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Novavax, Inc., headquartered in Columbia, Maryland, has evolved from a biotechnology company to a fully

integrated specialty biopharmaceutical company poised to capitalize on the depth of its scientific talent, tech-

nology platforms and strength of its strategic partnerships to develop products focused on women’s health

and infectious diseases. The Company sells, markets, and distributes a line of prescription pharmaceuticals

and prenatal vitamins through its specialty sales force calling on obstetricians and gynecologists throughout

the United States Novavax also has several product candidates awaiting marketing approval, in human clinical

trials or in preclinical development, including certain hormone products, vaccines and vaccine adjuvants.

Advancing

ox: VISION

In November 2002, the FDA accepted Novavax’s New Drug Application

(NDA) resubmission for ESTRASORB™. Our hope is to receive an approvable

letter by July 12, 2003 with authorization to market the product expected later in

2003. In February 2003, the Company raised $16.6 million through a private

placement of 4,750,000 common shares. This capital infusion, coupled with the
resubmission of the ESTRASORB NDA and the substantial completion of our

manufacturing and packaging facility, solidly position us to Advance Our Vision

of becoming a preeminent women'’s health company and further develop our

vaccine technologies.

Product Description/Indication Status Collaboration/Partner
Marketed Products
NESTABS® Prescription prenatal vitamins Marketed -
GYNODIOL™ Oral estrogen replacement therapy Marketed Barr Laboratories
AVC™ Cream and Suppasitories Vaginal bacterial infection Marketed -
ANALPRAM HCe* Topical prescription corticosteriods for Marketed Ferndale Laboratories, Inc.
hemorrhoids
Product Pipeline
ESTRASORB™ Topical emulsion for estrogen replacement NDA Filed King Pharmaceuticals, Inc.
ANDROSORB™ Topical emulsion for testosterone replacement Phase | King Pharmaceuticals, Inc.
TESTESTRASORB ™ Topical emulsion for estrogen Preclinical _
and festosterone replacement
PROGESTSORB™ NE Topical emulsion for progestin replacement Preclinical -
PROESTRASORB™ Topical emulsion for estrogen Preclinical _
and progestin replacement
PROSTERISORB ™ Progesterone containing Sterisome Preclinical _
for vaginal application
ANDRC-JECT™ A subcutaneous injectable Sterisome Preclinical
containing testosterone -
INACTIVATED SMALLPOX VACCINE  Smallpox {vaccinio) Preclinical -
E-SELECTIN TOLEROGENS Stroke immunotherapy Preclinical NIH

*ANALPRAM HC® s a registered trademark of Ferndale laboratories, Inc.




"Novavax is unique in that not only do we have a robust research and development effort—

with certain products nearing commercialization—but we also have a profitable portfolio of women’s

pharmaceutical products already on the market. Moreover, we have our own national sales force,

a significant competitive advantage in the marketplace.”

Dear Stockholders:

As we look ahead to 2003, we believe we have the
building blocks in place to capitalize on the many
opportunities we have before us. We are extremely
enthusiastic about the commercial potential of our
exciting lead product candidate, ESTRASORB.
Importantly, Novavax is unique in that not only do
we have a robust research and development effort—
with certain products nearing commercialization—
but we also have a profitable portfolio of women'’s
pharmaceutical products already on the market.
Moreover, we have our own national sales force, a
significant competitive advantage in the market-
place. These experienced men and women will pro-
vide the marketing muscle necessary to support our
existing products, while helping us to effectively
launch new products that we will develop ourselves,
acquire, or sell for others. With the recent completion
of a $16.6 million private placement equity financing,
we are well positioned to Advance Our Vision of
becoming a preeminent women’s health and drug
delivery company, as well as to move our vaccine

technologies forward in 2003.

NEW TIMETABLE FOR ESTRASORB

Novavax’s primary focus during 2002 was in
readying its manufacturing facility and packaging
operations, developing marketing programs and

materials, and educating its sales force on estrogen

replacement therapy (ERT). Initially, we had hoped
to receive approval for ESTRASORB, our proprietary
topical emulsion ERT, during the year. However, in
April we learned that the ESTRASORB New Drug
Application would not receive approval at that time
due to several issues, primarily related to chemistry,
manufacturing and controls issues. Based on our dis-
cussions with the FDA, we voluntarily withdrew our
application and prepared for a resubmission.

I would personally like to express my deepest
and most heartfelt thanks to all of our dedicated
employees for the extraordinary hard work that
made it possible to compile the information neces-
sary to finalize the ESTRASORB resubmission in
such a timely manner. The NDA was resubmitted in
September 2002, just over four months after its with-
drawal. The FDA accepted our resubmission in
November 2002, and based on a standard ten-month
review process from the September resubmission
date, we expect to hear back from the FDA by July 12,
2003. If approved, ESTRASORB could be launched in
late 2003 or early in 2004.

STRENGTHENING OUR BALANCE SHEET

Following the withdrawal of our ESTRASORB
NDA in the first half of 2002, the Company quickly
adapted to these adverse circumstances with a keen

focus on strengthening our balance sheet. Novavax
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cut back on its pre-launch activities, scaled back

its sales force to mid-2001 levels, and deferred cer-
tain marketing programs related to ESTRASORB.

In addition, capital expenditures were prioritized

to enable the Company to manage its financial
resources while additional capital was sought. We
are pleased to report that in February 2003, we com-
pleted a $16.6 million private placement equity
financing with SJ Strategic Investments LLC. This

significant capital infusion provides us with the nec-

essary financial resources to launch ESTRASORB, if
approved by the FDA, and continue to pursue our
other promising corporate initiatives. Novavax has

begun 2003 on a very strong note.

