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Access
believes that our drug delivery technology platiorms are
aliterentiated trom conventional erug delivery
systems in that they seek fo apply 2 disease-specilic approach to improve {he drug delivery process with
formulations fo significantly enhance the therapeutic erficacy and reduice toxicity of a broad spectrum of products.
The object of fargeted drug delivery is fo control and optimize the localized
release of the drug &t e targel site
and rapidly clear the non-largeted fraction. The major factors that impact the achisvement of this ultimate drug
delivery goal are the characlerstics of the drug and delivery system and the biclogical characteristics of
the disaase larget sites. The physical characteristics of the drug affect solubifty in biological systems,
Iis bioclstribution througnout the beay
and its interactions with the infended pharmacological targel sites and areas of undesired i%@mf;j\/ The biological
characteristics of the diseased area impact the ability of the drug fo selectively inferact

with the infended larget site fo allow the drug to epress fhe desired

pharmacological actuily,

This Annual Report was Designed by Jenece Austin
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Research and development expenditures 4,974 4,007 1,608 1,756

Cash and investments 20,126 25,809 869 1,487
Total assets 25,487 30,526 4,600 2,351
Shareholders equily 0,078 15,004 3,614 1,785
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Stf{a@t@gy in-license or acquire technology which has advanced through the initial research phase.

V@ﬁ@g Reduces the uncertainty and risks associated with basic scientific research.

gﬁ[ﬁ@ﬁ@@y Establish an organization with core scientific expertise and supplement this expertise with external advisors and consultants.

M ﬁ@ Enables us to fully utilize our resources and cost effectively develop product candidates.

Sﬁ{f@ﬁ@gy Utilize contract research organizations, external laboratories and contract manufacturers.

\W@ W&@ Reduces the investment necessary to establish extensive laboratory and manufacturing operations.

Business

Sﬁﬂ’@ﬁ@gy Utilize in-house expertise, external collaborators and partners for the development of product candidates.

@ﬂﬁ@@ Enables internal scientific capabilities to be focused on limited activities while advancing numerous development candidates.

Sﬁ[@fﬁ@@y Qut-license product opportunities to marketing partners for advanced clinical development and commercialization.

AM@ ﬁa Reduces the risk and financiaf resources required for product development and maximizes commercial opportunity.

Sﬁ[‘f@ﬁ@@y Develop a broadly based technology portfolio with diverse risk profiles.

M ﬂﬁ@ Company success is not reliant on one product or technology.
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Letter
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Dear

Sharenolaers:
e

&

—'Sbo I am pleased 10 report that 20071 was another year of significant progress for

Access, Our success comes despite the challenging environment confronted by our
Inaustry segment and the dificutiies experienced in the financial markets, both in general
and specifically as they relate to the emerging health care sector and as a result of the
fragic events oOf last September. Access has continued 1o achieve major milestones
placing us In a strong position to buld from the solid foundation which has been
established. This success has een achieved by our continued commitment to the
Implementation of the business strategy developed In 1896- 1997 .

Strategy

To this point, the Company has operated as a "semi-virtual' organization, with the
ntemal expertise being complemented by utiizing an extensive network of consultants
and external research organizations. Recently, 1T has become apparent that 1t is
necessary o refine this strategy to gain greater control of certain key development
functions and expand our organization and technology platform. Further influencing the
need for expansion is the necessity 1© atfract investment banking research coverage
and greater Institutional sharenolder ownership, both of which are dependent on the
Company's market capitalization.

Our recently announced acquisition of the targeted therapeutic group of Biotech
Australia, and the formation of Access Pharmaceuticals Australia Pty Limited, is a
significant step towards the creation of the critical mass, both in terms of technology
and sclentific expertise, necessary to vault the Company to the next tler of emerging
pharmaceutical companies. This acquisiion was ideal both in terms of the
complementary nature of the technology and the scientiic expertise within the group.
Access has developead significant experience in polymer therapeutics, nanoparticles and
nanoparticulate networks. The acquired technology enables Access 1o attach targetng
agents 1o the polymer currently being developed 10 make the delivery more specific t©
tumors which have upreguiated receptors for these agents. Additionally, vitamin
mediated oral transport of macromolecules presents a significant coportunity for

3




_etter Continued

enhanced and ampiified oral delvery of biclogicals and other drugs which cannot be
delivered orally using standard technology. The capabiity 1o conduct preclinical in vivo
studies at the Australien facility wil greatly bensfit our development capabilities, enabling
us 1o rapidly screen and identity preclinical development candidates and produce the
necessary data for regutatory fiings prior to commencing clinical development.

Fven after considerng the adjustments to our business stralegy 10 expand our
ntemal development activities, the Company's infrastructure wil not expand dramatically
and the operating expenses wil continue 10 be contained within a level significantly
oelow industry averages. Cost effective product develooment wil continue to be a
prioty management objective.

Major Milestone

The Company recently reached another important commercial and strategic
milestone with the launch of Zindacin® in the United Kingdem. This s the first product to
oe developsd, approved by a regulatory authority and commercialized as a result of the
mplementation of our business strategy. At the time when our ResDerm® technology
was out-icensed to Strakan, Lid., this Intelectual property was considered a non-
strategic asset whose development would not be intemally funded. ResiDemn® has not
competed for internal research funding and the externa product cevelopment of this
technology did not distract our intermnal scientffic focus, which has been the development
of the polymer platinate technology. This validates our corporate strategy and proves that
it Is possible for a smal crganization 0 advance numerous product developments
without losing internal scientific focus. Histarically, this has been a criticism of this type of
business strategy. Now that the ResDerm® technclogy has been proven effective in
man, it is anticipated that numerous addiional topical products can be developed from
this platform technology.

2001

Significant progress was made in 2007, which included the achievernent of the

following:

Approval of Aptheal®, amlexanox 5% peste, in the United Kingdom and inftiation
of the European mutual recognition regulaiory process.

Approval of Zindacin®, zinc and clindamycin complex for the treatment of acre,
in the United Kingdom and Initiation of the Eurcpean mutual recognition
reguUlatory process. Zindacin® was launched onto the United Kingdom market
in March 2002.

@ Expanded our polymer platinats program to Include a DACH platinum
development for colorectal cancer and developed the polymer platinate
chemistry to control drug release.

Published AP5280 polymer platinate precinical data at the AACR-NCI-ECRTC
annual meeting.

© Completed the Phase |l randomized clinical study of OraRinse™ for the
orevention and treatment of mucositis. Cptimized the formulation and met with
the FDA 1o establish the clinical development reguirements.
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Letter Continued

O Reported the Pnase Il data on a 400 patient OraDisc™ study and met with the
FDA 1o establisn requirements for an NDA fling,

O Licensed nanoparticle and nanoparticulate network technology from the
University of North Texas which was the subject of the front cover of the
November issue of Advanced Materials.

O Expanded the technology base and scientlfic expertise of the Company through
the acquisttion of the targeted therapeutic group of Biotech Australia,

Techology

Cur current technology portfolio places us in a leading postion in the advanced
targeted drug delivery and polymer therapeutic industry segments. We believe that from
this technology base 1t is possible to develop a market leading advanced drug delivery
company.

With the advancement of our product candidates in clinical development, and the
technology acguisition and licensing during 2001, the technology portfolio of the
Company is wel balanced. The portiolio is positionad 10 have four marketed products
oy vear-end 2003, with the potential for an addtional product approval yearly through
2007, Thereafter, the early phase technology curently in the research and early
development stage should generate the product candidates to be marketed in future
periods. Complementing this has been the intermal development of numerous
mucoadnesive technologies that could provide additional near-term lower margin
consumar products, which could generate near-term revenues 1o fund the development
of our exciing advanced delivery systems.

Although a lower priority for the Company, there is aso the potential to utilize our
bioerodible hydrogel, nanoparticles and nanoparticulate  networks  for non-
pharmaceutical applcations, Activites In this area will be conducted solely through
external collaborations from the research pnase through commercialization.

Clinical Development

Clinical development progress has been achieved with our three major product
candidates. The Phase | AP5280 program is almost complete and the Phase Il activiies
are being inifiated, This study took longer to complete than planned, as patients
tolerated dosing beyond the point that we had anticipated, coniirming the apility 1o
reduce the toxicity of platinum. The final Phase IIf study of OraDisc™ is scheduled to
commence N the second-quarter of 2002, It s anticipated that this study wil be
completed prior 10 year-end with & new drug application being submitted once the
study data is reported. The Initial clinical data generated for OraRinse™ confirmed the
ootentia for this technology to offer a disease management approach for the various
ohases of mucositis. The formulation has been optimized and the pivotal study for the
suomission of a product license application s scheduled to commence in the third-
guarter 2002.




Letter Continued

Scientific Focus

The Internd research and development focus of the Company is lmited to the
advancement of the cancer polymer therapeutics program in- conjunction with the
receptor targeting technclogy, the oral vitamin mediated delivery of compounds
incorporating the bioerodible finker technology and the nanoparticle technologies. By
focusing in these lmited areas, we believe that this wil result in the most rapid
acceleration in the development of our next generation of product candidates. Other
technologies within our portfolio wil be advanced In conjunction with strategic partners.

Licensing

Glven the advancement of the Companys product candidates we have
mplemented an aggressive out-licensing program. It has been our stated objective 10
out-icense our major programs prior 1o the need to fund expensive Pnase I programs,
nowever, at a development point where significant value has been added which wil be
reflected in a licensing agreement. During the upcoming 12 months, we plan to execute
numerous licensing agreements. For the major developments, global partners are our
preference and for the niche product opportunities, regional or country licenses will be
considered. In addition to product candidate licensing activities, we are commencing a
program 1o enter research collaborations to evaluate the potential 1o offer companies
drug delvery solutions for compounds that require Gelivery alteratives, Given our
extensive polymer delivery technology and our recently acquired oral transport
technclogy, significant opportunities exist for research collaborations which, If successiul,
would lead to licensing agreements.

Financing

As a result of the financings we conducted in 2000, and the business plan the
Company is pursuing, Access Is In an advantageous flexible financigl position. The
Company is not confronted with the need 1o raise equity finance at the current share
orice in these difficult inancing conditions where transactions are being priced at steep
discounts to the market price. In the absences of a significant strategic aliance, currently
avalable cash balances and anticipated revenues from the approved products should
enable us 1o fund operations through 2004, A major strategic aliance coutd not only
extend this date considerably but place us in a position 1o raise capial at attractive
orices and secure the endorsement of a major investment bank, This strong financial
oosition also provides us with the resources and fiexidlity 1o acauire synergistic
technologies.

Acquisitions

Access is a Compeany that has teen buit principally through technology acauisition
and ficensing. Over the past six years, four acguistions have been completed and
numerous technology licenses negotiated. This strategy has enabled the Company to
avoid the costly and uncertain discovery research phase.  We plan 1o continue this
pusiness direction with a limited discovery effort 1o optimize current technclogies. During
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the next twelve months, 1t Is not anticipated that additional acquisitions wil be made.
This will be a pericd where the recent acauisition wil be integrated Into our operations
and the technology synergies realized. However, If the opporunity arises where 1t is
possble to acquire technology which fits strategically with our portiolio, and which we
consider will ot be diutive 1o our shareholders, it wil be actively pursued,

Board of Directors

During 2001, the Board of Directors took the necessary step 1o protect sharehoider
interests by Instituting a sharehoiders rights plan. This action was not in response o any
approach made to the Company or any unsolicited offer, but in recognition of the
vunerebiity of the Company given our current market capitaiization. The Board of
Directors recognizes its fiduciary duty 1o shareholders 10 evaluate al alternatives o
maximize sharehoider value and wil take the appropriate and necessary actions.

