steps:

generating a large number of structurally diverse natural product libraries;
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screening these extract libraries against specific biological targets to look for useful activity; and.

isolating and identifying the structure responsible for any interesting activity found.

The natural products we study are made by microbes found in the soil and other sources. Our scientists have internationally recognized
expertise in isolating rare and unusual genetically diverse soil microbes and have now accumulated a unique collection of about 50,000
microbes. Each of these microbes is capable of producing a unique mixture of natural products when grown in liquid media. Depending on the
media that they grow in, microbes can produce different mixtures of molecules. Concentrated extracts of these fermented media represent an
invaluable source of chemical structural diversity. Thus a library containing about 150,000 of these extracts has been created. New microbes and
extracts are continually being added to this collection.

Other scientists are skilled in identifying relevant biological targets and in creating screening tests that can to used to search this library.
Automated and miniaturized test systems are in place to assist in the management of the large number of samples to be handled.

When a positive hit is found with a screen, the next step requires special expertise in isolating and identifying the one molecule in the
mixture that is responsible for the activity of interest. Many natural products have complicated chemical structures and our scientists are skilled
at rapidly identifying the composition of these molecules. An important part of this process is to determine as early as possible whether the
active molecule is a new compound or has already been discovered. This process is referred to as dereplication and we have developed a
sophisticated system to rapidly address this problem.
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Once a new natural product has been identified, our research center in Italy has pilot plant facilities for scale-up and purification of larger

quantities of material. New molecules can be tested in in-vivo models at the center's vivarium and the efficacy and pharmacokinetics established.
As discussed above, chemists at both our research centers are capable of improving the properties of these natural products by selective
modification of the molecule; this is referred to as lead optimization.

Our research center in Italy has a long and rich history in the development of important antibiotics having been responsible for the
discovery of rifampin, teicoplanin, dalbavancin, ramoplanin and BI-Acne. Although natural products have found their widest use as antibiotics,
it is clear that they also represent a tremendous source of structural diversity for other therapeutic uses as well. We are currently involved in
exploiting this opportunity through collaborations with other companies.

Licensing Agreements
Eli Lilly

In May 1999, we entered into a license agreement with Eli Lilly to obtain an exclusive worldwide license for the development and
commercialization of anidulafungin. The license agreement provides for a number of payments from us to Eli Lilly, as follows: (i) an up-front
payment for the license; (ii) periodic milestone payments bearing on achieving certain goals related to intravenous and oral formulations;

(iii) payments during the period 2000 through 2002 for product inventory; and (iv) royalty payments based upon the net sales of the applicable
products. We have also granted to Eli Lilly an option to license the exclusive worldwide rights to any oral formulation of anidulafungin, which is
exercisable upon successful completion of Phase II clinical trials. If Eli Lilly exercises this option, Eli Lilly will pay us an up-front fee and
royalties based on net product sales, and will reimburse us for any milestone payments paid plus the value, on a cost-plus basis, of all prior
development expenses attributed to the development and commercialization of the oral formulation of anidulafungin.

Genome Therapeutics

In October 2001, we entered into a licensing agreement with Genome Therapeutics Corp. to grant to Genome Therapeutics the right to
develop and commercialize ramoplanin, one of our proprietary product candidates, in North America. Under the terms of the agreement,
Genome Therapeutics paid us an initial payment of $2.0 million. Thereafter, Genome Therapeutics will make further milestone payments to us
of up to an additional $8.0 million in a combination of cash and notes convertible into Genome Therapeutics stock. In addition to purchasing the
bulk material from us, Genome Therapeutics will fund the completion of clinical trials and pay us a royalty on product sales. The combined total
of bulk product sales and royalties is expected to be greater than 20% of Genome Therapeutics' net product sales. In return, Genome
Therapeutics has exclusive rights to develop and market oral ramoplanin in the USA and Canada. We retain the rights to market ramoplanin
outside these territories.
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Sales and Marketing

We intend to market and sell our proprietary products through a direct sales force in the United States and Canada and the UK, Germany,
Italy, France and Spain, also known as the "five major European markets". Because we are targeting the hospital market, we believe we can hire
a relatively small sales force which will be sufficient to provide full coverage. Our management has experience in building specialty
pharmaceutical sales forces. We expect to collaborate with other pharmaceutical companies to market our collaboration products in non-hospital
markets in the United States and Canada and the five major European markets, and in overseas markets.
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Manufacturing

In June 2001, we entered into a manufacturing, development and supply agreement with Abbott pursuant to which Abbott would
manufacture final formulation of anidulafungin. In August 2002, we agreed with Abbott to terminate this agreement. Eli Lilly has supplied us
with sufficient anidulafungin echinocandin-B nucleus to finish clinical trials and market the drug for several years. We currently obtain some
active ingredients from ChemSym Laboratories, a department of Eagle-Picher Technologies, L.L..C. The Aventis plant in Brindisi, Italy, will be
our initial manufacturing site for anidulafungin and dalbavancin, and subsequently, we intend to manufacture in our own manufacturing plant in
Pisticci, Italy, which is currently under construction.

Intellectual Property

The proprietary nature of, and protection for, our products, product candidates, processes and know-how are important to our business. We
seek patent protection in the United States and internationally for our product candidates and other technology. Our policy is to patent or
in-license the technology, inventions and improvements that we consider important to the development of our business. In addition, we use
license agreements to selectively convey to others rights to our own intellectual property. We also rely on trade secrets, know-how and
continuing innovation to develop and maintain our competitive position.

Based on available information as of December 31, 2002, we have four issued U.S. patents and nine U.S. patent applications. We have
acquired proprietary and exclusive rights worldwide to develop, make, use and sell anidulafungin in particular fields in connection with our
license agreement with Eli Lilly. This license agreement covers 14 U.S. patents, 12 U.S. patent applications, 71 foreign patents and 125 foreign
patent applications. Dalbavancin patents include three issued U.S. patents, two issued Canadian patents and several pending U.S. and Canadian
patent applications. Our collaborative agreement with Pharmacia with respect to the development of oxazolidinones includes two U.S. patents
and eleven U.S. patent applications. Our collaborative agreement with Novartis includes three U.S. patent applications.

The material patents included in our owned and licensed portfolio expire between 2008 and 2016. We expect to continue to protect our
proprietary technology with additional filings as appropriate.

Competition

We believe our products will face intense competition from both existing therapies and new generations of antibiotics and antifungals. We
expect to compete against existing therapies on the basis of greater potency, improved effectiveness and reduced toxicity. Several
pharmaceutical and biotechnology companies are actively engaged in research and development related to new generations of antibiotic and
antifungal products. We cannot predict the basis upon which we will compete with new products marketed by others. Many of our competitors
have substantially greater financial, operational, sales and marketing, and research and development resources than we have. Companies that
market or are known to be in active development of antibiotic or antifungal products in our target markets include Bristol-Myers Squibb Co.,
Schering-Plough Corp., Aventis S.A., Fujisawa Pharmaceutical Co. Limited, Janssen, a division of Johnson & Johnson Inc., J.B. Roerig, a
division of Pfizer Inc., Merck & Co. Inc., Cubist Pharmaceuticals Inc., Enzon, Gilead Sciences Inc. and InterMune.

Governmental Regulation and Product Approval

Regulation by governmental authorities in the United States and other countries is a significant factor in the manufact