ADVANCING OUR VISICN

With capital in place we are moving ahead on sev-
eral important fronts. With regard to ESTRASORB,
we have been working diligently on the build out of
our manufacturing facility and the establishment of
our distribution capabilities. With all our equipment
currently ir place, we are in the process of having
our manufacturing facility, located within Cardinal
Health’s complex in Philadelphia, PA, validated
and approved for commercial production. We now
have a 24,000 square foot, state-of-the-art, custom
constructed, pharmaceutical manufacturing space
designed to produce up to 8,000 monthly doses of
ESTRASORB in an eight-hour shift.

On the research and development front, we
have many promising products in the pipeline. In
addition to ESTRASORB, ANDROSORB, our topical
testosterone emulsion for women, completed its
Phase I clinical trials in 2002 and we hope to start
a Phase III trial later this year. In preclinical
development we have a combination topical

estradiol-testosterone emulsion, TESTESTRASORB; a

topical progestin emulsion, PROGESTSORB NE;

a combination topical estradiol-progestin emulsion,
PROESTRASORB; and a subcutaneous testosterone
injectable for men, ANDRO-JECT.

In the area of vaccines, we continue our pre-
clinical development of a Novasome® adjuvanted,
inactivated vaccinia virus vaccine for smallpox pre-
vention. We believe such a vaccine could be a safer
alternative to the live-virus vaccine, which may not
be appropriate for as much as 20% of the population
that is known to have weakened or compromised
immune systems. Under a Cooperative Research
and Development Agreement, we are also working
with the National Institute of Neurological Disorders
and Stroke to develop E-selectin-based molecularly
derived products. Recent preclinical results in ani-
mals provide supportive evidence that E-selectin
tolerization may someday be useful in the preven-

tion of strokes.

FINANCIAL RESULTS

For 2002, total revenues were $15.0 million com-
pared to revenues of $24.1 million, in 2001. Revenues
for 2002 included $12.8 million of product sales, $1.0
million from research and development contracts,
and $1.2 million in milestone and licensing fees. This
compares to $17.3 million, $2.7 million and $4.1 mil-
lion, respectively, in 2001. The decline in our 2002
product sales was primarily due to generic competi-
tion in the prenatal vitamin market. Despite the
decline in product sales, our women’s pharmaceuti-
cal line remains profitable with gross margins in
excess of 70%. The net loss for 2002 was $22.7 mil-
lion, or $0.93 per share, compared to a net loss of
$9.7 million, or $0.43 per share, for 2001, primarily
as a result of sales and marketing expenses related

to ESTRASORB early in the first half of the year,
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as well as the decline in total revenue. While cash

at December 31, 2002 was just over $3.0 million, in
February 2003 we successfully raised $16.6 million
in a private placement of equity, providing us with
sufficient capital to launch ESTRASORB, if approved,

and continue to fund operations.

POSITIONED TO SUCCEED

We are increasingly optimistic about the opportunities
ahead for the Company. We are fortunate to have
proprietary technologies, a talented research staff, a
national sales force, dedicated employees, and strong
strategic partnerships. Novavax has an established
and profitable line of women’s pharmaceutical
products, and even more exciting, products in the
pipeline that address very large market opportunities.
Looking to the future, while we have much to look
forward to, we also have many things to accomplish.
With additional capital in hand, a focus on excellent
execution of the tasks ahead, and a continued com-
mitment to our strategic vision, we are well posi-

tioned to make 2003 a successful year for Novavax.

Mitchell J. Kelly
President and Chief Executive Officer
March 10, 2003

Milestones

FEBRUARY 2003
Closed $16.6 Million Private Placement Equity
Financing with SJ Strategic Investments LLC

NOVEMBER 2002
Philadelphia Manufacturing and Packaging

Facility Construction Completed

NCVEMBER 2002

New Drug Application for ESTRASORB, a
Novel Topical Estrogen Replacement Therapy,
Accepted for Review by the FDA

SEPTEMBER 2002
New Drug Application for ESTRASORB
Submitted to the FDA

SEPTEMBER 2002

E-Selectin Tolerogen Treatment, Being Jointly
Developed by the National Institute of
Neurological Disorders and Stroke (NINDS)

and Novavax.

JULY 2002
Co-Promotion Agreement for Analpram HC

Signed with Ferndale Laboratories, Inc.

JUNE 2002

Closed $10 Million Convertible Note Financing

with King Pharmaceuticals, Inc.

FEBRUARY 2002
Initiated Combination Safety Study with
ANDROSORB and ESTRASORB

FEBRUARY 2002

Lease Agreement for ESTRASORB
Manufacturing Facility Signed with
Cardinal Health

2002 Annual Report
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S Commercial Opportunit

Novavax is a specialty biopharmaceutical company focused

on women's health, drug delivery, and vaccines, three areas

where the Company has unigue proprietary technologies

and broad-based scientific expertise.

What makes us stand out among other
technologically-driven companies is our commercial
focus, from our profitable and well-established line

of women'’s pharmaceutical products, and our highly

experiencedl national sales force, to our future prod-

£ z ) )
uct potential. Very simply, our mission is to emerge % “Our brand new, state-of-the-art, custom con-
as a major force in the field of women’s health. '

%; - h: -3 structed pharmaceutical manufacturing space for
e ESTRASORB is located within Cardinal
Health’s Philadelphia complex.”