During the past 12 months, the underpinnings of the financial markets have teen
shaken as a result of numerous accounting and management iregulariiies. Additionaly,
auestions have been raised as to the accuracy of some companies’ communications
with sharenclders, | would like to reassure all our shareholders that the financlal,
manageral and Board of Directors oversight systems are in place to ensure that al
financial results are appropriately stated and conform with all financial reporting
standards. Also, accurate and reliable communication with the public is & goveming
principle In our management of the Company. We firmly believe that we will ulimately
maximize shareholder valus by adopting the highest management and ethical standards
within the Company.

We believe that our extensive polymer technology incorporating the vitamin
mediated targeted delivery systems offers the potential for significant improvement in the
delivery of numerous therapeutic agents, creating a new dimension in drug defivery, By
aggressively Implementing our business strategy and advancing the development of this
technology, shareholder value will be maximized.

| would lke fo thank you, our sharenoloers, for your patience and loyalty as we
continue 1o successiuly execute our strategic business plan. | would dso lke to thank
our key partners and employess for therr hard work and dedication. | look forward 1o
communicating with you as Access continues 10 achieve our goals and objectives for
2002.

Ay TFT 5,

Kerry P. Gray &
President & CEO




Technology Portiolio

Mearketsd Procucts

Aphthasol® - Amlexanox 5% Paste

Zindaclin® - Zinc Clindamyein Gel

AP5280 - Polymer Platinate

OraDisc™ - Amlexanox 2mg Disc

OraRinse™ - Mucositis Technolegy

Tecinelegy Platiorms

Vitamin Mediated Targeted Delivery -
Cancer

Vitamin Mediated Targeted Delivery -
Oral

Bioerodible Hydrogel Delivery

Nanoparticle Network Delivery




 Marketed Products

Aphthasol® - Amlexanox 5% Paste

Recently conducted research indicates that there is a significant
patient population of canker sore sufferers visiting both dentist
and family practiioners that are candidates for Aphthasol®. This
research suggests that in the dental office alone there are in
excess of 8 milion patient consultations annually, with 35
percent of dentists seeing more than 10 patients per month,
Importantly, in 85 percent of the cases, the condition is brought
to the attention of the dentist by the patlent. This suggests that
a patient awareness campaign could be very effective In
expanding product usage.

Compared with other products used to freat this condition,
including local anesthetics, Aphtnasol® is considered to be
more effective. Aphthous ulcer sufferers who have experience
using the product, recognize the benefit of initiating therapy at
the first sign of the disease. A dlinical study conducted in
Northem reland confirms this finding, showing that there was a
62% reduction in the formation of an ulcer, if Aphthasol® is
appled at the first sign or symptom of the condition, Also, in
patients treated at this prodromal chase that subsescuently
developed an ucer; there was a reduction in healing time by 4
days, a reduction in the maximum ulcer size by 84%, the
maximum pain score by 69% and the extent of pain suffered by
85% compared to Uicers eft untreated in these patients.

Given the positive market research data and the research
findings, It is considerad that the implementation of an effective
marketing program directed to both consumers and dentists
can significantly expand product usage. Plans are underway to
mare effectively market the product in the United States where it
is anticipated that the pronosed actions wil begin to expand
usage in the second-half of 2002.

During 2001, approval was granted for the marketing of
amlexanox 5% paste in the United Kingdom. The product will be
marketed under the trade name Aptheal®. Recelpt of approval
in the United Kingdom is the first step towards achieving
approval throughout Europe under the mutual recognition
procedure. t is anticipated that marketing of Aptheal® wil
commence in the second-half of 2002, with the major
European launches occurring in 2003, Market research
conducted in Europe, which is supported by the medical
Iterature, indicates that there is a significant market opportunity
in a market where there currently is no effective product,

With the expansion of marketing activities throughout Europe,
and the implementation of a revised marketing Initiative in the
United States, revenues from amiexanox 5% paste are
projected to expand significantly over the next 18 months.

Zindaclin® - Zinc Clindamyein Gel

Zindacin® is the first product developed and marksted which
utlizes our ResiDerm® topical delvery tfechnology. This product
has been approved as a once daly treatment for acne. In
February 1998, Access licensed the exclusive warldwide rignts
for the manufacturing, sales and marketing of the ResDem®
technology to Strakan Lid. Under the terms of the license
agreement, Strakan has agreed to fund the development of
products Utilizing this techinclogy, with the companies to jointly
share In licensing revenues and Access 10 be paid a royalty on
worndwide product sales,

The ResiDerm® technology utiizes zinc ions to formulate topical
products to enhance the penetration of the drug into the skin
and allow for the retention of the drug In the skin, creating a
‘reservorr effect.”

This "reservorr effect” Is defined as an enhancement of the skin
or membrane's ability to both absorb and retain pharmacalogical
agents, that is:

© 10 Increass skin or membranes residence tme;
O to decrease drug transit ime: and
@ to reduce transdermmal flux.

The clinical studies conducted by Strakan confirmed the
benefits of this technology appreach. Systemic absorption of
cindamycin in Zindaclin® compared to the market leading
product was reduced by 30 percent, importantly Zindacin® wil
be administered at half this dose. The clinical studies also
confirmed that once-dally dosing was eguivalent to the market
leading clindamycin product which requires twice per day
application.

Strakan launched Zindacin® into the United Kingdom market in
March 2002, utlizing its 88 member field force, which is one of
the largest promoting dermatological products. The process 1o
achieve marketing autnorization for Zindacin®  throughout
Eurone has been intiated and we anticipate the first country
approvals by the end of 2002.

Healthpoint, Ltd., is the United States licensing partner for
Zndacin® and the ResDerm® technology. Additional clinical
data is required prior to the fiing of a new drug application in the
United States for which studies are currently being initiated.

With the roll-out of product launches throughout Europe over
the next 18 months and the execution of icensing agreements,
Access anticipates receiving increasing revenues from this
project.
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()= Clricel Development: Cencldatss

AP5280 - Polymer Platinate

Currently, platinum compounds are one of the largest seling
categorfes of chemotherapeutic agents, with annua sales I
excess of $800 milion. As is the case with all chemotherapeutic
drugs, the use of such compounds are associated with serious
systemic side effects. The drug delivery goal, therefore, is 1o
enhance delivery of the drug to the tumor and minimize the
amount of drug affecting normal argans in the bodly.

APS280 is a chemotherapeutic agent that, we balieve, has the
potential t© have significantly superior effectivenass in treating
numerous cancers, compared to platinum  compounds
curently in use, Our patented AP5280 product seeks to
achieve this goal by attaching a large polvmer 1o a smal
platinum molecule. This method exploits the usually leaky or
hyperpermeabie nature of the cels that line the walls of blood
vessels that feed tumors by alowing the large APS280
moleculs to enter the tumor in preference to other tissue, which
do not have leaky or hyperpermeable blood vessels. In addiion,
ine ymphatic drainage system of tumors is not wel developed,
30 the drug gets trapped In the tumor. This dual effect is called
enhanced permeabilty and retention, or EPR. In addfion, the
polymer is designed 1o shield the platinum from interactions with
nommal cells whie the drug crculates within the bodly, theraby
reducing toxicity.
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Curing 2001, the clinical development of APS280 has
advanced with the maximum tolerated dose being sstablished
in the Phase | ¢linical study, The abiity io significantly increase
the dose relative to the marketed platinum products has been
confirmed in the Phese | siudy. Plans are being finalized to
commence the Pnase IF program.

Additional preclinical data on AP5280 was generated, which
provides evidence that increased amounts of platinum are being
celvered 1o the molecular target comparad with conventional
platinum therapy. For platinum therapy 1o be eifective, the
platinum must interact with the turnor DNA 1o inhibit replication of
the tumor calls. In the preclinical study, when dosed at the
maximum tolerated dose, tumor DNA adducts, platinum
associated with the DNA, were In excess of 11 times greater
using AP5280 compared with carboplatin, the rmarket leading
platinum product,

Also, during 2001, an extensive research program was
conducted to determine the optimal polymer, linker and
chelating agent for the DACH form of platinum.

This program has led 1o the selection of AP5346 as the lead
product candidate to enter precinical development, Data on
another DACH polymer platinate analogue AP5286 has
previously been reported, APS348 has demonstrated superior
actMty in preclinical models which was the primary selection
criteria.

We currently plan to complete the preciinical development of
APS346 and commence Phase | clinical testing in the third-
querter 2002. This product wil be developed for colorecial
cancer where oxaliplating a DACH platinum, is currently bsing
successiully marksted in Europe.

Our polymer platinum program is being further extended o
iNcluds the evaluation of additional platinums, including DAMCH
platinum. The various platinum dertvatives have different activity
profles which potentialy enables the development of a farmily of
polymer platinum compounds for specific cancer tyoes. Wih
future developments, the receptor targeting technology that we
recently acauired wil be incorporated in the potential product
candidates,




Advenced - Clinical Devslopment Candidatss cont.

OraRinse™ " - Mucositis Technology

In July 2001, we announced results from our Phase !
randomized clinical study of CraRinse™ for the prevenion
and freatment of mucositis. The data developed confimns
that our mucoadhesive liguid technalogy could te a platform
technology and apoears 0 represent an  important
advancement in the management and prevention of
mucositis, The data have been retrospeciively compared with
two historical patient databases o evaluate the potental
advantages that this technology may represent in the
prevention, treatment and management of mucositis. A
refrospecive analysis was conducied as there was nc "best
avallable care" arm of the study. Given the positive
comments received from the investigators, it was considered
that this analysis would provide meaningful irput to guide the
gdevelopment  program.  Thne  patient  evaluation  was
conducted using the oral mucostts assessment scale, which
quantifies the disease severty on a scae of 0-5. Kay
Righlights of the comparisor with the historical patient
databases are as iclows;

the average severtty Of the disease was reduced by
approximately 40%;

the maximurn infensity of the mucasitis was
approximately 35% lower; anc

the median peak intensity was approximately 50%
lowver,

Folowing the completion of the Phase I study, we
conducted additional formulation development work 1o
oplimize the technology prior © advancing clinical
develooment. The topica application of the mucoadhssive
technology was tested for its apiity to atenuate the course
of radiation-induced oral mucosiis in an estatlished hamster
model. In this model, the severnty of the mucasiiis is graded
on a scae of 0-5 with 1 representing erythemia, 3 being
formation of ulcers In cne or more places and & indicating
ulceration of virtually the entire area. The results were as
folows:

29% of the anmals did not register & score above 1 for
the duration of the siudy;

43% of the animals did not register a score of above 2
compared 1© 100% of the animals treated with salne
reporing scores of 3 and gbove; ano

compared t© anmals treated with saling, there was a
65% reduction in the number of days when animals
presented with Uicerative mucositis.

A meeting has been conducted with the FDA to determing
the most expediious way to advance our mucostis clinical
development program. It is anticioated ihat the pivatal clinical
study wil commence in the third-quarter 2002. This study wil
be conducted at approximately 25-30 centers in the United
States, enroling 200 patients.
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OraDisc " - 2mo Amiexanox Disc

The CraDisc™ formulation is an improved delivery vehicle for the
oral delivery of amiexanox which potentialy overcomess the
difficutties encountered in using conventional paste and gel
formulations for conditions In the mouth. These products are
dificult 1o apply and keep in place over ime. The mucoadhesive
disc adneres to the canker sore and slowly ercdes over time,
ocally releasing amlexanox at the site of the canker sore.
Utlizing this technology, we anticipate that higher drug
concentrations will be achieved at the disease site increasing
the eifectiveness ¢f the product.

