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Cytogen Highlights 2003

¢ Reacquired marketing rights to Quadramet from Berlex Laboratories Inc.,
together with the requisite capital raise;

» Clinical data relating to both ProstaScint and Quadramet was presented
at the Society of Nuclear Medicine (SNM) meeting;

» Separate marketing alliances for improved ProstaScint imaging were
formed with General Electric Medical Systems and Siemens;

¢ Combidex data published in a lead article in the New England Journal of Medicine
(2003, Volume 348, No. 25, pp. 2491-2499);

* |nvestigational data supporting Quadramet combination therapy with both
docetaxel and zoledronic acid was presented at the American Society of
Clinical Oncology meeting;

* Investigational data supporting Quadramet high-dose therapy was
presented by Mayo Clinic researchers at the SNM meeting;

* Monetized Cytogen’s royalty rights to Antisoma plc’s lead product, R1549
(formerly Pemtumomab), for potential of an aggregate of $1 million in
payments, $500,000 of which was received in 2003;

* Combidex clinical data was presented at the International Society for
Magnetic Resonance in Medicine 11th Scientific Meeting from a study
including patients with breast and prostate cancer;

¢ Christopher P. Schnittker, CPA joined Cytogen as Vice President and
Chief Financial Officer in September 2003;

¢ $60 million shelf registration statement was declared effective by the SEC
in November 2003, of which $20.5 million in gross proceeds was received
from the sale of Cytogen’s common stock in November 2003;

e Clinical data relating to Quadramet’s potential role in multiple myeloma was
presented at the American Society of Hematology meeting;

* Combidex data in a variety of cancers were presented at the Radiological
Society of North America (RSNA) meeting;

 First biological validation of Cytogen’s novel proteomics technology was
presented at the International Union of Biochemistry & Molecular Biology
and Human Proteome Organization World Congress Meeting;

¢ Phase Ill clinical study of Combidex in lymph nodes was published in
the September issue of the journal Radiology (2003, Volume 228, No. 3,
pp. 777-788) demonstrating that Combidex aids in the non-invasive
evaluation of metastatic lymph nodes in patients with head and neck,
chest, breast, abdominal, and pelvic cancers;

Investigational data demonstrating that ProstaScint-guided prostate
brachytherapy results in a high probability of actuarial four-year biochemical
disease-free survival for patients with localized prostate cancer was published
in the International Journal of Radiation Oncology Biology Physics

(2003, Volume 57, No. 2, pp. 362-370);

New prostate-specific membrane antigen (PSMA) findings were published in
the Proceedings of the National Academy of Sciences (2003, Volume 100,
No. 22, pp. 12590-12595); and

Outcomes data supporting that central abdominal pattern of uptake with
ProstaScint indicates metastatic disease and investigational data demon-
strating that ProstaScint can influence post-prostatectomy radiotherapy
decision making was presented at the RSNA meeting.
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Success

. These are some of the qualities that have driven our patients to
cceed in their lives. Discovering new ways to improve the quality
‘ of their lives is what drives us.
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T . Cytogen Corporation and Subsidiaries
Selected Financial Data

(continued)

\
. . December 31,
(All amounts in thousands) , : : . o { 2003 2002 2001 2000 1999
CONSOLIDATED BALANCE SHEET DATA: , . .

"~ Cash, cash equivalents and short-term investments $ 30,215 $ 14725 '$ 11,309 $ 11,993 $ 12,394
Total assets......... ; 43,695 19,894 21,492 20,416 18,605
Long-term liabilities . - 2,454 2,614, 2,291 2,374 2,416
Accumulated deficit....................... U RUP RO e ST U RSN PIRROPN Lo (365,738) (356,380) (340,681) Awmm_mm\,: (301,283)
Stockholders’ equity .................. e e, T S TSP . 36,040 10,588 11 mK 7218 _ 7 10,549,
(1) mm:moa a non-cash osm@m to write off the carrying value of thelicensing fées associated <<_5 z_,\__umm BLADDERCHEK in 2003 and mm>OI<wmmD 1-125 and BRACHYSEED Pd-103 in 2002. .

(2) In August 2000, the Company licensed product rights from Advanced Magnetics, Inc. In June 1999, the Company acquired Prostagen, Inc. i
(3)’ In 2000, the Company recorded a non-cash o:mém for the cumulative effect related to the adoption of SEC Staff >oooc35@ Bulletin No. 101. - ~ .
. . . .
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New Chief Financial Qfficer

in September 2003, we announced that Christopher P. Schnittker, CPA, joined the

Company as Vice President and Chief Financial Officer.

.Antisoma Research Limited . v

In September 2003, Antisoma Research Limited acquired certain royalty rights to
‘Antisoma’s lead product, R1549 (formerly Pemtumomab), from us. In connection with
Antisoma’s acquisition of such rights, Antisoma made a cash payment to us of $500,000
and has agreed to make an additional payment of $500,000 upon the first commercial
sale, if any, of the R1549 product. In return, we relinquished our right to receive royalties
equivalent 1o 1.65% of future net sales, if any, of the R1549 product.