A PROFITABLE LINE OF WOMEN'S
PHARMACEUTICAL PRODUCTS

We market a profitable line of pharmaceutical prod-

A WELL-ESTABLISHED NATIONAL SALES FORCE

Novavax has a well trained and experienced sales

ucts including Nestabs, our complete line of pre- force that is focused on marketing and distributing

scription prenatal multivitamins, Gynodiol, our women’s health products to the obstetrician and

oral estrogen replacement therapy, and AVC Cream gynecologist. This is a significant competitive advan-

and Suppositories, our hygiene products for bacter- tage in the marketplace. This team of 64 sales profes-
ial infections. These products were acquired in
December 2000 and January 2001. Adding to our

growing lire of established women’s pharmaceuti-

sionals will be invaluable when we launch new
products. To supplement our sales and marketing
efforts associated with the potential future product

cals, in July 2002 we signed a co-promotion agree- Jaunches of ESTRASORB and ANDROSORB, we also

ment with Ferndale Laboratories, Inc. to sell established a co-promotion agreement with King

Analpram HC, a prescription product that alleviates Pharmaceuticals, Inc. This will mean well over 100

pain and itching induced by post-pregnancy hemor- salespeople in the field at the time of launch for

thoids. This broadens the spectrum of treatment these products. Additionally, having our own sales

Novavax can currently provide to women while force could mean opportunities for us to market

expanding the product offerings our sales force can products for small pharmaceutical companies that

offer to' obstetricians and gynecologists. Additional do not have a sales force of their own.
co-promotion agreements, product acquisitions or
internally developed products all offer opportunities

for future product line expansion.

4 Novavax, Inc.




FUTURE PRODUCT POTENTIAL: ESTRASORB

Novavax enthusiastically believes in the commercial
potential of its new and unique lead product
candidate, ESTRASORB. Its exciting commercial
opportunity lies in the area of estrogen replacement
therapy (ERT). ESTRASORB, a 178-estradiol topical
emulsion, is an estrogen-only lotion-like formulation
being developed for short-term use in the reduction
of vasomotor symptoms, such as hot flushes, in
menopausal women. ERT is a large and growing
worldwide market and ESTRASORB, which has
been submitted to the FDA for marketing approval,
will initially compete in the estimated $1.8 billion
domestic segment. As a backdrop, ERT has been
used for many years to address the uncomfortable
symptoms associated with post-menopause, including
the reduction of vasomotor symptoms such as hot
flushes. However, there continues to be a need for an
ERT that addresses many of the undesirable side

effects and /or inconveniences of current therapies.

If approved, ESTRASORB will be the first pre-
scription topical emulsion for ERT. As a consequence,
Novavax has the opportunity with ESTRASORB to
create a unique position within the hormone replace-
ment therapy (HRT) field. ESTRASORB delivers
estrogen into the bloodstream when applied to the
skin and, as an oil-in-water nanoemulsion, also has
moisturizing and conditioning properties. In fact,
Novavax has found in a market research survey that
women like the idea of using a topical emulsion to
receive ERT. These survey findings suggest that
ESTRASORB may be preferred by women using

alternative forms of ERT, including pills or patches,
as well as women that have not used any form of
ERT in the past.

In 2002, Novavax reported on its Phase I clin-
ical trial results at two major medical conferences,
the Society of Gynecologic Investigation’s 49th
Annual Scientific Meeting and the North American
Menopause Society’s annual meeting. The study
demonstrated that ESTRASORB treatment caused a
statistically significant reduction in moderate and
severe vasomotor symptoms (hot flushes) at weeks
four, eight and twelve of the clinical trial. In addi-
tion, a high percentage of women achieved cessation
of moderate to severe hot flushes during the twelve-

week clinical trial.

CHANGING PERCEPTION ON HRT IN 2002: THE
WOMEN'S HEALTH INITIATIVE

In July 2002, the Journal of the American Medical
Association published data from the Women's Health
Initiative, a large-scale study to examine the long-term
health effects of hormone replacement therapy in
healthy women. Preliminary results of the trial indi-
cated that the group of women on combination HRT

(in this case a single product combining conjugated
equine estrogens and a synthetic progestin) showed
overall health risks that warranted the discontinuation
of this group in the study. The results have had

a negative impact primarily on orally administered,
combination HRT products although there has also
been uncertainty by women as to whether or not to

continue with any form of HRT therapy.
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It is important to keep in mind that
ESTRASORB is a single agent HRT product intended
for short-term use for the relief of vasomotor
symptoms. This is in marked contrast to the products
identified in the study. Specifically, ESTRASORB
differs from the products used in the study in the
following critical ways: (1) ESTRASORB utilizes a
proprietary topical delivery system versus oral admin-
istration; (2) ESTRASORB contains 178-estradiol
(which is the most naturally occurring estrogen
in a woman'’s body) versus conjugated equine
estrogens combined with a synthetic progestin; and
(3) ESTRASORB is being evaluated for short-term
use for the relief of vasomotor symptoms associated
with menopause versus the long-term administration

of HRT products in the study.

MANUFACTURING AND DISTRIBUTION IN PLACE
Novavax has had successful FDA pre-approval
inspections of its analytical laboratory in Rockville,
MD and of its 100-kilogram ESTRASORB manufac-
turing and packaging system in Philadelphia, PA.

Novavax also entered into a lease agreement
with Cardinal Health in February 2002 for the build
out of a 24,000 square foot commercial manufactur-
ing and packaging facility for ESTRASORB. The

Novavax, Inc.

{3 Corporate Headquarters
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state-of-the-art facility, which occupies two floors
within the Cardinal Health Philadelphia complex,
was designed to meet all current Good Manufactur-
ing Practices requirements as well as all other

regulatory agencies’ requirements.

This facility houses a proprietary 1,000-kilogram
ESTRASORB manufacturing system, which has been
designed to produce up to 8,000 monthly doses of
ESTRASORB in an eight-hour shift. Additionally,
the facility has been fitted to accommodate high-
speed pouching, bottling and cartoning equipment

to meet packaging solutions for other products in

our development pipeline.