In 20071, the results of our inital Phase Il study were reported,
confirming the effectivenass of the product. In the study, three
groups were evaluated, approximately 160 patients were
freated with active CraDisc™ whie 160 patients received a
placebo disc and 80 patients received no treatment. Compared
with both the placebo and no treatment groups, the primary
clinical endpoint which evaluated complete healing on day 5
was achieved, with accelerated healing with OraDisc™ being
stafistically significant,

Prior to inidating the firal Phase Il study, and the submission of a
new drug appication, Access has evaluated altemative disc
technologies to ensure that the final product can be
manufactured efficiently and that the process can be scaled for
commercial production. This evaluation has been concluded
and the clinical trial materials have been produced at & contract
manufacturing location which could be the source of the
commercial product,

A mesting has besn conducted with the FDA 1o determine the
clinical study reguirements to fle a new drug appiication. A 700
patient clinical study, with three groups, active treatment,
placebo and ro treatment, wil be recuired prior o fiing for
product approval. This study is schedued to commence n the
second-guarter 2002 and be completed prior to year-end, YWe
plan t© submit the new drug application as soon as the clinical
trial report is completed.

It is anticipaied that the ful-market potential for amlexanox for the
treatment of canker soras wil only be realized when CraDisc™
is approved as an over-the-counter product, not requinng a
prescriptior, The timing of achieving this objective is curently
being evaluated, considering the regulatory reguirements and
the most advantageous way 1o develop the commercial
potential. Establishing a solid base of professional endorsement
for the use of amlexanox for the treatment of canker sores is
considered an important component of an overall consumar
marketing strategy.
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Bioerodible Hydrogel Delivery

Our bicerodible hydrogel technology is one of our priority intemal
development focuses. Our sclentists have developed a novel
series of bicercdible hydrogels which have the potentia to be
utized in a number of drug delivery applications, as wel as
several non-pharmaceutical applications. Hydrogels are very
large molecules with complex three-dimensional structures
capable of storing efther smal molecule drugs or much larger
peptide and protein thergpeutics. These madlecules are stored
within the matrix of the hydrogel.

Most hydrogels are not bicerodible, therefore, they deliver therr
payload of drug by diffusion of these maolecules through the
interconnecting chambers of the hydrogel. Once al of the drug
has been delivered, non-biceroditle hydrogels remain in the
body, unless surgically removed, as they cannot be broken
down and eliminated.

By comparison, our hydroge! possess bioerodible linking groups
with well-defined rates of degradation in biclogical systems, and
therefore releases its payload of drugs by both diffusion and
erosion of the hydrogel matrix. By selecting linkers with
appropriate degradation rates, much greater control of drug
release rates can be achieved. Once the drug has been
released, erosion of the hydrogel continues until no solid
hydrogel remains, eliminating the need to use an additional
procedure 10 remove the drug delivery device. The hydrogel
erodes to form much smaller water-soluble fractions which are
readily gliminated rom the body.

A number of possible drug delivery systems can be developed
using the Access bicerodible hydroge! technology, ranging from
nanoparticles for intravenous administration, to larger devices
which may be implanted, wound packaging materials,
medicated and non-medicated for decubitus and vascular
ulcers, medicated fims and gels for topical applications,
dressings for bum and skin donor sites.

Our bicerodible hydrogel technology has the following
properties;

contains a network polymer that swells in water;

I has cleavable bonds in a linear polymer backibons;
treakdown occurs in a biclogical or agueous environment;
controled degradation rates ranging from hours to months
can be achieved; and

offers the abillity to contral drug Incorporation and release by
the cholce of polymer, crossink and link degradation rate.

B POBGD
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Nanoparticle Network Delivery

Cur nanoparticle network delivery system involves first producing
environmentally responsive hydrogel nancparticles and then
bonding them togsther resuliing in a new class of gels with two
levels of engineered structural difference: the primary network
and the secondary network. The primary network is composed
of nanoparticles formed of crosslinked polymer chains that
absorb a large fraction of water, A secondary network links
these nanogels together In an extended lattice.  Utlizing these
unigue properties in combination with our proprietary bicerodiole
crosslinking technology, nanoparticle networks could be used 1o
entrap, stablize and deliver small and/or very large active
compounds at predictable and controllable rates. The
processes 1o produce nanoparticles and networks  are
conducted in the absence of any organic solvents, thus
minimizing any deleterious effects on the active compound
during fis entrapment. These novel properties and innocuous
manufacturing and processing conditions will enhance the
versatiity of polymer gel nanoparticle networks as potential
controlled drug delivery carmers,

In addition, such nanostructured gels have new and unique
properties that are not typically inherent with conventional gels.
These properties include a high surface area and the abilty o
be easily combined together, If desired, 1o vield heterogeneous
networks of diversiied physical and chemical properties. One
pharmaceutical application of interest is targeted oral drug
delivery. Nanoparticle networks can be engineered 1o fall apart
at a contralled rate releasing individual nanoparticles in a specific
environment, e.g. low pH. This degradation can release trapped
large molecules or free nanoparticles containing active drugs.
The individual nancparticles can te "programmed” to degrade at
independent rates alowing protection of actives and appropriate
dispersion. Targsting agents such as vitaming, chemically or
physicaly attached 1o the nanoparticle surfaces, can be used to
alow active transport of nanopeariicles across the gut whie
protecting therapeutics for subseguent release.

Qur overal research and development efforts are focused on
creating opportunities in the use of this technology for controlled
drug delivery for a varsty of indications. Other non-
pharmaceutical applications in areas such as optical and
colorimetric sensors, integrated circuit lithography, optical
displays, and environmental clean-up agents, may be explored
through callaborations with other organizations.
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Tecnnology Pletforms cort.
Vitamin Mediated Targeted Delivery - Oral

Cral delivary s the preferred method of administration of drugs
where efther fong-tenm or daly use is required. However, many
thergpsutics, including peptide and protein drugs, are poorly
absorbed or unstable when given orally, With more and mors
peptide and protein based biopharmaceuticas entering the
mearket, there is an increasing resd o develop an effective oral
delivery system for them, as wel as for long-standing injected
drugs such &s Insuiin,

The dificuty in administering proteins ordly is their susceptility
to degradation by digestive enzymes, ther inability to cross the
intestinal wall and their rapid excretion by the boady, Over the
years, many difierent methodologies for making protein drugs
avalaeble craly have been attempted. Most of the oral protein
delivery technologies involve protecting the protein from
degradation in the intestine. More recently, strategies have been
developed which invalve attaching the protein to a molecule
which transports the protein across the gut wall. However, the
field of oral drug dalivery of proteins and peptides has yet to
achieve successful commerclalization of a product {although
posiive resulis have been achieved n early clinical tals for
some products under devaloprment).

Our oral delvery technology utlizes the body's naiural vitamin
B12 (VB12) transport systen in the gut. Our sciantists
discovered that V312 wil stil be transporied by this process
even when drugs, macromolecules, or nanopariicies are
coupled 10 VB12. Thus VB12 senes as a carrer 1o transfer
these materials from the intestinal lumen to the bloodstream. For
drugs and macromclecules which are stable In the gastro-
Instestinal tract, the drug or macromolecule can be coupled
directly or via a linker to VB12. f the capacity of the VB12
fransport system s inadeguate t© provide an sffective tlood
concentration of the active, transport can be amplified by
attaching many moleculss of the drug to a polymer, to which
VB12 is also attached. For drugs which are unstable in the
stomach, but stable in the intestingl tract, the VB12 conjugate
can be incorporated N an enteric-coated capsule. A further
option, especialy for drugs and macromolecules which are
unstable in the intestine, is to formulate the drug in a
nanoparticle which is then coated with VB12., Once in the
ploodstream, the active is released by diffusion and/or erosion
of the nanoparticle. Utlization of nanoparticles also serves 0
"amplify" delivery by transporting many molecules at one time
due 1o the relatively large volume of a nanoparticle.

Qur proprietary position in this technology involves  the
conjugation of vitamin B12 1o a polymer to which is also
attached the drug 1o be delivered, or attached to a nanoparticle
in which the drug is incorporated. However, In situations when a
simple conugate mignt be prefered of one molecule of the
vitamin with one drug mclecule, our patenis also encompass
these VB12-arug conjugates.

Vitamin Mediated Targeted Delivery - Cancer

Our technology utiizes the fact that in many diseases where
there is rapid growth and/or cell division, the demand for certain
vitamins increases. By coupling the drug 0 an aporopriate
vitamin, the vitamnin serves as a carier 1o increase the amount
of drug at the disease site relative to its normal distribution.

The drawbacks of current chemotherapsautic treatments, which
inciude tumor resistance, cancer relapse and toxicity from
severe damage 1o healiny tissues, has fusled a scientfic quest
for novel treatments that are specifically targeted to malignant
oels, thus reducing damage to coliateral tissues.

The design of targeted therapeutics involves explofing the
difference bstwesen the structure and function of malignant cells
compared with normal celis, Differences include the increased
levels of surface receptors on cancer cells, which makes them
more sensiiive 1o Treatment regimes that target these suriaces
molecules and differences in blood supoly within and around
tumor compared with normal tissue,

Two basic types of targeting approaches are uthized, passive
tumor targeting and active tumor targeting,

© passive tumor targeting involves transporting anti-cancer
agents through the bloodstream to tumor cells using a
'carrer' macromoleculs. Different carler macro-molecules
are being investigated as each provides advantages
such as specificity and protection of the anti-cancer drug
from degradation due to therr struciture, size and
particular interactions with tumor cells,

@ active tumor targeting Involves attaching a receptor
maolecuie to the anticancer drug 0 create a new
targeted” agent that wil actively seek a complementary
surface molecule to which i binds. The theory is that
targeting the anti-cancer agent to the affected cells
should allow more of the anti-cancer drug to enter the
tumor cell thus amplifying the response to the treatment
and reducing the toxic effect on normal tissue, The
Access technology combinas the amplification effects of
macromolecular transport with active targeting.

Exemples of active targeting fragments include antibodies,
growth factors and vitaming. Our scientists have  specifically
focused on using vitamin B12 and folate to more effectively
target anti-cancer drugs to solid tumors.

It has been known for some time ihat vitamin 812 and folic acid
are essentlal for tumor growth and as a result, receplors for
these vitaming are up-regulated in certain tumors. Vilamin B12
recepior over-expression oocurs in breast, lung leukemic cels,
mphoma cells, bone, thyroid, colon, prostate and brain
cancers and some other tumor lines, while folate receptor over-
expression occurs In breast, lung, ovarian, endomsaterial, rend,
colon and brain tumaors,
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This annual report contains certain statements that are forward-looking and that involve risks and
uncertainties, including but not limited to the uncertainties associated with research and development
activities, clinical trials, the integration of acquired companies and technologies, the timing of
regulatory approval, the ability to raise additional capital, dependence on others,
collaborations, the timing and receipt of licensing revenues, the future success of the Company's
amlexanox and polymer platinate programs, future cash flow and other risks detailed in
our Annual Report on Form 10-K for the year ended December 37, 2007.
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Management's Discussion and Analysis of Financial Condition and Results of Opsrations

Overview

We are an emerging pharmaceutical company focused
on developing both novel low development risk product
candidates and technologies with longer-term major
product opportunities. We are a Delaware corporation in
the development stage.

Together with our subsidiaries, we have proprietary
patents or rights to seven drug delivery technology
platforms: synthetic polymer targeted delivery, vitamin
mediated targeted delivery (including oral), bioerodible
hydrogel technology, nanoparticles and nanoparticle
networks, ResiDerm® topical delivery, carbohydrate
targeting technology and agents for the prevention and
treatment of viral disease, including HIV. In addition, our
partner, GlaxoSmithKline, is marketing in the United
States our jointly developed drug - Aphthasol®, the first
FDA approved product for the treatment of canker
sores. We have licensed certain rights for the use of
amlexanox in additional indications from GlaxoSmithKline
for numerous markets including the worldwide rights for
mucositis and other products excluding the U.S. We are
developing new formulations and delivery forms to
evaluate amlexanox in additional clinical indications,
including mucoadhesive disc delivery and mucoadhesive
liquid delivery.