Matritech . e

In October 2003, we entered into an amendment and restatement of our distribution
agreement with _Sm::mo: o:c_:m_:\ executed on October 18, 2002. Under the terms of
this amended and amﬁmaa agreement, which took effect on November 8, 2003, we had
a non-exclusive right to sell NMP22 BLADDERCHEK to urologists until December 31,
2003 and have an exclusive right to continue 1o sell NMP22 BLADDERCHEK to oncolo-
gists through the term of the restated agreement, which is December 31, 2004. All mini-
mum sales requirements were removed from the agreement.

RESULTS OF OPERATIONS

t

Year Ended December 31, 2003 as Compared to December 31, 2002

Revenues . -
_:o,ammm\ADQOm_mmv
mx:\ amounts in thousands, except percentage data) ; 2003 2002 $ %
PROSTASCINT oo . $6,523 $ 7,923 $(1,400). (18)%
QUADRAMET: ' T
Product Sales (commenced August-2003)...... 2,765 — 2,765 “nfa
Royalties (ceased July 2003) ...................... 1,105 1,842 . (737) (40)%
NMP22 BLADDERCHEK N o
(commenced November 2002) ..... 205 © 14 281 2,007 %
BRACHYSEED (ceased January 2003) ... 240 2,507  (2267)  (90)%
ONCOSCINT (ceased December 2002)...:.......... . — 182 (182)  (100)%
_:_om:mm and Contract ... N, 2,914 463 2,451 529-%
- o _ . $13,842 $12931 $ 911 - 7%

Total revenues for the year ended December 31, 2003 were $13.8 million compared to

$12.9 million for the same period jn 2002. Product related revenues, which include prod-
uct sales and royalties, accounted for 79% and 96% of total revenues in 2003 -and 2002,
respectively. License and contract revenues accounted for the remainder of revenues.

PROSTASCINT: PROSTASCINT sales were $6.5 million for the year ended December
- 31, 2003, a decrease of $1.4-million from $7.9 million for the same period of 2002. Sales
of PROSTASCINT accounted for 60% and 64% of product related revenues for 2003 and

Cytogen Corporation and Subsidiaries
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A

2002, respectively. PROSTASCINT has historically been a challenging-product for physi-
cians and 603,30_0@55 to use, in‘part dug to inherent limitations in nuclear medicine imag-
ing. While-we believe that the period to period decrease in PROSTASCINT sales that we
have experienced is due, to a large degree, to such challenge, we also beligve that such
decline in PROSTASCINT revenue may be reversed depending upon, among other things,
the implementation and contirided research relating to the following: (i Q advances in imag-
ing technology; (i) new UBQ:Q muu:om:o:m and (iii) improvements in healthcare reim-
bursement practices. We cannot assure you that we will be able to successfully market
PROSTASCINT or that PROSTASCINT will achieve greater Bm:ﬁﬁ Um:m:mzo: on atimely
basis or result in significant revenues for us.

. QUADRAMET. Berlex Laboratories marketed QUADRAMET in the United States through

‘ July 31, 2003. On August 1, 2003, we reacquired marketing rights to QUADRAMET from

Berlex and’'began marketing QUADRAMET through our internal specialty sales force.
Effective*upon the reacquisition of such marketing rights, we no longer receive royalty rev-
enue from Berlex for 0c>Dm>_<_m4 and we pay royalties to Berlex on our sales of
QUADRAMET. On August 1, 2003, we began recognizing product revenue from our sales
of- QUADRAMET. Royalty revenue from sales of QUADRAMET for the year ended

December 31, 2003 was $1.1 million from January 1, 2003 through July 31, 2003 com-

pared to $1.8 million in the full year 2002. In 2003, Cytogen recorded QUADRAMET sales
of $2.8 million from August 1, 2003 through December 31, 2003. QUADRAMET product
sales ‘and royalties combined accounted for 35% and 15% of product related revenues
for 2003 and 2002, respectively. Currently, we market QUADRAMET only in the United
States. Schering' AG, Germany, through its subsidiary CIS Bio International, will continue

_to market QUADRAMET. in Europe as a direct licensee of Dow Chemical Company. We

believe that the future growth and market penetration of QUADRAMET is dependent
upon, among other things: (i) new clinical data suppofting the expanded and earlier use
of QUADRAMET in various cancers; (ii) novel research supporting combination uses with
other therapies, such as chemotherapeutics and bisphophonates; and (i) establishing

. the use of QUADRAMET at higher doses to target and treat primary bone cancers. We

cannot-assure you that we will be able to-successfully market QUADRAMET or that
OC>_um>_<_mA will achieve greater market Dm:m:m:o: on a timely basis or result in m_@:_:-
cant revénues for us. ‘ S