A Distribution/Repackaging Site
® Future Manufacturing Sites

@ Research Facilities

[ Sales Force Coverage




Research »»e« Development

The underlying value of Novavax resides in its proprietary technologies and research and development

programs. They are our foundation for growth and development as a commercial company. From innova-

tive drug delivery vehicles to protecting the population through vaccines, Novavax has a pipeline of

differentiated products in various stages of development that could have significant commercial potential.

INNOVATIVE DRUG DELIVERY VEHICLES:
MICELLAR NANOPARTICLES

Our drug delivery technology in the most advanced
stage of development is micellar nanoparticles or
MNPs. MNPs are proprietary oil and water
nanoemulsions {under 1 micron in diameter) that are
utilized to encapsulate alcohol-soluble materials,
such as hormones. When applied, MNPs deposit the
drug in the skin, which can then be absorbed into
the bloodstream. Being predominantly made of oil
and water, MNPs have moisturizing and conditioning
properties. ESTRASORB, should it be approved, will
be our first product utilizing MNP technology.

ANDROSORB is another promising product
in our pipeline that employs this MNP technology.
Instead of delivering 175-estradiol as with

ESTRASORB, ANDROSORB delivers testosterone to
women. In February 2002 we also initiated a combi-
nation safety study using ANDROSORB and
ESTRASORB together. This product is expected

to address the market of post-menopausal women
who are both testosterone and estrogen deficient.
Products in earlier stages of development that also
utilize our MINP technology platform include
TESTESTRASORB, a combination topical estradiol-
testosterone emulsion; PROGESTSORB NE, a topical
progestin emulsion; and PROESTRASORB, a combi-

nation topical estradiol-progestin emulsion.

Our patent-protected MNP technology also has
the potential to be used for a wide variety of drug
classes beyond hormones, including analgesics, central

nervous system drugs and anti-inflammatory agents.

PARTNERSHIPS AND COLLABORATIONS HIGHLIGHT THE VALUE OF CUR RESEARCH AND DEVELOPMENT

o
- :«\.03/ N
4 .
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Within our proprietary research and development initiatives and our vaccine development pro-
grams we continue to forge relationships with academic institutions, U.S. government agencies

and industry partners. Throughout our product pipeline we have several collaborations, spon-

sored research agreements and preclinical and clinical testing arrangements. In addition to funding, these

agreements provide the opportunity to benefit from the added technical expertise and staff of the institu-

tions involved and help us to gain access to clinical evaluation models, patients and related technologies.

From our strategic relationship with King Pharmaceuticals, Inc. to the various government agencies we col-

laborate with, Novavax is a valued partner.

2002 Annual Report
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PROTECTING THE POPULATION THROUGH
PREVENTATIVE VACCINES

Our second major platform technology is our
Novasome® technology. Novasomes are non-
phospholipid liposomes, made using our patented
manufacturing processes, in which drugs or other
materials can be encapsulated, fused or mixed
together for delivery into the body to boost the
body’s immune response. Novavax has a renowned
group of scientists and several issued and pending
patents in the areas of preventative vaccines based

on our Novasome technology.

SMALLPOX: INTRODUCING THE BENEFITS OF
A "KILLED" VIRUS ALTERNATIVE

Recognizing the increased threat that smallpox rep-
resents today, Novavax is in preclinical development
of a potentially safer alternative to existing smallpox
vaccines. The current vaccines, which contain the
live vaccinia virus, pose a significant health risk for
people with weakened or compromised immune
systems. In fact, as much as 20 percent of the popu-
lation would be unable to receive this vaccine. These
population groups include young children, the
elderly, pregnant women, AIDS/HIV patients,
chemotherapy patients, transplant patients, those
with inflammatory diseases such as rheumatoid
arthritis and, possibly, diabetics. Without a safer
alternative, certain people face a significant risk

of developing disseminated vaccinia, a potentially
devastating side effect, if administered the current

live smallpox vaccine.

Inc.

To address this risk, Novavax is developing
an inactivated (“killed”) smallpox vaccine that
utilizes its proprietary Novasome adjuvanted tech-
nology as a safer alternative. Novavax believes a
safer smallpox vaccine could offer significant
commercial potential and it is seeking funding and
support for further development and testing from

government agencies.

ADDITIONAL DEVELOPMENTAL HIGHLIGHTS FROM
NOVAVAX'S VACCINE PORTFOLIO

In addition to tissue culture derived vaccines, we
also develop molecularly derived proteins and
recombinant virus-like particles {VLPs). These non-
infectious protein structures resemble viruses and
can generate immune responses when administered
as a vaccine. We have several ongoing development
programs involving VLPs that address significant
unmet medical needs in such diseases as human

papillomavirus and influenza.

Under a Cooperative Research and Develop-
ment Agreement (CRADA), Novavax and the
National Institute of Neurological Disorders and
Stroke have been developing E-selectin-based
molecularly derived products for the prevention of
strokes. In September 2002, a published report in the

professional journal Stroke provided experimental

‘evidence on prevention of stroke in stroke-prone

rats. These results provide supportive evidence
that E-selectin tolerization may someday be

useful in the prevention of strokes.