Since our inception, we have devoted our resources
primarily to fund our research and development
programs. We have been unprofitable since inception
and to date have received limited revenues from the sale
of products. We cannot assure you that we will be able
to generate sufficient product revenues to attain
profitability on a sustained basis or at all. We expect to
incur losses for the next several years as we continue to
invest in product research and development, preclinical
studies, clinical trials and regulatory compliance. As of
December 31, 2001, our accumulated deficit was
$37,908,000, of which $8,894,000 was the result of the
write-off of excess purchase price.

Results of Operations

Comparison of Years Ended December 31, 2001 and
2000

Our revenue in 2001 was $243,000, as compared to
revenue of $107,000 in 2000, an increase of $136,000.
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We recognize licensing revenue over the period of the
performance obligation under our licensing agreements.
Licensing revenue recognized in 2001 was from several
agreements, including agreements related to various
amliexanox projects and ResiDerm® whereas the
licensing revenue that we recognized in 2000 was only
from amlexanox projects.

Our total research spending for the year ended December
31, 2001 was $4,174,000, as compared to $4,007,000 in
2000, an increase of $167,000. The increase in expenses
was the result of:

o higher salary and salary related expenses due to
additional staff ($461,000);

° higher development and clinical development costs
for our polymer platinate project ($195,000);

° higher clinical development costs ($102,000) for
amlexanox development projects for the cream and
gel formulations;

o higher internal lab costs due to the additional staff
and projects ($52,000); and

o other net increases ($6,000).

These increases were offset by:

@ Jower clinical development costs for the following
amlexanox projects: OraDisc™  ($491,000) and
OraRinse™ ($80,000); and

° lower moving and recruiting expenses for scientific
personnel ($78,000).

We expect our research spending to increase and remain
higher than it has been in prior years as we intend to hire
additional scientific and clinical staff, commence additional
clinical trals and accelerate preclinical development
activities as we continue to develop our product
candidates.

Our total general and administrative expenses were
$1,959,000 for 2001 and $1,736,000 in 2000. Our general
and administrative expenses increased $223,000 in 2001
due to:

o higher patent and license expenses ($118,000);
o higher shareholder expenses ($95,000);

o executive search fee ($30,000):;

©  higher rent expenses ($19,000); and
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o other net increases ($4,000).

These increases were offset by lower foreign tax expense
($43,000).

Depreciation and amortization was $418,000 in 2001 as
compared to $422,000 in 2000, a decrease of $4,000.

Our loss from operations in 2001 was $6,308,000 as
compared to a loss of $6,058,000 in 2000.

Qur interest and miscellaneous income was $1,451,000
for 2001 as compared to $922,000 for 2000, an increase
of $479,000. The increase in interest income ($403,000)
was due to higher net cash balances in 2001 resulting
from our private placements of common stock and our
convertible note offering in the second half of 2000. The
increase in miscellaneous income ($76,000) was due
entirely to a seftlement in 2002 of a dispute with a vendor.

Interest expense was $1,170,000 for 2001 as compared
to $342,000 for the same pericd in 2000, an increase of
$828,000. The increase in interest expense was due to
interest on the $13.5 million convertible notes issued in
September 2000 and amortization of debt issuance costs.

Net loss for 2001 was $6,027,000, or a $0.47 basic and
diluted loss per common share compared with a loss of
$5,428,000, or a $0.49 basic and diluted loss per
common share, for 2000.

Comparison of Years Ended December 31, 2000 and
19399

Our revenue in 2000 was $107,000, as compared to
revenue of $15,000 in 1999, an increase of $92,000. We
recognize licensing revenue over the period of the
performance obligation under our licensing agreements.
Licensing revenue recognized in 2000 was from several
amlexanox agreements. Revenues in 1999 were for an
option payment on our carbohydrate polymer
technology as applied to the field of selectively
replicating viruses.

Our total research spending for the year ended December
31, 2000 was $4,007,000, as compared to $1,608,000 in

1999, an increase of $2,399,000. The increase In
expenses was the result of;
o higher clinica  development and  product

development costs for the following amlexanox
projects: OraDisc™ ($792,000), CraRinse™ ;
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o ($497,000), amlexanox cream and

amlexanox gel ($113,000);

($159,000)

o higher external development costs for our polymer
platinate project ($376,000);

o higher salary and salary related expenses due to
additional staff ($223,000);

o higher development costs for our hydrogel project
($72,000);

o additional travel expenses ($52,000);

°  moving expenses for scientific personal  ($56,000);

and
o recruitment expenses ($59,000).
Our total general and administrative expenses were

$1,736,000 for 2000 and $1,471,000 in 1999. Our general
and administrative expenses increased in 2000 due to:

o higher salary and bonus expenses ($307,000);
o higher legal and accounting expenses ($107,000);

o higher listing fees due to our listing on the American
Stock Exchange ($49,000);

o foreign taxes paid on
($43,000);

o |ease expenses for office rent, office equipment and
computers and office and equipment maintenance
($41,000); and

°  other net increases ($22,000).

licensing fees received

These increases were offset by:

° a reduction in warrant costs ($249,000) due to
fewer warrants granted to consultants in 2000; and

o lower patent expenses ($55,000).

Depreciation and amortization was $422,000 in 2000 as
compared to $285,000 in 1999, an increase of $137,000.
The increase in amortization was due to:

o additional amortization of goodwill of $143,000
recorded in 2000 versus 1999 as a result of the
acquisition of Virologix Corporation in July 1999;
and

o additional amortization of licenses totaling $58,000
due to additional licenses purchased and a full
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twelve months amortization in 2000 of the licenses
acquired in 1999,

These increases were offset by lower depreciation
($64,000), reflecting that a number of our major assets
have been fully depreciated.

Our loss from operations in 2000 was $6,058,000 as
compared to aloss of $3,349,000 in 1999.

Our interest and miscellaneous income was $372,000 for
2000 as compared to $53,000 for 1999, an increase of
$919,000. The increase in interest income was due to
higher cash balances in 2000 resulting from our private
placements of common stock and our convertible note
offering in 2000.

Interest expense was $342,000 for 2000 as compared to
$12,000 for the same period in 1999, an increase of
$330,000. The increase in interest expense is due to
interest accrued on the $13.5 million convertible notes
issued in September 2000 and amortization of debt
issuance costs.

Our net loss for 2000 was $5,428,000, or a $0.49 basic
and diluted loss per common share, compared with a loss
of $3,308,000, or a $0.72 basic and diluted loss per
common share for 1999.

Liguidity and Capital Resources

We have funded our operations primarily through private
sales of common stock and convertible notes and our
principal source of liquidity is cash and cash equivalents.
Contract research payments, licensing fees and
milestone payments from corporate alliances and
mergers have also provided funding for operations. As of
December 31, 2001 our cash and cash equivalents were
$20,126,000 and our working capital was $18,519,000.
Our working capital at December 31, 2001 represented
a decrease of $5,878,000 as compared to our working
capital as of December 31, 2000 of $24,397,000. This
decrease was due to our overall operating expenses and
the interest on the $13.5 million convertible notes.

We have incurred negative cash flows from operations
since inception, and have expended, and expect to
continue to expend in the future, substantial funds to
complete our planned product development efforts.
Since inception, our expenses have significantly
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exceeded revenues, resulting in an accumulated deficit
as of December 31, 2001 of $37,808,000. We expect
that our existing capital resources will be adequate to
fund our current level of operations through June 2004.
We cannot assure you that we will ever be able to
generate product revenue or achieve or sustain
profitability.

We will expend substantial funds to conduct research
and development programs, preclinical studies and
clinical trials of potential products, including research
and development with respect to our newly acquired
and developed technology. Our future capital
requirements and adequacy of available funds will
depend on many factors, including:

o the successful commercialization of amlexanox
and Zindaclin®:

° the ability to establish and maintain collaborative
arrangements with corporate partners for the
research, development and commercialization of
products;

o the successful integration of our newly created
subsidiary, Access Pharmaceuticals Australia Pty.
Limited;

o continued scientific progress in our research and
development programs;

o the magnitude, scope and results of preclinical
testing and clinical trials;

o the costs involved in filing, prosecuting and
enforcing patent claims;

o competing technological developments;
o the cost of manufacturing and scale-up;

o the ability to establish and maintain effective
commercialization arrangements and activities;
and

o successful regulatory filings.

At December 31, 2001, we had invested in the following
projects approximately $7,281,000 for Polymer Platinate
(AP 5280), $2,540,000 for OraDisc™ and $1,175,000 for
OraRinse™ and Mucoadhesive Liquid Technology. We
discussed in our Annual Report on Form 10-K for the
year ended December 31, 2001, or Form 10-K, in Part
1, the status of each project, the efforts and timing that
are necessary for the next step of each project and risks
associated with our developments. We cannot at this
time reasonably estimate the cost to complete each
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project due to uncertainties in the development process
as discussed in Risk Factors in Form 10-K, Part 1.

We plan to continue our policy of investing available
funds in certificates of deposit, money market funds,
government securities and investment-grade, interest-
bearing securities, none of which matures in more than
two years. We do not invest in derivative financial
instruments, as defined by Statement of Financial
Accounting Standards No. 133 and 138.

Critical Accounting Policies

The preparation of our financial statements in conformity
with accounting principles generally accepted in the United
State of America requires us to make estimates and
assumptions that affect the reported amounts of assets
and liabilities, disclosure of contingent assets and liabilities
at the date of the financial statements and the reported
amount of revenues and expenses during the reported
pericd. In applying our accounting principles, we must
often make individual estimates and assumptions
regarding expected outcomes or uncertainties. As you
might expect, the actual results or outcomes are generally
different than the estimated or assumed amounts. These
differences are wusualy minor and are included in our
consolidated financial statements as soon as they are
known. QOur estimates, judgments and assumptions are
continually evaluated based on available information and
experience. Because of the use of estimates inherent in
the financial reporting process, actual results could differ
from those estimates.

We periodically review the carrying value of our goodwill
and other intangble assets when events and
circumstances warrant such a review. One of the methods
used for this review is performed using estimates of future
cash flows. If the carrying value of our goodwill or other
intangible assets are considered impaired, an impairment
charge is recorded for the amount by which the carrying
value of the goodwill or other intangible assets exceeds its
fair value. We believe that the estimates of future cash
flows and fair value are reasonable. Changes in estimates
of such cash flows and fair value, however, could affect the
calculation.

Based on an assessment of our accounting policies and
underlying judgments and uncertainties affecting the
application of those policies, we believe that our
consolidated financial statements provide a meaningful
and fair perspective of us. We do not suggest that other
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general factors, such as those discussed elsewhere in this
report, could not adversely impact our consolidated
financial position, resuits of operations or cash flows.

New Accounting Pronouncements

In July 2001, the Financial Accounting Standards Board
issued Statement of Financial Accounting Standard No.
141, “Business Combination” (FAS 141) and Statement
of Financial Accounting Standard No. 142, “Goodwill
and Other Intangible Assets” (FAS 142). FAS 141
eliminates the pooling-of-interests method of accounting
for business combinations except for qualifying business
combinations that were initiated prior to July 1,
2001. FAS 141 further clarifies the criteria to recognize
intangible assets separately from goodwill. The
requirements of FAS 141 are effective for any business
combination accounted for by the purchase method that
is completed after June 30, 2001. Under FAS 142,
goodwill and indefinite-lived intangible assets are no
longer amortized but are reviewed annually (or more
frequently if impairment indicators arise) for
impairment. Separable intangible assets that are not
deemed to have an indefinite life will continue to be
amortized over their useful lives. Goodwill recognized
prior to July 1, 2001 is required to be amortized through
December 31, 2001.

We do not believe that the adoption of FAS 141 will have
any material impact on our financial position or results of
operations. When we adopt FAS 142 in January 2002,
annual and quarterly goodwill amortization of $246,000
and $61,500 will no longer be recognized. In 2002, we
will complete a transitional fair value based impairment
test of goodwill. Impairment losses, if any, resulting from
transitional testing will be recognized.