NMP22 BLADDERCHEK. NMP22 BLADDERCHEK sales for the year m:ama December

31, 2003 were $295,000, which represented 3% of our total product related revenues com-
pared to $14,000 in 2002. We began promoting NMP22 BLADDERCHEK to both urologists
and oncologists in the United States in November 2002 using our internal sales force. On
October 30, moou_ we entered into an amended and restated distribution agreement with
Matritech whereby, effective November 8, 2003, we had the right to non-exclusively market
NMP22 BLADDERCHEK to urologists through December 31,.2003 and also to exclusively
market NMP22 BLADDERCHEK to oncologists through the term of the amended agree-
ment, which is December 31, 2004, We cannot assure you that we will be able to success-
fully market Z_/\_Umm BLADDERCHEK or that NMP22 BLADDERCHEK will achieve greater
market Um:m:mzo: on a timely basis or result in m_@:_:owa 8<m:cmm for us.

/.
A
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(continued)

respectively, in expenses relating to AxCell's operations. In September 2002, we signifi-
cantly reduced AxCell's workforce to reduce the cash expenditures relating to AxCell in
. order to leverage our oncology franchise. In 2004, we expect to conduct investigational
studies related to QUADRAMET product expansion which may increase current expendi-
ture levels.

Equity in Loss of Joint Venture. Our 50% share of the equily loss in the PSMA
Development Company LLC, our joint venture with Progenics Pharmaceuticals, Inc., was
$3.5 million in 2003 compared to $2.9 million for the same period of 2002. We equally
share ownership and costs of the joint venture with Progenics and account for the joint
venture using the equity method of accounting. The joint venture’s work plan,- budget,
and other operational and financial matters relating to 2004 were approved by us and
Progenics. We expect to incur significant and increasing costs in the future to fund our
share of the development costs of the joint venture.

. Impairment of Intangible Assets. \n 2003, we recorded a non-cash charge of $115,000
for the impairment of the carrying value of an up-front license fee associated with NMP22
BLADDERCHEK, which we believe will not be recoverable given our projected sales vol-
umes. During 2002, we recorded a non-cash charge of $1.7 million to impairment of intan-
gible assets which répresented the write-off of the carrying value of the up-front license
fees associated with BRACHYSEED 1-125 and BRACHYSEED Pd-103, as the carrying
valiie would not have been recoverable. In January 2003, we served notice of termination
for each of our license and distribution agreement and product manufacturing and supply
‘agreement with Draximage with respect to the BRACHYSEED products. As of January 24,
2003, we no longer accept or fill new orders for either BRACHYSEED product.

Interest Income/Expense. Interest income for the year ended December 31, 2003 was
$141,000 compared to $274,000 for the same period of 2002. The decrease from the
prior year is due to a lower average yield on investments. interest expense for 2003 was
$185,000 ooBDm:mQ to $173,000 for the same period of 2002. interest expense includes
interest on outstanding debt and finance charges related to various equipment leases.

Loss on Investment. We recorded a non-cash charge of m,ﬂm 000 during 2002 for a
complete impairment in the carrying value of our investment in shares of common stock
of ‘Northwest m_oﬁjmﬁmnmc:om Inc., which we-had received as part oﬁ our acquisition of
Prostagen in 1999. The fair value of. such investment, based on the quoted market
prices, had dramatically decreased from its original carrying value of $516,000. Based
on an evaluation of the financial condition of Northwest and the then current stock price,
we concluded that the decline was other than temporary and that the carrying amount of
this investment would not be recoverable.

Income Tax Benefit. During 2003, we sold a portion of our New Jersey state net oper-
ating loss and research and development. credit carryforwards, which resulted in the
recognition of $888,000 in income tax benefits. Assuming the State of New Jersey con-
tinues to fund this program, which is uncertain, the future amount of net operating loss
and research and development credit carryforwards which we may sell will also depend

upon the allocation among qualifying companies of an annual pool established by the
State of New Jersey. We did not recognize any such benefits in 2002.

Net Loss. The net loss for the year ended December 31, 2003 was $9.4 million com-.

pared to $15.7 million reported for the same period of 2002. The net loss per share for the
year ended December 31, 2003 was mmo 92 based on weighted average common shares
outstanding of 10.2 n, compared fo a netoss per share of $1.85 based on weighted
average common shares outstanding of 8.5 million for the same period in 2002.

Year Ended December 31, 2002 as Compared to December 31, 2001

Revenues
Increase/(Decrease)
(All amounts in thousands, except percentage data) 2002 2001 $ o
PROSTASCINT ..o ~$7923 $7640 $ 283 4%
QUADRAMET Royalties...........cccccoovr.. s 1,842 . 2,063 221y (11)%
NMP22 BLADDERCHEK
(commenced November 2002) ...... 14 14 n/a
BRACHYSEED ... 2,507 779 1,728 222 %
ONCOSGCINT....... e 182 363 (181)  (50)%
License and Contract ... 463 912 (449) (49)%
$12,931  $11,757 %A;wb 10 %

aoﬁ/m_ revenues for the year ended December 31, 2002 and 2001 were $12.9 miliion
and $11:8 million, respectively. Product related revenues, which included product sales
and royalties, accounted for 96% of total revenues in 2002 compared to 92% in the same
period of 2001. License and contract revenues accounted for the remainder of revenues.