SAFE HARBOR STATEMENT

Statements made in this annual report that state Novavax’s or management’s intentions, hopes, beliefs, expectations,
or predictions of the future are forward-looking statements. Forward-looking statements include but are not limited
to statements regarding product sales, future product development and related clinical trials and statements regarding
future research and development. Novavax’s actual results could differ materially from those projected in such forward-
looking statements. Factors that could cause actual results to differ materially from those in the forward-looking
statements include, among other things, the following: general economic and business conditions; competition;
unexpected changes in technologies and technological advances; ability to commercialize and manufacture products;
results of clinical studies; research and development activities; changes in, or failure to comply with, governmental
regulations; and the ability to obtain adequate financing in the future. Additional information is contained in Novavax's
SEC report on Form 10-K for the year ended December 31, 2002 incorporated herein.
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Item 1.  Business

Overview

Novavax is a fully-integrated specialty pharmaceutical company focused on the research, development and commercialization of
products utilizing our proprietary drug delivery and vaccine technologies for large and growing markets, concentrating on the areas of
women’s health and infectious diseases. Our lead product candidate, ESTRASORB™, is the first topical emulsion for estrogen
replacement therapy for which a New Drug Application has been accepted for review by the Food and Drug Administration. The
NDA for ESTRASORB was submitted in june 2001 and was accepted for review in August 2001. In April 2002, we were informed
by the FDA that the agency had completed their review of the NDA for ESTRASORB. At that time, the agency did not raise any
issues regarding the efficacy or safety of ESTRASORB, but did request additional information with respect to the Chemistry,
Manufacturing and Controls section of the filing. We determined that the most advantageous approach to resolving the outstanding
CMC questions was to voluntarily withdraw the NDA and resubmit it once all of the responses to the CMC questions had been
prepared. In September 2002, we resubmitted the New Drug Application, which was accepted for review by the FDA in November
2002. We are seeking FDA approval of ESTRASORB for the reduction of hot flushes in menopausal women and, if approved, we
believe ESTRASORR will be competitively positioned to address the estimated $1.8 billion estrogen replacement therapy market in
the United States. In 2002, Novavax reported on its Phase III clinical trial results at two major medical conferences. The study
demonstrated that ESTRASORB treatment caused a statistically significant reduction in moderate and severe vasomotor symptoms
(hot flushes) at weeks four, eight and twelve of the clinical trial. In addition, a high percentage of women achieved cessation of
moderate to severe hot flushes during the twelve-week clinical trial.

Our micellar nanoparticle technology involves the use of patented oil and water emulsions that we believe can be used as vehicles
for the topical delivery of a wide variety of drugs and other therapeutic products, including hormones. We believe that our technology
represents the first time that ethanol soluble hormones, such as estrogen and testosterone, have been encapsulated and delivered. In
addition to ESTRASORB, our product candidates using these technologies include ANDROSORBT™, a topical testosterone emulsion
that has completed two Phase [ clinical trials; TESTESTRASORB™, a topical estrogen and testosterone emulsion;
PROGESTSCRB™ NE, a topical progestin emulsion; and PROESTRASORBT™, a topical estrogen and progestin emulsion. Other

drug delivery technologies, like our Novasome® and Sterisome® technologies are being utilized to develop other products. .

Novasomes are used as adjuvants to enhance vaccine effectiveness. Sterisomes are being used as subcutaneous injections that can
deliver long-acting drug effects. We also conduct research and development on preventative vaccines and proteins, for infectious
diseases, cancers and immunotherapies.

Over the past two years we have entered into co-promotion agreements with King Pharmaceuticals, Inc. for the promotion and
marketing of ESTRASORB and ANDROSORB within the United States and Puerto Rico, and we have licensed to King the right to
sell these products outside the United States. Our relationship with King has the potential to provide us with broader women’s health
market coverage for ESTRASORB and ANDROSORB. Under the terms of our co-promotion agreements with King, we will record
all of the product sales, returns and allowances and cost of sales for ESTRASORB and ANDROSORB in the United States and Puerto
Rico. The resultant gross margin will be shared equally with King and the payment to King will be recorded as a selling and
marketing expense on our statement of operations. In addition, following product approval by the FDA, both parties will also share
equally in approved marketing expenses for the products. All direct marketing expenses will be recorded by us, for which King will
reimburse us fifty percent. We received licensing fees of $3.0 million and milestone payments totaling $5.0 million from King upon
the submission to the FDA and acceptance for review of the ESTRASORB NDA. We have also received from King $20.0 million in
December 2000, $10.0 million in September 2001 and $10.0 million in June 2002, in the form of convertible note financings.

We currently market, sell and distribute a line of prescription pharmaceuticals and prenatal vitamins through our 64 person sales
force that has extensive experience selling to obstetricians, gynecologists, managed care organizations, wholesalers and retail
pharmacies throughout the United States. In 2002, these products generated revenues of $12.8 million. If we receive marketing
approval from the FDA, we expect to sell ESTRASORB through both our sales force and King’s sales force. We intend to
manufacture ESTRASORB for commercial sale in our dedicated, state-of-the-art 24,000 square foot facility in Philadelphia,
Pennsylvania, which was substantially completed in December 2002.




Our Strategy

The primary elements of our strategy include:

Maximize the commerciai impact of ESTRASORB. We are currently developing commercialization and manufacturing
infrastructures, programs facilities and systems in anticipation of approval of our ESTRASORB NDA by the FDA in 2003.
We believe that our sales and marketing plan will enable ESTRASORB to capture a meaningful share of the estimated $1.8
billion estrogen replacement therapy market in the United States. We expect that the introduction of ESTRASORB, if
approved, will increase our presence in the women’s health market, thereby enabling us to more effectively commercialize
future products that we develop, acquire or in-license. Our co-promotion agreement with King should provide us with
additional marketing and selling expertise that will assist us in achieving broader market coverage for ESTRASORB.

Leverage our unigue drug delivery technology platforms to commercialize additional pharmaceutical products. A key
component of our growth strategy is the introduction of new products based on our proprietary drug delivery technologies. In
addition to ESTRASORB and ANDROSORB, we have three hormone replacement therapy product candidates in preclinical
development. We will continue to focus on developing improvements to existing therapies. We intend to target large
markets where our products can be differentiated through increased efficacy and improved delivery technique.