Gonsolidated Balance Sheets - December 31,

ASSETS 2001 2000
Current assets
Cash and cash equivalents $ 7,426,000 8,415,000
Short term investments, at cost 12,700,000 17,394,000
Accounts receivable 83,000 251,000
Accrued interest receivable 110,000 196,000
Prepaid expenses and other current assets 611.000 133.000
Total current assets 20,830,000 26,383,000
Property and equipment, net 477,000 116,000
Debt issuance costs, net 679,000 861,000
Licenses, net 774,000 887,000
Goodwil, net 1,868,000 2,115,000
Other assets 759,000 158,000
Total assets $ 25,487,000 $ 30,526,000
LIABILITIES AND STOCCKHOLDERS® EQUITY
Current liabilities
Accounts payable and accrued expenses $ 1,486,000 1,158,000
Accrued interest payable 310,000 283,000
Deferred revenues 508,000 551,000
Current portion of note payable 107,000 -
Total current liabilities 2.411,000 1,992,000
Note payable, net of current portion 468,000 -
Convertible notes 13,530,000 13,530,000
Total liabilities 16,409,000 15,622,000
Commitments and contingencies - -
Stockholders' equity
Preferred stock - $.01 par value; authorized 2,000,000
shares; none issued or outstanding - -
Common stock - $.01 par value; authorized 50,000,000
shares; issued, 12,909,344 at December 31, 2001 and
12,844,699 at December 31, 2000 132,000 132,000
Additional paid-in capital 48,057,000 47,802,000
Notes receivable from stockholders (1,045,000) (1,045,000)
Unamortized value of restricted stock grants {(154,000) -
Treasury stock, at cost - 819 shares (4,000) (4,000}
Deficit accumulated during the development stage (37,908.000) {31.881,000)
Total stockholders' equity 9.078.000 15,004,000
Total liabilities and stockholders' equity $ 25487.000 $ 30,526,000
The accompanying notes are an integral part of these statements.




Consolidated Statements of Operations

February 24,
1988
(imceptien) to
Year ended December 31, December 31,
2001 2000 1999 2001
Revenues
Research and development $ - 8 - 8 - $ 2,711,000
Opticon income - - 15,000 2,164,000
Licensing revenues 243,000 107,000 - 675,000
Total revenues 243,000 107,000 15,000 5,650,000
Expenses
Research and development 4,174,000 4,007,000 1,608,000 20,154,000
General and administrative 1,958,000 1,736,000 1,471,000 13,620,000
Depreciation and amortization 418,000 422,000 285,000 2,394,000
Write-off of excess purchase price - - - 8,894,000
Total expenses 6,551,000 6,165,000 3,364,000 45,062,000
Loss from operations (6,308,000} (6,058,000) (3,349,000) (39,512,000)
Other income (expense)
Interest and miscellaneous income 1,451,000 872,000 53,000 3,308,000
Interest and debt expense {(1,170.000) (342,000) (12.000) (1,704,000)
281.000 630.000 41,000 1,604,000
Net loss $(6.027.000) $(5.428.000) $ (3.308.000) $ (37.908,000)

Basic and diluted loss per common share 3 (0.47) 3 0.49) $ 0.72)

Weighted average basic and diluted
common shares outstanding 12,856,639 11,042,141 4,611,315

The accompanying notes are an integral part of these statements.
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Consolidated Statement of Stockholders’ Eguity

Balance, February 24, 1988
Common stock issued,
$6.80 per share
Common stock issued,
$1.60 per share
Net loss for the period

February 24, 1988
to December 31, 1988

Balance, December 31, 1988
Common stock issued,
$6.60 per share
Common stock issued,
$33.00 per share
Common stock issued,
$0.20 per share
Net loss for the year

Balance, December 31, 1989
Common stock issued,
$60.00 per share
Common stock issued,
$156.40 per share
Net ioss for the year

Balance, December 31, 1990
Common stock issued,
$60.00 per share
Contribution of equipment

by shareholder
Net income for the year

Balance, December 31, 1991
Contribution of equipment
by shareholder
Net loss for the year

Balance, December 31, 1882
Net loss for the year

Balance, December 31, 1993
Net loss for the year

Balance, December 31, 1994

Deficit

Notes Unamortized accumuiated

Common Stock Additional receivable value of during the
paid-in from restricted Treasury development

Shares Amount capital stockholders stock grants stocl stage
- $ - 3 - 9 - % - 8 $ -
15,000 - 97,000 - - -
8,000 - 12,000 - - -
- - - - - (30.000)
23,000 - 109,000 - - (80,000)
4,000 - 29,000 - - -
4,000 - 124,000 - - -
97,000 1,000 8,000 - - ~ -
- - - - - (191.000)
128,000 1,000 270,000 - - (221,000)
4,000 - 218,000 - - -
14,000 - 2,225,000 - - -
- - - - - (219,000)
146,000 1,000 2,713,000 - - (440,000)
- 6,000 - - -
- - 468,000 - - -
- - - - - 413,000
146,000 1,000 83,187,000 - - (27,000)
- - 89,000 - - -
- - - - - (859,000
148,000 1,000 3,276,000 - - (886,000)
- - - - - (1.384.000)
146,000 1,000 3,276,000 - - (2,270,000)
- - - - - {(478.000)
146,000 1,000 3,276,000 - - (2,746,000)
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Deficit
Notes Unamortized accumulated
Gommen Stock Additional receivable value of during the
paid-in from resiricted Treasury development
Shares Amount capital stockhelders stock grants stock stage
Common stock issued,
$40.00 per share 1,000 - 50,000 - - - -
Exercise of stock options,
between $5.00 and
$25.00 per share 31,000 1,000 168,000 - - - -
Common stock grants 4,000 - - - - - -
Net loss for the year - - - - - - _{1.099.000)
Balance, December 31, 1895 182,000 2,000 3,494,000 - - - (3,845,000)
Merger 951,000 10,000 9,991,000 - - - -
Common stock issued,
$14.00 per share, net of
costs of $497,000 429,000 4,000 5,499,000 - - - -
Exercise of stock options/
SAR’s between $0.00
and $17.60 per share 8,000 - 23,000 - - -
Warrants issued at $20.00
per share for
consulting services - - 344,000 - - - -
Net loss for the year - - - - - - (11.462.000)
Balance, December 31, 1923 1,570,000 16,000 19,351,000 - - - (15,307,000)
Common stock issued,
$15.00 per share 40,000 - 600,000 - - -
Common stock issued,
$9.20 per share 20,000 - 192,000 - - - -
Warrants issued at $7.50
and $9.00 per share for
financial consulting
services - - 188,000 - - - -
Net loss for the year - - - - - - _(4.441.000)
Balance, December 31, 1897 1,630,000 16,000 20,331,000 - - ~ (19,748,000)
Common stock issued,
$3.00 per share, net
of costs of $405,000 1,795,000 18,000 4,538,000 - - - -
Common stock issued,
for nil proceeds 4,000 - - - - - -
Warrants issued at $4.00
per share for financial
consulting services - - 37,000 - - - -
Net loss for the year - - - - - - (8.397.000)
Balance, December 31, 1998 3,429,000 34,000 24,908,000 - - - (23,145,000)
Common stock issued,
$2.00 per share, net
of costs of $271,000 1,658,000 17,000 2,814,000 - - - -
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Common stock issued,
Virologix Corporation
merger, $2.00 per share

Common stock issued, for
nil proceeds

Warrants issued at $3.00
and $2.93 per share for
financial consulting
services

Net loss for the year

Balance, December 31, 1939

Common stock issued,
$2.50 per share,
net of costs $1,214,000

Common stock issued,
$3.00 per share,

Common stock issued,
$5.00 per share

Common stock issued to
investors for cash
exercise of warrants
{from $2.50 to $3.00
per share)

Common stock issued to
investors for cashless
exercise of warrants

Common stock issued to
directors and
consultants for cash
exercise of options
and SARs (from
$0.00 to $3.00 per sh

Common stock issued,
$3.50 per share

Common stock issued,
to officers
$5.50 per share

Common stock issued for
nil proceeds

Purchase common stock,
$3.00 share

Purchase common stock,
$2.50to $7.94

Sale of treasury stock for
$5.50 per share

Warrants issued at $2.00
and $3.00 per share for
financial consulting

Net loss for the year

Balance, December 31, 2000

Deficit
Notes Unamortized accumulated

Common Steck Additional receivable value of during the
paid-in from restricted Treasury development

Shares Amount capital stogkholders stock grants stoclt stage
1,000,000 10,000 1,990,000 - - - -
3,000 - - - - - -
- - 296,000 - - - -
- - - - - - _(3.308.000)
6,090,000 61,000 30,008,000 - - - (26,453,000)
5,354,000 54,000 11,992,000 - - - -
250,000 2,000 748,000 - - - -
508,000 5,000 2,534,000 - - - -
65,000 1,000 172,000 - - - -
152,000 2,000 (2,000) - - - -
50,000 - 126,000 - - - -
143,000 1,000 498,000 - - - -
190,000 2,000 1,043,000 (1,045,000} - - -
43,000 4,000 (4,000) - - - -
- - - - - (750,000) -
- - - - - (4,000) -
- - 625,000 - - 750,000 -
- - 64,000 - - - -
- - - - - - _{5.428,000)
12,845,000 132,000 47,802,000 {1,045,000) - (4,000) (31,881,000
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Deficit
Notes Unamortized accumulated
Common Stock Additional recelivable value of during the
paid-in from restricted Treasury development
Shares Amount capitat stockholders stock grants stock stage

Common stock issued to

investors for cash

exercise of warrants at

$2.50 per share 13,000 - 33,000 - - - -
Common stock issued to

investors for cashless

exercise of warrants

and SARs 7,000 - 41,000 - - - -
Warrants issued at $3.00

per share for financial

consulting services - - - - - - -
Issuance of restricted stock

grants 44,000 - 181,000 - (181,000) - -
Amortization of restricted

stock grants - - - - 27,000 - -
Net loss for the year - - - - - - {6,027.000

Balance, Decemier 31, 2001 12,909,000 $132,000 $48,057,000 $(1.045.0000 $ (154.0000 $  (4.000) $ (37,908,000

The accompanying notes are an integral part of this statement.
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Consolidated Statements of Cash Flows

February 24, 1988

{inception) to
Year ended December 31 December 31,
2001 2000 1989 2001

Cash flows from operating activities:
Net loss $ (6,027,000 $ (5,428,000 $ (3,308,0000 $ (37,908,000
Adjustments to reconcile net lcss to net cash used
in operating activities:

Write off of excess purchase price - - - 8,894,000
Warrants issued in payment of consulting expenses 41,000 64,000 296,000 970,000
Research expenses related to common stock granted - - - 100,000
Amortization of restricted stock grants 27,000 - - 27,000
Depreciation and amortization 418,000 422,000 285,000 2,394,000
Amortization of debt costs 182,000 54,000 - 236,000
Deferred revenue (43,000) 396,000 155,000 398,000

Change in operating assets and liabilities:
Accounts recelvable 168,000 (183,000) (88,000) (84,000)
Accrued interest receivable 86,000 {196,000) - (110,000}
Prepaid expenses and other current assets (478,000) (16,000) (63,000) (612,000)
Licenses - (100,000) (425,000) (525,000)
Other assets {1,000} - - (7,000)
Accounts payable and accrued expenses 328,000 353,000 (97,000) 724,000
Accrued interest payable 27.000 283.000 - 310,000
Net cash used in operating activities (6,272,000) (4,331,000) (3,245,000) {(25,193,000)

Cash flows from investing activilies:
Capital expenditures (419,000) (72,000) (5,000) (1,664,000)

Sales of capital equipment - 15,000

Redemptions (purchases) of short-term investments
and certificates of deposit, net 4,094,000 (17,394,000) - (13,300,000)
Purchase of businesses, net of cash acquired - - (102,000) (226,000)
Other investing activities - - - (150.,000)

Net cash provided by (used in)
investing activities 3,675,000 (17,466,000) (107,000) (15,325,000}
Cash flows from financing activities:

Proceads from notes payable 600,000 - - 1,321,000
Payments of notes payable (25,000) (26,000) (87,000) (775,000)
Purchase of treasury stock - (754,000) - (754,000)
Cash acquired in merger with Chemex - - - 1,587,000
Notes receivable from shareholders - (1,045,000) - (1,045,000
Proceeds from convertible note, net - 12,615,000 - 12,615,000
Proceeds from stock issuances, net 33.000 18,553,000 2,831,000 34,995,000
Net cash provided by financing activities 608,000 29,343,000 2,734,000 47,944 000
Net increase (decrease) in cash and cash equivalents (989,000) 7,546,000 (618,000) 7,426,000
Cash and cash equivalents at beginning of period 8.415,000 869,000 1,487.000 -
Cash and cash equivalents at end of period $ 7426000 § 8415000 $ 869,000 $ 7,426,000

The accompanying nofes are an integral part of these statements.
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Three Years ended December 31, 2001

NOTE 1 - NATURE OF OPERATIONS AND SUMMARY

OF SIGNIFICANT ACCOUNTING POLICIES

Nature of @@emﬁﬁ@ms

Access Pharmaceuticals, Inc. is a diversified
emerghng pharmaceutical company engaged in the
development of novel therapeutics based primarily
on the adaptation of existing therapeutic agents
using its proprietary drug delivery platforms. We
operate in a single industry segment. We are in the
development stage and our efforts have been
principally devoted to research and development,
resulting in significant losses since inception on
February 24, 1988.