PROSTASCINT. Sales of PROSTASCINT for the year ended December 31, 2002 were -

$7.9 million compared to $7.6 million for the same period of 2001. PROSTASCINT sales
accounted for 64% and 70% of product related revenues for 2002 and 2001, respectively.

QUADRAMET. Royalties from QUADRAMET for the year ended December 31, 2002
were $1.8 million compared to $2.1 million for the same period of 2001. The decrease
was partially due to a temporary and infrequent disruption in the supply of QUADRAMET
from the-manufacturer of the product during the third quarter of moom which was subse-
guently resolved.

NMP22 BLADDERCHEK. The initial sales of NMP22 BLADDERCHEK were $14,000 in -

2002. During the fourth quarter of 2002, we entered into a five-yean agreement with
Matritech Inc. for us to be the sole distributor for Matritech’s NMP22 BLADDERCHEK
test 1o urologists and oncologists in the United States. We began marketing NMP22
BLADDERCHEK in November 2002.

BRACHYSEED. Sales of BRACHYSEED for the year ended December 31, 2002 were
$2.5 million and accounted for 20% of product related revenues, compared to $779,000,

N
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. Cytogen Corporation and Subsidiaries
o Zm:mmmﬂ:m:: U_mncmm_o: and Analysis of Financial ﬂo:a_:o: and Wm.m::m of Obmﬁm:o:m

(continued) ) ,

“ Loss on Investment. We recorded a non-cash charge of $516,000 during 2002 for a
complete impairment in the carrying value of our investment in m:mﬂmw of common stock of
_ Northwest m_oﬁjmﬂmcmcﬁ_Om which we had received as part of our acquisition of nﬂomﬁm@m:
in 1999. The fair value of such investment, based on the quoted market prices, had dra-
matically decreased from its original carrying value of $516,000. Based on an evaluation

- of the financial condition of Northwest and the then current stock price, we concluded that

the decline was other than temporary and 38 the carrying amount of this investment
would not be recoverable. *

Insurance Reimbursement. During 2001, we received a one-time payment of $402,000
from an insurance claim filed by us in 2000 to recover the loss of product resulting from
the rupture of a tube during the manufacture ‘of a batch of PROSTASCINT.

Income Tax Benefit. During 2001, we sold a portion of our New Jersey state net oper-
ating loss and research and development credit carryforwards, which resulted in the
recognition of $1.1 million in income tax benefits: Assuming the State of New Jersey con-
tinues to fund this program, which is uncertain, the future amount of net operating loss
and research and development credit carryforwards which we may sell will also depend
upon the allocation among qualifying companies of an annual pool established by the
State of New Jersey: We did not recognize any such benefits in 2002.

Net Loss. The net loss for the year ended December 31, 2002 was $15.7 million com-
pared to $12.1 million for the same period of 2001. The net'loss per share for the year
ended December 31, 2002 was $1.85 based on weighted average common shares out-
standing of 8.5 million, compared to a net loss per share of $1.56 based on weighted
avefage common shares outstanding of 7.8 million for the same period in 2001. -

COMMITMENTS ) ,
We have entered into various contractual obligations and commercial commitments.
The following table summarizes our ‘contractual obligations as of December 31, 2003:

Contractual Obligation

i

4t05

“Lessthan 1to3 After 5
" (All amounts in thousands) 1 year years  years  years Total
Long-term debt® $ — $9280 $ — § — $ 2280
Capital lease o 76 6 - — 82
Facility leases.. ...l 607 395 — — 1,002
Other operating leases.............cccooee 9 — — — 9
Manufacturing and research and , ) .

development contracts® 4649. 4507 260 1,010 10,426
Investor relations and oo:wc:_zo :

SEIVICES ..o e e 834 128 — — 9262
Capital contribution to joint venture® .. 4,200 — — — 4,200.
Minimum royalty payments® .../ 1,000 2,000 2,000 4,833 9,833
TOMA v $11,375  $9,316 . $2,260 $5843 $28,794

20

(1) In August 1998, we received $2.0 million from Elan Corporation, plc in exchange for a convertible prom-
issory note. The note is convertible into shares of our common stock at $28 per share, subject to adjust-
ments, and matures in‘August 2005. The note bears annual interest of 7%, compounded semi-annually,
however, such interest was not payable in cash but was added to the principal for the first 24 months;
thereafter, interést is nm<mc_m in cash. The note contains certain non-financial covenants, with which we
are in compliance as of December 31, 2003.