Continue to develop our capabilities as a fully-integrated specialty pharmaceutical company. We intend to enhance our
internal capabilities in the developing, testing, manufacturing and marketing of our product candidates. We believe that this
fully-integrated platform differentiates us from many specialty pharmaceutical companies and enhances our ability to
successfully introduce new products such as. ESTRASORB, and to grow our existing line of women’s health products. We
plan to continue to focus our research and development efforts on advancing our existing product candidates towards
commercialization and on identifying and commercializing new therapies using our unique drug delivery techniques. We
have substantially completed the build-out of our ESTRASORB manufacturing facility, and we are validating and expanding
our manufacturing capabilities in anticipation of the commercial launch of ESTRASORB. We have a 64 person sales force
with experience in the area of women’s health, and intend to continue to build that sales team as we are able to
commercialize, acquire and in-license new products.

Continue to expand our product lines through acquisition of new products and technologies. We believe we can continue
to grow through the acquisition of product lines, individual products or additional technologies. Numerous opportunities
exist to acquire such products and technologies as large pharmaceutical companies seek to divest many non-core product
areas. Our fully-integrated capabilities assist us in identifying, acquiring and successfully implementing new product and
company acquisitions.

We have demonstrated our ability to successfully acquire and integrate products and research capabilities. We acquired
Fielding Pharmaceutical Company in December 2000, which enabled us to expand our women’s health product line and gave
us an established national sales force with experience calling on obstetricians and gynecologists throughout the United States.
In order to provide us with additional products to sell through our sales force, in January 2001 we purchased the AVC
product line from King, and in July 2002 we entered into an agreement with privately-held Ferndale Laboratories, Inc. to co-
promote Analpram HC®.

Exploit our expertise in vaccine technology to develop products for a large and underserved market. We currently have
several vaccine candidates in clinical and preclinical development. In particular, we are pursuing development of a
Novasome adjuvanted inactivated smallpox vaccine, and an E-selectin tolerogen for use in stroke prevention, both of which,
if approved,we believe could address large and underserved markets. In order to pursue a number of vaccine development
programs, we intend to collaborate with private companies, academic institutions and governmental agencies.

Our Products and Product Candidates

We are focused on the successful introduction of new product candidates and the continued sales growth of the products we
currently market. The table below provides a summary of our marketed products and product candidates, which are discussed
elsewhere in further detail:



Product or

Product Candidate Product Description Partner Status

Nestabs® Prescription prenatal vitamins --- Marketed

Gynodiol™ Oral estrogen replacement therapy Barr Marketed

AVC™ cream and Vaginal bacterial infection --- Marketed

suppositories

Analpram HC® Topical prescription corticosteroids for Ferndale Marketed
hemorrhoids

ESTRASORB™ Topical emulsion for King NDA filed
estrogen replacement

ANDROSORB™ Topical emulsion for King Phase I
testosterone replacement

TESTESTRASORB™ Topical emulsion for estrogen and --- Preclinical
testosterone replacement

PROGESTSORB™ NE Topical emulsion for progestin --- Preclinical
replacement

PROESTRASCRB™ Topical emulsicn for estrogen and --- Preclinical
progestin replacement

PROSTERISORB™ Progesterone containing Sterisome for --- Preclinical
vaginal applications

ANDRO-JECT™ A subcutaneous injectable Sterisome - Preclinical
containing testosterone -

Inactivated smallpox Smallpox (vaccinia) --- Preclinical

vaccine
E-Selectin tolerogens Stroke immunotherapy NIH Preclinical

Our Lead Product Candidetes—ESTRASORR and ANDROSCORB

ESTRASORB is our lead product candidate and utilizes our patented micellar nanoparticle technology to deliver estrogen, in the
form of 178-estradiol, through the skin when applied topically in the form of an emulsion. We submitted a New Drug Application for
ESTRASORB to the Food and Drug Administration in June 2001, which was accepted for review in August 2001. In April 2002, the
FDA informed us that the agency had completed their review of the NDA for ESTRASORB. At that time, the agency did not raise any
issues regarding the efficacy or safety of ESTRASORB, but did request additional information with respect to the Chemistry,
Manufacturing and Controls section of the filing. We determined that the most advantageous approach to resolving the outstanding
CMC questions was to voluntarily withdraw the NDA and resubmit it once all of the responses to the CMC questions had been
prepared. In September 2002 we resubmitted the NDA, which was accepted for review by the FDA in November 2002. We are
seeking FDA approval of ESTRASORB for the reduction of hot flushes in menopausal women. In 2002 Novavax reported on its
Phase III clinical trial results at two major medical conferences. The study demonstrated that ESTRASORB treatment caused a
statistically significant reduction in moderate and severe vasomotor symptoms (hot flushes) at weeks four, eight and twelve of the
clinical trial. In addition, a high percentage of women achieved cessation of moderate to severe hot flushes during the twelve-week
clinical trial. We believe that ESTRASORB offers advantages over competing therapies in the estimated $1.8 billion estrogen
replacement market in the United States.

Market Overview. As a woman approaches menopause, ovulation becomes less frequent and the production of estrogen
decreases. Eventually, the estrogen produced is insufficient to bring about menstruation. Menopause is typically diagnosed when
there has been an absence of menstruation for at least one year accompanied by the presence of hot flushes. Women are entering
menopause at the rate of approximately 4,000 per day. An estimated 10 million women are currently on estrogen-only replacement
therapy. This number is forecast to increase to 12.8 million in 2004 as diagnosis and medication efficacy increase and side effects
associated with therapy decrease. The demographic expansion of the “baby boomer” generation will cause an increase in the estrogen
replacement therapy market as more women reach the age associated with menopause and seek medical attention for their symptoms.