A summary of the significant accounting policies
applied in the preparation of the accompanying

consolidated financial statements follows.

Principles of Consolidation

The consolidated financial statements include the
financial statements of Access Pharmaceuticals, Inc.
and our wholly-owned subsidiaries. All significant
intercompany balances have been eliminated in
consolidation.

Gash and Cash Equivalents

We consider all highly liquid instruments with an
original maturity of three months or less to be cash
equivalents for purposes of the statements of cash
flows. We invest our excess cash in government and
corporate securities. Cash and cash equivalents
consist primarily of cash in banks, money market
funds and short-term corporate securities. All other
investments are reported as short-term investments.

Short-term Investments and Gertificates of Deposit

Alt short term investments are classified as held to
maturity. The cost of debt securities is adjusted for
amortization of premiums and accretions of
discounts to maturity. Such amortization is included
in interest income. The cost of securities sold is
based on the specific identification method.
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Property and Equipment

Property and equipment are recorded at cost.
Depreciation is provided using the straight-line
method over estimated useful lives ranging from
three t0 seven years. Assets acquired pursuant to
capital lease arrangements are amortized over the
shorter of the estimated useful lives or the lease
terms.

Patents and Applications

We expense patent and application costs as
incurred because, even though we believe the
patents and underlying processes have continuing
value, the amount of future benefits to be derived
therefrom are uncertain.

Licenses

We recognize the purchase cost of licenses and
amortize them over their estimated useful lives.

o In 1999, we acquired a license from the
National Institutes of Health for $330,000. The
license is amortized over ten years.

o In 1999, we also acquired the rights to develop
amlexanox for other indications for $200,000
and future milestone payments and royalties.
The license is amortized over ten years.

o |n 2000, we paid an additional $100,000 for the
rights to develop amlexanox for other
indications. The license is amortized over ten
years.

Long-term Investments

In 1997, we signed an agreement with CepTor
Corporation (“CepTor”), a privately held
biotechnclogy company. Under the terms of the
agreement, which is now terminated, we purchased
an aggregate of 25,000 shares of common stock for
$150,000.

Revenue Recognition

Sponsored research and development revenues are
recognized as research and development activities
are performed under the terms of research
contracts. Advance payments received are recorded
as unearned revenue until the related research




activities are performed. Licensing revenues are
recognized over the period of our performance
obligation. Licensing agreements generally require
payments of fees on executing the agreement with
milestone payments based on regulatory approvals
and cumulative sales. Some agreements allow for
the return of a portion of the initial execution fee if
regulatory approvals are not received. Many of our
agreements are for ten years with automatic
extensions. Option revenues are recognized when
the earnings process is completed pursuant to the
terms of the respective contract.

Research and Development Expenses

Research and development costs are expensed as
incurred.

Income Taxes

Income taxes are accounted for under the asset and
liability method. Deferred tax assets and liabilities are
recognized for the future tax consequences
attributable to differences between the financial
statement carrying amounts of existing assets and
liabilities and their respective tax bases and
operating loss and tax credit carryforwards. Deferred
tax assets and ligbilities are measured using enacted
tax rates expected to apply to taxable income in the
years in which those temporary differences are
expected to be recovered or settled. The effect on
deferred tax assets and liabilities of a change in tax
rates is recognized in income in the period that
includes the enactment date.

Loss Per Share

In accordance with the Financial Accounting
Standards Board issued Statement of Financial
Accounting Standards No. 128, "Earnings per
Share" we have presented basic loss per share,
computed on the basis of the weighted average
number of common shares outstanding during the
year, and diluted loss per share, computed on the
basis of the weighted average number of common
shares and all dilutive potential common shares
outstanding during the year. Dilutive potential
common shares result from stock options and
warrants. However, for all years presented, stock
options and warrants are anti-dilutive.
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Use of Estimates

In preparing consolidated financial statements in
conformity with accounting principles generally
accepted in the United States of America,
management is required to make estimates and
assumptions that affect the reported amounts of
assets and liabilities, the disclosure of contingent
assets and liabilities at the date of the financial
statements, and the reported amounts of revenues
and expenses during the reporting period. Actual
results could differ from those estimates.

We evaluate the realizability of goodwill based on
management’s best estimates of future cash flows
from operations. it is at least reasonably possible
that the estimates used by us to evaluate the
realizability of goodwill will be materially different from
actual amounts or results.

These differences could result in the impairment of
all or a portion our goodwill, which could have a
materially adverse effect on our results of operations.

Stoclk Onticn Plans

We account for our stock option plan in accordance
with the provisions of Accounting Principles Board
("APB") Opinion No. 25, Accounting for Stock Issued
to Employees, and related interpretations. As such,
compensation expense is recorded on the date of
grant only if the current market price of the
underlying stock exceeds the exercise price. We
have adopted the disclosure provisions of Statement
of Financial Accounting Standards (SFAS) No. 123,
Accounting for Stock-Based Compensation, which
recognizes the fair value of all stock-based awards
on the date of grant.

Impairment of Long-Lived Assefs and Long-Lived
Assets fo Be Disposed Of

SFAS No. 121, Accounting for the Impairment of
Long-Lived Assets and Long-Lived Assets to Be
Disposed Of, requires that long-lived assets and
certain identifiable intangibles be reviewed for
impairment whenever events or changes in
circumstances indicate that the carrying amount of
an asset may not be recoverable. Recoverability of
assets to be held and used is measured by a
comparison of the carrying amount of an asset to
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future net cash flows expected to be generated by
the asset. If such assets are considered to be
impaired, the impairment to be recognized is
measured by the amount by which the carrying
amount of the assets exceed the fair value of the
assets. Assets to be disposed of are reported at the
lower of the carrying amount or fair value less costs
to sell.

Fair Yalue of Financial Insfruments

The carrying value of cash, cash equivalents, short-
term investments and certificates of deposit
approximates fair value due to the short maturity of
these items. It is not practical to estimate the fair
value of the Company’s long-term debt because
guoted market prices do not exist and there were no
available securities as a basis o value our debt.

New Accounting Proncuncements

In July 2001, the Financial Accounting Standards
Board issued Statement of Financial Accounting
Standard No. 141, “Business Combination” (FAS
141) and Statement of Financial Accounting
Standard No. 142, “Goodwill and Other intangible
Assets” (FAS 142). FAS 141 eliminates the pooling-
of-interests method of accounting for business
combinations except for qualifying business
combinations that were initiated prior to July 1,
2001. FAS 141 further clarifies the criteria to
recognize intangible assets separately from
goodwill. The requirements of FAS 141 are effective
for any business combination accounted for by the
purchase method that is completed after June 30,
2001 (i.e., the acquisition date is July 1, 2001 or
thereafter). Under FAS 142, goodwill and indefinite-
lived intangible assets are no longer amortized but
are reviewed annually (or more frequently if
impairment indicators arise) for
impairment. Separable intangible assets that are not
deemed to have an indefinite life will continue to be
amortized over their useful lives. Goodwill recognized
prior to July 1, 2001 is required to amortized through
December 31, 2001,

We do not believe that the adoption of FAS 141 will
have any material impact on our financial position or
results of operations. When we adopt FAS 142 in
January 2002, annual and quarterly goodwill
amortization of $246,000 and $61,500, respectively,
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will no longer be recognized. We will complete a
transitional fair value based impairment test of
goodwill in 2002. Impairment losses, if any, resulting
from transitional testing will be recognized.

NOTE 2 - SHORT-TERM INVESTMENTS

Short-term investments consist of certificates of
deposit maturing from March 2002 through March
2003.

NOTE 3 - ACQUISITIONS

On July 20, 1989, our wholly-owned subsidiary Access
Holdings, Inc. merged with and into Virologix
Corporation, a Delaware corporation ("Virologix"). As a
result, Virologix became a wholly-owned subsidiary
and each outstanding share of Virclogix’ common
stock was converted into 0.231047 shares of our
common stock, representing 999,963 shares of
common stock. The transaction has been accounted
for as a purchase. The aggregate purchase price has
been allocated 1o the net assets acquired based on
management's estimates of the fair values of assets
acquired and liabilities assumed. The excess
purchase price over the fair value of Virologix’ net
identifiable assets of $2,464,000 was recorded as
goodwill and is being amortized over ten years.
Operations have been included in our consolidated
financial statements since the date of acquisition.

NOTE 4 - RELATED PARTY TRANSACTIONS

Under a consulting agreement between Thoma
Corporation ("Thoma") and us, Thoma receives
payments for consulting services and reimbursement
of direct expenses. Herbert H. McDade, Jr., our
Chairman of the Board of Directors, is an owner of
Thoma Corp. Thoma received payments for
consulting services and was also reimbursed for
expenses as follows:

Expense

Year Gonsulting Fees Reimbursement
2001 $ 54,000 $ -
2000 72,000 1,000
1999 72,000 9,000

Stephen B. Howell, M.D., a Director, receives
payments for consulting services and reimbursement
of direct expenses and has also received warrants for
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his consulting services. Dr. Howell’s payments for NOTE 5 - PROPERTY AND EQUIPMENT

consulting services, expense reimbursements and
warrants are as follows:

Consulting Expense Exercise
Year Fees Reimbursement Warrants Price
2001 $ 101,000 $ 16,000 15,000 $3.00
2000 66,000 9,000 30,000 $2.00
1999 62,000 18,000 30,000 $3.00

On October 12, 2000, the Board of Directors
authorized a Restricted Stock Purchase Program.
Under the Program, the Company’s executive officers
and corporate secretary were given the opportunity to
purchase shares of common stock in an individually
designated amount per participant determined by the
Compensation Committee of the Board of Directors.
A total of 190,000 shares were purchased under the
Program by four eligible participants at $5.50 per
share, the fair market value of the common stock on
October 12, 2000, for an aggregate consideration of
$1,045,000. The purchase price was paid through
the participant’s delivery of a 50%-recourse
promissory note payable to the Company for three
executive officer participants and a full-recourse
promissory note payable to the Company for the
corporate secretary. Each note bears interest at
5.87% compounded semi-annually and has a
maximum term of ten years. The notes are secured
by a pledge of the purchased shares to the
Company. The Company recorded the notes
receivable from participants in this Program for
$1,045,000 as a reduction of equity in the
Consolidated Balance Sheet.