(2) As a result of our recent reacquisition of marketing rights to QUADRAMET, we assumed m__ of Berlex’s
obligations under a manufacturing and supply agreement with BMSMI, including an obligation to pay
marnutacturing costs. Effective January 1, 2004, we entered into a new manufacturing and supply
agreement with BMSMI whereby BMSMI will manufacture, distribute and provide order Qoommm_:@ and
customer services for us relating to QUADRAMET. Under the terms of the new agreement, we are obli-

. gated to pay at least $4.2 miltion annually 58:@: 2008, unless terminated by BMSMI or us on a two
year prior written notice. This agreement will automatically renew for five successive one-year periods

c:_mmm 6-35&@& by BMSMi or usona two-year U:oﬂ written notice. Accordingly, we have not included

commitments cm<o:a 2005.

In 2004, we expect to provide $4.2 million in funding for the development of PSMA technologies through

our joint venture’ with Progenics. Such funding amount in subsequent: periods may vary dependent

upon; among other things, the results of the joint venture's clinical trials and research and development _
activities, competitive and technological Qm<m_003m£m and market opportunities.

(4) We monc:ma an exclusive license from The Dow Chemical Company for Oc>_um>_<_mq for the treatment
of o&moc_mm:o bone metastases in certain territories. The agreement agc_am us to pay Dow royafties
based on a percentage of net sales of QUADRAMET, or a guaranteed contractual minimum payment,
whichever is greater, and future payment upon achievement of certain milestones. Future annual mini-
mum royalties due to Dow are $1.0 million per year in 2004 through 2012 and mm@w_ooo in 2013.

)

In addition to the above, we are obligated to make certain 8<m:<.cm<3m2w based on
sales df the related product and certain milestone payments if our collaborative partners
achieve specific development milestones or commercial milestones.

~LIQUIDITY AND CAPITAL RESOURCES

Condensed Statement of Cash Flows:

"(All amounts in thousands) ) -2003
Net loss _ $ (9,358)
Adjustment to reconcile net loss to net cash cmma in o . :
operating aChVIIES ...t (1,185)
Cash used in operating activities............ SO SUUSIORUORO S ﬁoh@
Cash used in investing activities i (24,669)
Cash provided by financing activities 34,1177
Net change in cash and cash mpczm_oaw $ (1 _o&mv

Our cash and cash equivalents were $13.6 million as of December 31, 2003, compared
to $14.7 million as of December 31, 2002. The decrease in 2003 from 2002 was primarily
due to increased operating cash usage and purchases of short term investments and
product rights, partially offsét by proceeds from the sales of our common stock. In 2003,
2002 and 2001, the cash used for ocmﬂm::@ activities was $10.5 million, $8.3 million, and -
w._w 4 million, respectively. The 2003 iricrease from 2002 was primarily due to our build-up
of vamﬁ,mO_Zﬂ_?mEo:mm during 2003 and to increased funding to our joint venture,

N ~
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Cytogen Corporation and Subsidiaries
Management's Discussion and Analysis of Financial Condition and _Nmm::m of Operations

(continucd)

periods may vary depending upon, among other things, the resuits of the clinical trials
and research and development activities, competitive and technological developments,
and market opportunities.

We acquired an exclusive license from a:m Dow Chemical Company for QUADRAMET
for the treatment of osteoblastic bone metastases in certain territories. The agreement
requires us to pay Dow royalties based on a-percentage of net sales of QUADRAMET, or
a guaranteed contractual minimum payment, whichever is greater, and future payment
upon achievement of certain milestones. Future annual minimum royalties due to Dow
are $1.0 million per year in 2004 through 2012 and $833,000 in 2013.

Our financial objectives are to meet our capital and operating requirements through
revenues from existing products and licensing arrangements. To achieve these objec-
tives, we may enter into research and development partnerships and acquire, in-license
and develop other technologies, products or services. Certain of these strategies may
require payments by us in either cash or stock in addition to the costs associated with
developing and marketing a product or technology. However, we believe that, if suc-
cessful, such strategies may increase long-term revenues. There can be no assurance
as to the success of such strategies or that resulting funds will be sufficient to meet cash
requirements until product revenues are sufficient to cover operating expenses, if ever.
To fund these strategic and operating activities, we may sell equity or debt securities as
market conditions permit or enter into credit facilities.

We have incurred negative cash flows from operations ‘since our inception, and have
expended, and expect to continue to expend in the future, substantial funds to _BU_m-
ment our planned product development efforts, including acquisition of products and
complementary technologies, research and development, clinical studies and regulatory
activities, and to further our marketing and sales programs. We expect that our existing
capital resources should be adequate to fund our operations and commitments at least
into the middle of 2005. We cannot assure you that our business or operations will not

. 7 . . L
change in a manner that would consume available resources more-rapidly than antici-

- pated. We expect that we will have additional requirements for debt or equity capital,

irrespective o* whether and when we reach profitability, for further product development
costs, Qoacoﬁ and technology mopc_m_:o: costs, and working capital.