Estrogen replacement therapy is currently used worldwide by menopausal women to treat the symptoms of menopause, such as
hot flushes, and by post-menopausal women to prevent osteoporosis and other adverse health conditions. Current estrogen
replacement products include oral tablets and, more recently, transdermal patches. Users of oral estrogen tablets may sometimes
experience the side effect of nausea. Transdermal patches for estrogen replacement were developed in large part to eliminate this side
effect of nausea and first became commercially available in the mid 1980’s. Patches generally use alcohol to drive the estrogen
through the skin to achieve therapeutic blood levels. These patches may cause skin irritation and the inconvenience to the patient
associated with wearing and changing an external patch. For the 12 months ended September 30, 2002, the estrogen replacement




market in the U.S. was approximately $1.8 billion, with approximately 75% of the market using oral estrogen replacement therapy,
14% of the market using transdermals, and 11% of the market using vaginal and other products.

Clinical Trials of ESTRASORB. We have completed several preclinical and human safety and efficacy studies for ESTRASORB.
A Phase II study completed in the first quarter of 1999 involved a 35-day dosing protocol and included 120 patients at six clinical sites
in the United States. This study indicated that ESTRASORB, administered daily to post-menopausal women, significantly reduced
the number of hot flushes per day. In the first quarter of 2001, we completed a Phase I1I pivotal study at 21 centers in the U.S.
designed to determine the efficacy of ESTRASORB in reducing the frequency of hot flushes in post-menopausal women. The Phase
11 study was a randomized, double-blind, placebo-controlled, parallel-group study involving 200 participants. During this study, a
3.0-gram daily dose of either ESTRASORB or placebo emulsion was administered to the thighs and calves of each participant, with
100 participants receiving ESTRASORB and the remainder receiving the placebo emulsion. The study demonstrated that
ESTRASORB treatment caused a statistically significant reduction in moderate and severe vasomotor symptoms (hot flushes) at
weeks four, eight and twelve of the clinical trial. In addition, a high percentage of women achieved cessation of moderate to severe
flushes during the twelve-week clinical trial. The Phase III study further demonstrated that ESTRASORB had no clinically relevant
adverse effect on laboratory safety parameters, vital signs or dermal assessments.

Marketing of ESTR4SORB. The United States marketplace for estrogen replacement therapy is highly competitive. In response,
we have prepared an aggressive sales launch and marketing strategy for ESTRASORB. Our marketing efforts will target the high-
volume prescribers and early adopters of women’s health products. These efforts will be further supplemented by a publications
strategy aimed toward the inclusion in specialty medical publications of in-depth clinical information regarding ESTRASORB.

In July 2002, the Journal of the American Medical Association published data from the Women’s Health Initiative, a large-scale
study to examine the long-term health effects of hormone replacement therapy in healthy women. Preliminary results of the trial
indicated that the group of women on combination HRT (in this case a single product combining conjugated equine estrogens and a
synthetic progestin) showed overall health risks that warranted the discontinuation of this group in the study. The results have had a
negative impact primarily on orally administered, combination HRT products although there has also been uncertainty by women as to
whether or not to continue with any form of HRT therapy.

It is important to keep in mind that ESTRASORB is a single agent HRT product intended for short-term use for the relief of
vasomotor symptoms. This is in marked contrast to the products identified in the study. Specifically, ESTRASORB differs from the
products used in the study in the following critical ways: (1) ESTRASORB utilizes a proprietary topical delivery system versus oral
administration; (2) ESTRASORB contains 178-estradiol, (which is the most naturally occurring estrogen in a woman’s body) versus
conjugated equine estrogens combined with a synthetic progestin; and (3) ESTRASORB is being evaluated for short-term use for the
relief of vasomotor symptoms associated with menopause versus the long-term administration of HRT products in the study.

ANDROSORB. ANDROSORB utilizes our patented micellar nanoparticle technology to deliver testosterone through the skin,
when applied topically as an emulsion. Although generally associated with men, testosterone is also a naturally occurring hormone in
women. As a woman ages, she may experience a variety of symptoms of testosterone deficiency, including poor libido or sexual
responsiveness, depression, and cardiovascular, musculoskeletal and urological problems. ANDROSORB may be useful to treat the
symptoms of testosterone deficiency, a condition that is increasingly prevalent in our aging population.

To date, there have been no approved testosterone therapy products for women in the U.S. other than a product that combines
estrogen and methyltestosterone. Current testosterone replacement therapy products for men include deep intramuscular injections,
transdermal patches and gels. The injections require frequent visits to a physician and may be associated with pain at the injection site
and abscess. The transdermal patches may cause skin irritation and patient inconvenience associated with wearing and changing
external patches. We believe that ANDROSORB may offer several advantages over these current therapies. ANDROSORB is a
emulsion that may be applied to the skin, thus eliminating the need for intramuscular injections. In addition, ANDROSORB does not
contain materials that may cause the skin irritation associated with transdermal patches. We completed a Phase I study in 2000 and
completed a second study in 2002.

Currently Marketed Products

Our acquisition of Fielding in 2000 enabled us to expand our women’s health product line and provided us with an established
national sales force having extensive experience in selling to obstetricians and gynecologists throughout the United States. The
acquisition included the Nestabs® product line and Gynodiol™, described below, and a sales force of 64 people. We believe that the
expertise gained through the marketing of these products positions us for a successful launch of ESTRASORB, if approved by the
FDA. We currently market the following four women’s health prescription products:




Nestabs®. Nestabs is a complete line of prenatal multivitamins for use before, during and after pregnancy. Nestabs provides a
convenient, once-a-day dosing regimen and a' patient-friendly, small, easy to swallow tablet. The Nestabs product line generated $8.8
million in sales in 2002.