The stock granted under the Program other than to
the corporate secretary vests ratably over a four year
period. The stock granted to the corpcrate secretary
vested on grant.

Property and equipment consists of the following:

December 31,

2001 2000
Laboratory eguipment $1,135,000 $ 848,000
Laboratory and building
Improvements 151,000 50,000
Furniture and equipment 179,000 190,000

1,469,000 1,088,000

Less accumulated
depreciation and amortization 992,000 872,000

Net property and equipment $ 477,000 $ 116,000

Depreciation and amortization on property and
equipment was $57,000, $64,000, and $121,000 for
the years ended December 31, 2001, 2000 and
1999, respectively.

NOTE 6 - 401(k) PLAN

We implemented a tax-qualified employee savings
and retirement plan (the “401(k) Plan”) on January 1,
1999 covering all cur employees. Pursuant to the
401(k} Plan, employees may elect to reduce their
current compensation by up to the statutorily
prescribed annual limit ($11,000 in 2002, $10,500 in
2001 and 2000) and to have the amount of such
reduction contributed to the 401(k) Plan. Effective
May 1, 1999, we implemented a 401(k) matching
program whereby we contribute for each dollar a
participant contributes, with a maximum contribution
of 2% of a participant’s eamings. The 401(k) Plan is
intended to qualify under Section 401 of the Internal
Revenue Code so that contributions by employees
or by us to the 401(k) Plan, and income earned on
401(k) Plan contributions, are not taxable to
employees until withdrawn from the 401(k) Plan, and
so that contributions by us, if any, will be deductible
by us when made. At the direction of each
participant, we invest the assets of the 401(k) Plan in
any of 23 investment options. Company
contributions under the 401(k) Plan were
approximately $32,000 in 2001, $22,000 in 2000
and $13,000 in 1999,

NOTE 7 - NOTE PAYABLE

On September 20, 2001, we completed a $600,000
installment loan with a bank. The loan was used to
purchase capital equipment and for leasehold




improvements to expand our laboratory and office
space. The loan is due in 60 equal instaliments,
including interest at 6.5%. The loan is secured by a
$600,000 certificate of deposit classified as another
asset at December 31, 2001.

Future maturities of the note payable are as follows:

2002 $ 107,000
2003 114,000
2004 121,000
2005 130,000
2006 103,000

$ 575,000

NOTE & - CONVERTIBLE NOTES

On September 20, 2000, we completed a $13.5
million convertible note offering. The offering was
placed with three investors. The notes have a fixed
conversion price of $5.50 per share of common
stock and were not convertible for the first twelve
months. The note bore interest at 7.0% per annum
for the first twelve months and was adjusted to 7.7%
interest per annum for the remainder of the time the
notes are outstanding. The notes are due
September 13, 2005. Total expenses of issuance
were $915,000 and are amortized over the life of the
notes.

NOTE @ - COMMITMENTS

At December 31, 2000, we doc not have any
capital lease obligations. We do have
commitments under noncancelable operating
leases for facilities and eguipment as follows:

Operating
Leases

2002 $ 146,000
2003 159,000
2006 155,000
2007 149,000
Thereafter 37,000
Total future minimum lease

payments

$ 646,000
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We lease certain office and research and
development facilities under an operating lease. Rent
expense for the years ended December 31, 2001,
2000 and 1999 was $114,000, $85,000 and
$81,000, respectively.

NOTE 10 - STOCKHOLDERS' EQUITY

Common Stock

In May 2000 we completed two self-managed
private placement sales of our common stock, at
prices of $3.00 and $5.00 per share, respectively.
We received gross proceeds of $3.3 million from
these sales.

On March 1, 2000, with the assistance of an
investment bank, we completed the closing of a
private placement offering of 4.8 million shares of
common stock, at a per share price of $2.50, for
which we received gross proceeds of $12.0 million.
The placement agent for the offering received
warrants to purchase 509,097 shares of common
stock with an exercise price of $2.50 per share, in
accordance with the offering terms, and elected to
receive 382,315 shares of common stock in lieu of
certain sales commissions and expenses.

On July 20, 1999 and October 18, 1999, with the
assistance of an investment bank, we completed the
first and second closings of an offering of an
aggregate of 1,551,000 shares of common stock at
a per share price of $2.00, receiving aggregate gross
proceeds of $3.1 million, less issuance costs of
$271,000. The placement agent for the offering
received warrants to purchase 165,721 shares of
common stock with an exercise price of $2.00 per
share, in accordance with the offering terms, and
elected to receive 106,217 shares of common stock
in lieu of certain sales commissions and expenses.

Restricted Stock Purchase Program

See Note 4 for a discussion of our Restricted Stock
Purchase Program.

Warrants

There were warrants to purchase a total of
1,061,798 shares of common stock outstanding at
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December 31, 200t1. All the warrants were
exercisable at December 31, 2001. The warrants
had various prices and terms as follows:

Summary of Warrants Exercise Expiration
Warrants QOutstanding  Price Date

2001 scientific

consultant (a) 15,000 $3.00 1/1/08
2000 offering (b) 353,137 $2.00 3/01/05
2000 scientific

consultant (c) 30,000 $2.00 1/01/07
2000 scientific

consultant (d) 7,500 $3.00 1/01/04
1999 scientific

consultant (g} 120,858 $2.00 10/18/04
1999 warrants

assumed in

merger (f) 27,145 $12.98  4/30/02
1998financial

advisor () 100,000 $2.93  3/26/04
1999 scientific

consultant (h) 30,000 $3.00 1/01/03
1998 offering () 325,658 $3.00 7/30/03
1998 financial

agvisor (j) 15,000 $4.00 12/01/03
1997 financial

advisor (k) 37,500 $7.50/9.00  6/30/02

Total 1,061,798

a} During 2001, a scientific advisor received
warrants to purchase 15,000 shares of
common stock at an exercise price of $3.00
per share at any time from January 1, 2001
until January 1, 2008, for scientific consulting
services rendered in 2001. The fair value of
the warrants was $2.74 per share on the
date of the grant using the Black-Scholes
pricing model with the following assumptions:
expected dividend vyield 0.0%, risk-free
interest rate 5.03%, expected volatility 118%
and an expected life of 7 years. Total fair
value of the warrants relating to the
consulting services ($41,000) has been
recorded as consulting expense and an
increase to additional paid-in capital.

b) In connection with the aforementioned
offerings of common stock in 2000, warrants
to purchase a total of 509,097 shares of
common stock were issued. All of the
warrants are exercisable immediately and
expire five years from date of issuance.

c) During 2000, a scientific advisor received
warrants to purchase 30,000 shares of
common stock at an exercise price of $2.00
per share at any time from January 1, 2000
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until January 1, 2007, for scientific consulting
services rendered in 2000. The fair value of
the warrants was $1.68 per share on the
date of the grant using the Black-Scholes
pricing model with the following assumptions:
expected dividend vyield 0.0%, risk-free
interest rate 5.625%, expected volatility
118% and an expected life of 5 years. Total
fair value of the warrants relating to the
consulting services ($50,000) has been
recorded as consulting expense and an
increase to additional paid-in capital.

During 2000, a scientific advisor received
warrants to purchase 7,500 shares of
common stock at any time from January 1,
1999 until January 1, 2004, for scientific
consulting services rendered in 2000. The fair
value of the warrants was $1.87 per share on
the date of the grant using the Black-Scholes
pricing model with the following assumptions:
expected dividend vyield 0.0%, risk-free
interest rate 5.38%, expected volatility 122%
and an expected life of 4 years. Total fair
value of the warrants relating to the
consulting services ($14,000) has been
recorded as consulting expense and an
increase to additional paid-in capital.

In connection with the aforementioned
offerings of common stock in 19389, warrants
to purchase a total of 165,721 shares of
common stock were issued. All of the
warranis are exercisable immediately and
expire five years from date of issuance.

In connection with the aforementioned
merger with Virologix, we assumed warrants
to purchase 27,145 shares of common
stock. Virologix warrants were converted into
0.231047 Access warrants. All of the
warrants are exercisable immediately at
$12.98 per share and expire between March
24, 2002 and November 1, 2002.

During 1999, a financial advisor received
warrants to purchase 100,000 shares of
common stock at any time from March 26,
1999 until March 286, 2004, for financial
consulting services rendered in 1999. The fair
value of the warrants was $2.48 per share on
the date of the grant using the Black-Scholes
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pricing model with the following assumptions:
expected dividend vyield 0.0%, risk-free
interest rate 5.42%, expected volatility 122%
and an expected life of 5 years. Total fair
value of the warrants relating to the
consulting services ($249,000) has been
recorded as general and administrative
expense and an increase to additional paid-in
capital.

During 1999, a scientific advisor received
warrants to purchase 30,000 shares of
common stock at any time from January 1,
1999 until January 1, 2003, for scientific
consulting services rendered in 1999. The fair
value of the warrants was $1.56 per share on
the date of the grant using the Black-Scholes
pricing model with the following assumptions:
expected dividend vyield 0.0%, risk-free
interest rate 5.38%, expected volatility 122%
and an expected life of 4 years. Total fair
value of the warrants relating to the
consulting services ($47,000) has been
recorded as consulting expense and an
increase to additional paid-in capital.

In connection with offerings of units and
common stock in 1998, warrants to
purchase a total of 579,627 shares of
common stock were issued. All of the
warrants are exercisable immediately at
$3.00 per share and expire five years from
date of issuance.

During 1998, a financial advisor received
warrants to purchase 15,000 shares of
common stock at any time from December 1,
1998 until December 1, 2003, for financial
consulting services rendered in 1998. The fair
value of the warrants was $2.48 per share on
the date of the grant using the Black-Scholes
pricing model with the following assumptions:
expected dividend yield 0.0%, risk-free
interest rate 4.85%, expected volatility 122%
and an expected life of 5 years. Total fair
value of the warrants relating to the
consulting services ($37,000) has been
recorded as general and administrative
expense and an increase o additional paid-in
capital.
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k) We also have warrants outstanding to
purchase 37,500 shares of common stock,
one-half (18,750 shares) at an exercise price
of $7.50 per share, and one-half (18,750
shares) at an exercise price of $9.00 per
share until June 30, 2002.

2001 Restricted Stock Plan

We have a restricted stock plan, the 2001 Restricted
Stock Pian, under which 200,000 shares of our
authorized but unissued common stock were
reserved for issuance to certain employees,
directors, consultants and advisors. The restricted
stock granted under the plan generally vests over
five years, 25% two years after the grant date with
additional 25% vesting every anniversary date. All
stock is vested after five years. At December 31,
2001 there were 44,639 shares granted and
155,361 shares available for grant under the 2001
Restricted Stock Plan.

NOTE 11 - STOCK OPTION PLANS

We have a stock option plan, as amended, (the
"1995 Stock Awards Plan"), under which 2,000,000
shares of our authorized but unissued common
stock were reserved for issuance to optionees
including officers, employees, and other individuals
performing services for us. The 1995 Stock Awards
Plan replaced the previously approved stock option
plan {the "1987 Stock Awards Plan"). On February
11, 2000 we adopted the 2000 Special Stock
Option Plan and Agreement (the “Plan”). The Plan
provides for the award of options to purchase
500,000 shares of the authorized but unissued
shares of common stock of the Company. Options
granted under all the plans generally vest ratably
over a four to five year period and are generally
exercisable over a ten-year period from the date of
grant. Stock options are generally granted with an
exercise price equal to the market value at the date
of grant.

At December 31, 2001, there were 671,500
additional shares available for grant under the 1995
Stock Awards Plan.