QOur future capital requirements and the adequacy of available funds will depend on
numerous factors, including: (i) the successful commercialization of our products; (ii) the
costs ‘mmmogm;m.a with the acquisition of complementary products and technologies;
(iii) progress in our product development efforts and the magnitude and scope of such
efforts; (iv) progress with clinical trials; (v) progress with regulatory affairs activities;
(vi) the cost of filing, prosecuting, defending and enforcing patent claims and other intel-
lectual property rights; (vii)-competing technological and market developments; and
(viii) the expansion of strategic alliances for the sales, marketing, manufacturing and dis-
tribution of our products. To the extent that the currently available funds and revenues
are insufficient to meet current or planned operating requirements, we wilt be ch_aq to
obtain additional funds through equity or debt financing, strategic. alliances with corpo-
rate partners and others, or through other sources. There can be no assurance that the

22

‘financial sources described above will be available when needed or at terms commer-

cially acceptable to us. If adequate funds are not available, we may be required to delay,
further scale back or eliminate certain aspects of our operations or atternpt to obtain_
funds through arrangements with collaborative partners.or others that may require us to
relinquish rights to certain of our technologies, product candidates, products or potential
markets. If adequate funds are not available, our business, financial condition and
results of operations will be materially and adversely affected.

CRITICAL ACCOUNTING POLICIES AND ESTIMATES

Financial Reporting Release No. 60 requires all companies to include a discussion of
critical accounting policies or methods used in the preparation of financial statements.
Note 1 to our Consolidated Financial Statements in this Annual Report for the year ended
December 31, 2003 includes a summary of our significant accounting policies and meth-
ods used in the preparation of our Consolidated Financial Statements. The following is a
brief discussion of the more significant accounting policies and methods used by -us.
The preparation of our Consolidated Financial Statements requires us 1o make estimates
and assumptions that affect the reported amounts of assets and liabilities and 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. Our actual
results could differ materially from those estimates.

Revenue Recognition

Product related revenues include product sales by Cytogen to its customers w:Q
QUADRAMET royalties. Product sales are Boom:_NmQ when products are shipped, which
is when the customer takes ownership and assumes risk of i0ss, collection of the relevant
receivable is probable, persuasive evidence of an agreement exists and the sales price is
fixed and determinable. The Company does not grant price protection to its customers.

Prior to the reacquisition of QUADRAMET from its marketing partner, Berlex Laboratories
in August 2003, the Company recognized royalty revenue on QUADRAMET sales made
by Berlex, during each period as Berlex sold the product. As a result of the reacquisition,
effective >c@cmﬁ 1, 2003, the Company began recognizing revenue from the sales of
QUADRAMET and no longer receives QUADRAMET royalty revénue.

License and contract revenues include milestone payments and fees under collabora-
tive agreements with third parties, revenues from research services, and revenues from
other miscellaneous sources. , )

In 2003, Staff Accounting Bulletin No. 104, “Revenue Recognition” (“SAB 104") replaced
Staff Accounting Bulletin No. 101, “Revenue Recognition In Financial Statements” (“SAB
101"), which the Company adopted in 2000. The provisions related to non-refundable, up-
front license fees were unchanged in SAB 104 compared to SAB 101. Accordingly, we
defer up-front license fees and recognize them over the estimated performance period of
the related agreement, when we have continuing involvement: Since the term of the per-
formance periods is subject to management's estimates, future revenues to be aooms_Nma
could be affected by o:m:mmm in such estimates.
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Cytogen Corporation and Subsidiaries

cxcept share data)

Consolidated Statements of Stockholders’ Equity and ﬂanqmrmsm:\m Loss

(All amounts in thousands,

Accumulated

Common Stock Additional | Other Total
Paid-in Deferred Comprehensive  Accumulated  Stockholders'’
) Shares Amount Capital Compensation Income Deficit Equity
Balance, December 31,2000 ... 7,559,444 $ 76 $336,618 $(895) $ — $(328,581) $ 7,218
Sale of shares of common stock including exercise of stock options......... 324,149 3 14,235 — — 14,238
Issuance of shares of common stock and stock options a_mﬁoq '
FO COMPENSALION ..o.viiiie i e 10,141 — 282 — — — 282
Issuance of options and warrants to purchase shares of v
common stock......... S — — 201 -~ — 201
Deferred compensation a_maa to mﬁoox oo:o:w ........................ Lereeeearreaees — — 241 (241) — — —
Amortization of deferred compensation.............c.c.ocveiiiioiiocoioca.. , — — — 515 — — 515
Comprehensive loss: . - - .
NETIOSS . SRRSO UUPUPT PO ;o — — — — (12,100) (12,100)
Unrealized gain on marketable securities.....................ccoecc e, o — — — — 860 — 860
Total comprehensive 10SS ... (11,240)
Balance, December 31,2001 ... ST 7,893,734 79 351,577 (621) 860 (340,681) 11,214
Sale of shares of common stock including exercise of stock.options......... 716,290 7 12,966 — — - 12,973
Issuance of shares of common stock and stock options related - \
to COMPENSAON.........o 20,512 1 736 — — — 737
Issuance of shares of common stock in connection with Prostagen .......... 127,699 -1 12,038 — — — 2,039
Reversal of deferred compensation related to stock options..................... . — — (433) 433 — — \ —
Amortization of deferred compensation.....................ccoocoe. [T — e - — 184 — — 184
Comprehensive loss: >
Netloss......o.o.cco... e . — — — — — (15.699) (15,699)
— — - — (860) — (860)
Total comprehensive loss................... [ (16,559)
Balance, December 31,2002 ... ' 8,758, 235 88 366,884 @) — (356,380) 10,588
Sale of shares of common w.o.ur ................ ettt 4,094,187 41 34,240 — — — 34,281
Issuance of shares of common stock and warrants qm_mwmn_
to compensation 5,066 - 526 —_ - — 526
Reversal of deferred noaum:mmzo: related 8 stock ou._o:m .= — (1) 1 — —_ _—
Amortization of deferred oo:._umzwm:o: .................................. FRRTRTTT — — — 3 — —_ 3
NEtIOSS. ..o R — — —_ — — 7 (9,358) (9,358)
12,857,488 $129 $401,649 °© § — $ — $(365,738) $ 36,040