Gynodiol™. Gynodiol is a safe, effective and economical option for women who require an oral estrogen replacement therapy,
and is available in four dosage strengths. Gynodiol is indicated for the relief of moderate to severe vasomotor symptoms associated
with menopause, the treatment of vulval and vaginal atrophy, the treatment of hypoestrogenism and the prevention of osteoporosis.
The total sales for Gynodiol in 2002 were $1.7 million.

AVC™ Cream and Suppositories. AVC is an established line of women’s hygiene products effective for the treatment of vaginal
infection. We acquired the AVC product line from King for $3.3 million in 2001 and we believe there is opportunity for sales growth
because AVC is the only sulfanilamide on the market. The AVC product line generated $2.0 million in sales in 2002.

Analpram HC®. Analpram HC is a topical prescription of corticosteroids that are anti-inflammatory and anti-pruritic agents
targeted at women suffering from hemorrhoids. We began selling this product in August 2002 after entering into a co-promotion
agreement with Ferndale in July 2002.

Infectious Diseases

We develop and produce live virus suspensions and vaccines for governmental, commercial and academic clients. Cur

" capabilities include experimental vaccine development, vaccine safety testing, production and testing of tissue culture systems. In

addition, we have one of the few locations in the world that produces experimental live viral vaccines for Phase I clinical trials. We

also develop recombinant virus-like particles and sub-unit proteins for use as vaccines against infectious diseases. Cur vaccine
product candidates include the following:

Inactivated Smallpox Vaccine. Based upon the potential threat of a smallpox outbreak due to terrorist activity, there is an urgent
need for a safe and effective smallpox vaccine that can be administered to the entire U.S. population. The current live virus smallpox
vaccine cannot safely be given to all persons. There are a significant number of people, up to 20% of the total population by some
estimates, who may experience severe reactions to a live vaccine due to weakened immune systems. For example, people with
HIV/AIDS, the elderly, transplant recipients and people on chemotherapy may have compromised immune systems. Novasomes are
our non-phospholipid liposome technology used to adjuvant vaccines. We have in pre-clinical development a Novasome adjuvanted
inactivated smallpox vaccine that may have a better safety profile than that of existing live virus vaccines. Initial animal studies
indicate that our Novasome adjuvanted, inactivated smallpox vaccine achieved neutralizing antibodies to the virus.

E-Selectin Tolerogen. Under a Cooperative Research and Development Agreement (CRADA), Novavax and the National Institute
of Neurological Disorders and Stroke have been developing E-selectin-based molecularly derived products for the prevention of
strokes. In September 2002, a published report in the professional journal Stroke provided experimental evidence on prevention of
stroke in stroke-prone rats. These results provided supportive evidence that E-selectin tolerization may someday be useful in the
prevention of strokes.

Coliaborative Agreements

We have significant involvement in collaborations, sponsored research agreements and preclinical and clinical testing agreements
with academic institutions and with U.S. government agencies in connection with the development of our pharmaceutical product
candidates and our vaccine adjuvants. We have executed a Cooperative Research and Development Agreement with the NIH that is
directed towards our work with the Stroke Branch of the National Institute of Neurological Disorders area of the NIH. The principal
goal of this agreement is to evaluate the safety of therapeutics (recombinant e-selectin proteins) for the prevention of strokes. These
and other collaborative agreements provide us with the opportunity to utilize the technical expertise and staff of the institutions
involved and to gain access to clinical evaluation models, patients and related technologies.




Our Platform Technologies

Technology Description Products

Micellar Nanoparticles An oil and water nanoemulsion (under 1 micronin ESTRASORB, ANDROSORB,
diameter) that allows topical delivery of alcohol- TESTESTRASORB,

soluble materials PROGESTSORB NE and
PROESTRASORB
Novasomes® Non-phospholipid liposomes that can be used as Novasome adjuvanted smalipox
an adjuvant to enhance vaccine effectiveness vaccine
Virus-like particles Non-infectious, self-assembling protein vaccines Chimeric HPV 16 vaccine
Sterisomes® Sterol and oil free emulsion ANDRO-JECT, PROSTERISORB
Viral vaccines Tissue culture derived live or attenuated vaccines Smallpox vaccine
Recombinant proteins Sub-unit protein vaccines and immunotherapeutics  E-selectin tolerogen

Our product development efforts are focused on the research and development of proprietary topical, and injectable drug delivery
systems and vaccine technologies and the applications of those technologies. Our technology platforms involve the use of proprietary
microscopic structures as vehicles for the delivery of a wide variety of drugs, including hormones, and vaccine adjuvants. In addition,
our vaccine technology can be utilized for the development of prophylactic vaccines. We believe our innovative technologies may
allow for a more cost-effective and stable delivery of a wider variety of drugs and other therapeutics than commercially available
phospholipid liposomes and other delivery vehicles. Our topical delivery technology may also be preferred over other available
injectable delivery technologies that are invasive, inconvenient and sometimes painful.

Micellar Nanoparticle Emulsions. Micellar nanoparticles are proprietary, oil and water nanoemulsions. We believe that our
micellar nanoparticle emulsions are the first substances able to encapsulate ethanol soluble materials. The micellar nanoparticle
emulsion formulations we use for the topical delivery of drugs have properties similar to creams and lotions. Micellar nanoparticle
emulsions are the fundamental technology platform for our hormone replacement therapies, including our ESTRASORB and
ANDROSORB product candidates. We believe that our patent on this technology lasts until 2015.

Novasome Non-Phospholipid Vesicles. In addition to our micellar nanoparticle emulsion technology, we have developed
Novasome non-phospholipid liposomes. Novasomes are proprietary liposomes in which vaccine