We apply APB Opinion No. 25 in accounting for our
stock options. Accordingly, no compensation
expense has been recognized in the accompanying
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Consolidated Statements of Operations for

Exercisable at December

employee stock options because the guoted market 31, 1999 300,875 $2.66
price of the underlying common stock did not Eg?rczx%%%e at December 414.239 5 59
exceed the exercise price of the option at the date of Exercisable at December ’ '
grant. Had we determined compensation cost based 31, 2001 733,851 3.20
on the fair value at the grant date for stock options
issued after 1994 under SFAS No. 123, our net loss Further information regarding options outstanding
and loss per share would have been increased to the under the 1895 Stock Awards Plan at December 31,
pro forma amounts indicated below: 2001 is summarized below:
December 31, Weighted average
2001 2000 1999 Range Weighted
Ne;\;orsesported $ (6,027,0000 $ (54280000 $ (3,308,000) of Number of  Remaining Number of -average
Pro forma (7,592,000) (8,366,000 (3,603,000) exercise shares Life in Exercise shares exercise
Basic and price outstanding years price exercisable price
diluted loss per $2.00 304,000 8.0 $2.00 232,156 $2.00
share $2-50-

As reported ($0.47) ($0.49) ($0.72)

Pro forma (30.59) (80.57) ($0.78) $22.9746 199,500 9.3 $2.57 65,404 $2.50
The fair value of options was estimated at the date of 5.99 341,084 75 $3.09 269,520 $3.03
grant using the Black-Scholes option pricing model $§'g?'25 436.000 o1 $5.88 166771 $5.43
with the following weighted average assumptions ' W ' ' Tlem '
used for grants in fiscal 2001, 2000 and 1999, = ——————
respectively: dividend vield of 0% for all periods;
volatility of 90%, 118% and 91%; risk-free interest Summarized information for the 2000 Special Stock
rates of 3.70%, 4.85% and 6.62% and expected Option Plan is as follows:
lives of four years for all periods. The weighted

Weighted-

average fair values of options granted were $2.52,
$2.88 and $1.37 per share during 2001, 2000 and Aveﬂ'age
1999, respectively. Exercise

Shares Price
Summarized information for the 1995 Stock Awards Outstanding options at
Plan is as follows: January 1, 2000 -
Granted 500,000 $ 250
Vi@“ggteg' Outstanding options at
Shares et Decermber 31, 2000 500000  $ 250
price
Qutstanding options
at January 1, 1999 306,500 $3.00 218,749 of the options in the 2000 Special Stock
Granted 333,000 1.99 i i
Forfeited 5500 146 Option Plan were exerC|§able at December 31,
Outstanding options — (6500 2001. All .of the options expire on March 1, 2010 and
at December 31, 1999 633,000 2.47 have a price of $2.50 per share.
Granted 551,500 4.94
Exercised (47,916) 2.64
Forfeited {(10,000) 1.73
Qutstanding options at
December 31, 2000 1,126,584 3.68
Granted 154,000 3.65
Qutstanding options at
December 31, 2001 1,280,584 $3.68
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All issued options under the 1987 Stock Awards NOTE 12 - INCOME TAXES
Plan are vested and exercisable. No further grants
can be made. Summarized information for the 1987 Income tax expense differs from the statutory
Stock Awards Plan is as follows: amounts as follows;
Weighted- 2001 2000 1999
average Income taxes at
Stock exercise U.S. statutory
Opticns price rate $(2,049,000) $(1,846,000) $(1,124,000)
Qutstanding awards at Change in
January 1, 1999 35,086 $35.49 valuation
Forfeited __(6,084)  (41.77) allowance 1,897,000 (24,000) 15,000
Qutstanding awards at ltems not
December 31, 1999 30,002 34.66 deductible 8,000 46,000 101,000
Expiration of net
Exercised - 0.00 operating loss
Forfeited (1 ,250) (SOOO) and general
Outstanding awards at business credit
December 31, 200 28,752 37.38 carryforwards,
net of revisions 144,000 1,824,000 1,008,000
Forfeited (2,750) (23.52) Total tax
QOutstanding awards of expense $ - 8 - 3
December 31, 2001 26,002 $46.18
Deferred taxes are provided for the temporary
All options outstanding were exercisable at each differences between the financial reporting bases
and the tax bases of our assets. The temporary
year end. . > M
differences that give rise to deferred tax assets were
Further information regarding options outstanding as follows:
and exercisable under the 1987 Stock Awards Plan
at December 31, 2001 is summarized below: December 31,
: Deferred tax
. assets (liabilities) 2001 2000 1988
Weighted Average
Range of Number Net operating
Exercise of Remaining Exercise loss
Prices shares lite price carryforwards $19,258,000 $18,491,000 $ 18,438,000
$17.50-2400 11,878 30  $17.50 Gonerel busiess
$35.00-$64.40 7,750 1.7 41.98 carryforwards 1,396,000 445,000 456,000
$78.80-$102.60 6,874 1.0 98.71 Property,
26.002 equipment and
] goodwil 154,000 {24,000) 42,000
Gross deferred
tax assets 20,809,000 18,912,000 18,936,000
Valuation
allowance {20,809,000) (18,912,000) {18,936,000)
Net deferred
taxes $ - $ - %
360
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NOTE 14 - DATA

(UNAUDITED)

At December 31, 2001, we had approximately QUARTERLY FINANCIAL

$56,442,000 of net operating loss carryforwards and

approximately $1,396,000 of general business credit
carryforwards. These carryforwards expire as
follows:

Net Operating General Business
Loss Credit
Carryforwards Carryforwards
2002 3 5,448,000 $ 242,000
2003 7,145,000 -
2004 5,713,000 -
2005 2,897,000 26,000
2006 198,000 38,000
Thereafter 35,243,000 1,090,000
$ 56,644,000 $ 1,396,000

As a result of a merger on January 25, 1996, a
change in control occurred for federal income tax
purposes which limits the utilization of pre-merger
net operating which limits the utilization of pre-

merger net operating loss carryforwards of
approximately $3,100,000 to approximately
$530,000 per year.

NOTE 13 - CONTINGENCIES

Our products will require clinical trials, U.S. Food and
Drug Administration approval, or approval of similar
authorities internationally and acceptance in the
marketplace after commercialization. Although we
believe our patents and patent applications are valid,
the invalidation of any of our major patents could
have a material adverse effect upon our business.
We compete with specialized biotechnology
companies and major pharmaceutical companies,
many of these competitors have substantially greater
resources than us.

We are not currently a party to any material legal
proceedings.
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Our results of operations by quarter for the years
ended December 31 2001 and 2000 were as foliows
(in thousands, except per share amounts):

2001 Quarter Ended

Mar. 31 Jun. 30 Sep. 30 Dec. 31
Revenue $ 211§ 10 $ 11 $ 1M
Cperating loss (1,330) {1,584) (1,844) (1,550)
Net loss $ (1,71 301,517 801,744 3(1,595)
Basic and
diluted loss
per common
share $ (0.09) $0.12) $ (0.13) $(0.12)
2000 Quarter Ended
Mar. 31 Jun. 30 Sep. 30 Dec. 31
Revenue 3 - 8 - % - $ 107
Operating loss (1,100) (1,668) (1,493) (1,797)
Net loss $ (1,080) $(1,446) $(1,310) $(1,592)
Basic and
diluted loss
per common
share $ (0.14) $(0.13)  $(0.11) $0.11)

NOTE 15 - SUBSEQUENT EVENT (UNAUDITED)

In February 2002, our newly created wholly owned
subsidiary, Access Pharmaceuticals Australia Pty.
Limited acquired the targeted therapeutic technology
business of Biotech Australia Pty. Ltd.

Under the terms of the acquisition agreement,
Access Pharmaceuticals Australia Pty. Limited,
acquired the patents to three targeted therapeutic
technologies and retained the scientific group that
has developed this technology. The total
consideration payable by us will be paid in a
combination of cash and stock over a three-year
period and is dependent on the achievement of
certain technology milestones. $500,000 was paid at
closing, a total of up to $525,000 will be paid over a
three-year period, up to $350,000 may be payable if
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events occur that result in certain new agreements
and 172,584 shares of our common stock and
25,000 warrants to purchase our common stock at
an exercise price of $5.00 per share will be issued.
The stock consideration to be paid is subject to
restriction and cannot be sold until February 27,
2003.

The three patented targeted therapeutic
technologies acquires are:

o folate conjugates of polymer therapeutics, to
enhance tumor delivery by targeting folate
receptors which are upregulated in certain
tumor types.

o the use of vitamin B12 to target the
transcobalamin I receptor which is
upregulated in numerous diseases including
cancer, rheumatoid arthritis and certain
neurological and autoimmune disorders; and

o Qral delivery of a wide variety of molecules,
which cannot otherwise be orally
administered, using the active transport
mechanism which transports vitamin B12
into the systemic circulation.

In addition, we acquired an internal capability to
perform biological studies which we previously out-
sourced. We expect that this capability will enhance
our ability to identify lead compounds more rapidly
and develop the necessary preclinical data for
regulatory filings. This acquisition is a step towards
the achievement of the critical mass necessary for us
to accelerate the development of our technology
platforms.
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Report of Independent Certified Public Accountants

Board of Directors and Stockholders

Access Pharmaceuticals, Inc.

We have audited the accompanying consolidated balance sheets of Access Pharmaceuticals, Inc. and Subsidiaries (a
development stage company) as of December 31, 2001 and 2000, and the related consolidated statements of operations,
stockholders’ equity, and cash flows for each of the three years in the pericd ended December 31, 2001 and for the
period February 24, 1988 (inception) to December 31, 2001. These consolidated financial statements are the responsibility
of the Company's management. Our responsibility is to express an opinion on these consoclidated financial statements
based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States of America.
Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the 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 statement presentation. We believe
that our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the financial
position of Access Pharmaceuticals, Inc. and Subsidiaries as of December 31, 2001 and 2000, and the consolidated
results of their operations and their consolidated cash flows for each of the three years in the period ended December 31,
2001 and for the period February 24, 1988 to December 31, 2001, in conformity with accounting principles generally
accepted in the United States of America.

GRANT THORNTON LLP

Dallas, Texas
February 22, 2002




Selected Financial Data
(in thousands, except for net loss per share)

The following data, insofar as it relates to each of the years in the five year period ended December 31, 2001, has been
derived from our audited consolidated financial statements and notes thereto appearing elsewhere herein and our prior
audited consolidated financial statements and notes thereto. The data should be read in conjunction with the Financial
Statements and Notes thereto and "Management's Discussion and Analysis of Financial Condition and Results of
Operations" appearing elsewhere in this Annual Report.

For the Year Ended December 31,

2001 2000 1999 1988 1997
Consolidated Statement of Operations Data:
Total revenues $ 243 $ 107 $ 15 $ - $ 435
Operating loss (6,308) (6,058) (3,364) (3,433) (4,524)
Interest and miscellaneous
income 1,451 972 53 58 119
Interest expense 1,170 342 12 22 36
Net loss (6,027) (5,428) (3,308) (3,397) (4,441)

Commeon Stock Data:
Net loss per basic and diluted

common share $ (0.47) $ 049 $0.72 $(1.28 $ (2.80)
Weighted average basic and

diluted common shares

outstanding 12,857 11,042 4,611 2,650 1,584
December 31,
2001 2000 1909 1988 1997

Consolidated Balance Sheet Data:
Cash, cash equivalents and

short term investments $20,126 $25,809 $ 869 $1,487 $ 438
Total assets 25,487 30,526 4,600 2,351 1,447
Deferred revenue 508 551 155 - -
Convertible notes 13,530 13,530 - - -
Total liabilities 16,409 15,522 086 556 848
Total stockholders' equity $9,078 $15,004  $3,614 $1.795 $ 599

(1) All share and per share amounts have been adjusted to reflect the one for twenty reverse stock split
in June 1998.
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Price Range of Common
Stock

2001 High Low

Istquarter $ 595 $2.30
2nd quarter $ 4.95 $ 2.49
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record of our Common Stock
and the closing price on that
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