The accompanying notes are an integral part of these statements.
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AN Cytogen Corparation and Subsidiaries

Notes to Oo:mo__mmﬁmn_ T:m:n_m_ m::m_:m:ﬂm

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES . v
. j
Business

Founded in 1980, Cytogen Corporation (the “Company” or “Cytogen”) of Princeton, NJ’
is a product-driven, oncology-focused biopharmaceutical company that licenses, devel-
ops and commercializes both therapeutic and molecular imaging/diagnostic products
that address the unmet medical needs of physicians and the patients they serve. The
Company directly markets QUADRAMET™ (samarium Sm-153 ._,,mxaﬂo:mB injection),
PROSTASCINT® A/omca_jwd pendetide) kit for the preparation of Indium tn-111 capromab
pendetide, and NMP22° BLADDERCHEK® (nuclear matrix protein-22) in the United States.
The Company m_mo has exclusive United States marketing rights to COMBIDEX® (ferumox:
tran-10), which is under review by the U.S. Food and Drug >Q35_m:mzo: The Company is
also developing therapeutics targeting prostate-specific membrane antigen (PSMA), a pro-
tein highly mxgmmmma on the surface of prostate cancer cells and the :mo<mwoc_mEE of
solid tumors.

Cytogen has had a history of-operating losses since its _:oobzo: The OoBum:< cur-
rently relies on two products, PROSTASCINT and QUADRAMET, for substantially all of its

-revenues. In addition, the Company has, from time to time, mﬁocbma selling certain prod-

ucts, such ‘ds. BRACHYSEED and ONCOSCINT CR/QV, that the Company previously
believed would generate significant revenues for its business. The Company's products
are subiject to significant regulatory review by the FDA and other federal and state agen-
cies, which requires significant time and expenditures in seeking, maintaining and
expanding product approvals. In addition, the Ooch:< relies on collaborative partners:-
to a significant degree, among other things, to manufacture its products, to secure raw
materials, and to provide licensing rights to their proprietary products for the Company
to sell and market to others. k

Basis of Consolidation

The consolidated financial statements include the financial mﬁmﬁmamim of Cytogen and
its subsidiaries. All intercompany-balances and transactions :m<o been m__B_:m.HmQ in
oo:mo_amco: : .

Use of Estimates .
The preparation of financial statements in_conformity with accounting principles gen-

erally accepted in the United States. of America requires management to make estimates’

and assumptions that affect the reported amounts of assets and liabiities and 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. L
’ \
Statements of -Cash Flows
Cash and cash mpc_<m_m2m include cash on hand, omm: in banks and all :_@Fq liquid
_:<m,ﬁ3m3m with a-maturity of three months Q less at the time of purchase. Cash paid for

_:88& mxbmzmm was $185, ooo $169,000 m:a $180,000 in 2003, 2002 and 2001,

'

respectively. During 2003, 2002 and 2001, the Company purchased $0, $189,000 and
$11,000, respectively, of equipment under various capital leases.

B

Short-Term Investments . . !
* Short-term investments at UmomBUmﬁ 31, 2003 were $16.6 million and consisted of -
U.S. Government Agency Discount Notes. The Company has the ability and intent to

- hold these securities until maturity. Held-to-maturity securities are recorded at amortized

cost, adjusted for the accretion of discounts. Discounts are accreted over the life of the
related -security on a straight-line basis. Dividend and interest income are recognized

. when earned. These securities mature at various times until December 2004.

28

Accounts Receivable i

Accounts receivable are recorded at the 5<o_omq amount and do :9 bear interest. The
allowance for doubtful accounts is the OoBUm3<m best estimate of the amount of proba-

“ble credit losses in the Company's existing accounts receivable. The OanmE deter-

mines the allowance based on historical write-off experience. The Company reviews its

‘allowance for doubitful accounts monthly. Past due balances over 90 days and over a

specified amount are reviewed _:QZ_Qcm_E for oo__mo:_o:?\ Account -balances are

~J

charged off against the allowance after all means of collection have been exhausted and

-the potential for recovery is considered remote. The Company does not have any off-

{
balance-sheet credit exposure related to its customers.

At December 31, 2003 and 2002, accounts receivable were net of an allowance for
doubtful accounts of $67,000 and $30,000, respectively. Expense charged to the provi-
sion for doubtful accounts during 2003, 2002 and 2001 was $37,000, $0 and $0, respec-
tively. The Company wrote off $5,000 of uncollectible moooE:m in 2001 and none in 2003
and 2002.

Inventories ) - )

" The Company’s inventories are primarily related to PROSTASCINT. Inventories are
stated at the lower of ooﬁ Or market :m_:@ the first-in, 39 out method and consisted of
the following:

December 31,

- . . AN

(All amounts E thousands) ' . ) 2003 2002
RaW MAtErIalS ... $ 11 $ 506
Work-in process....... [ e e 1,089 39
Finished goods ..., e 787 717
) ’ $1,887 $1,262

/ . .

. Property and Equipment

Property and equipment are mﬁmﬁoq at cost, net of meﬂmo_mzo: _.mmmo:o_a _390<om
ments are amortized on a straight-line basis over thé lease period or the estimated use:
ful life, whichever is shorter. Equipment and furniture are depreciated on a straight-line
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Cytogen Corporation and Subsidiaries

. : . Notes to Consolidated Financial Statements ’

(continued)

Research and Development

Research and development expenditures consist of projects conducted by the
Company and payments made to sponsored résearch UB@SEW and consultants. All
research and development costs are charged to expense as incurred. Research and
development expenditures for customer sponsored programs were $214,000, $53, ooo
and $17,000 in 2003, 2002 and 2001, respectively.

,

Patent Costs
Patent costs are charged to expense as incurred.

Income Taxes

The Company accounts for income taxes under the asset and liability method in
accordance with SFAS No. 109, “Accounting for Income Taxes.” Deferred tax assets and
fiabilities are recognized for the future tax conseguences attributable to differences
between the financial statement om:u\_:@ amounts of existing assets and liabilities and
their respective tax bases and ocmﬂw::@ loss and tax credit carryforwards. Deferred tax
assets and liabilities 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 rec-
ognized in income in the period that includes the enactment date.

Net Loss Per Share

Basic net loss Uwﬂ common share is based upon the weighted average common
shares outstanding during each period. Diluted net loss per common share is the same
as basic net loss per share, because the inclusion of common’stock equivalents, which
consist of stock warrants and options, would be antidilutive due to the Company's losses
(see Notes 14 and 15).

Reverse Stock Split ‘ /

In October 2002, upon the receipt of approval of the Company’s stockholders, the
Company's Board of Directors authorized and implemented a reverse stock split (the
“Reverse Split") of Cytogen’s issued, outstanding and authorized shares of common
stock at a ratio of one-for-ten. All references to the number of shares and per share
amounts in the moooBE:S:m consolidated financial statements and notes to consoli-
dated financial statements have been retroactively restated to 8:@9 the Reverse Sglit.

Stock-Based Ocz__em:mm:o:

The OOSUm:< follows the intrinsic value method of mooo%::m for stock-based
employee compensation in accordance with APB Opinion No. 25, “Accounting for Stock
Issued to Employees,” and related interpretations. The Company records deferred com-
pensation for option grants to employees for the amount, if any, by which the market
price per share exceeds the exercise price per share at the measurement date, which is
generally the grant date. It

The Company follows the disclosure provisions of SFAS 123, ..>oooc3_:@ for Stock-
Based Compensation,” as amended by SFAS No. 148 "Accounting for Stock-Based
Compensation—Transition and Disclosure.” Had compensation cost for options been

|

.
recognized in the consolidated statements of operations using the fair value method of
accounting, the Company’s net loss and net loss per share would have been as follows:

' ) December 31,

(All amounts in thousands, except per share _QmNm\ 2003 2002 2001
Net loss, as reported .................. IS $ (9,358) $(15,699) '$(12,100)
Add: Stock-based employee compensation ’ ]

expense included in reported net loss... 3 184 515
Deduct: Total stock-based employee : i
compensation expense determined under- ) P
fair value-based method for all awards.............. (1,506) (4,000) (5,838)
Pro forma net 10Ss .....c..ovvervrvee. .. [T © $(10,861)  $(19,515)  $(17,423)
Basic and diluted net loss per m:mﬂm )
asreported ...l - $ (092) % (1.85) $ (1.56)
Pro forma basic and diluted net loss .
PET SNAE.....c. it $ (1.06) $ (231)- $§ (224)

Other Comprehensive Income -

The Company follows SFAS No. 130, “Reporting Comprehensive Income.” This stalement -
requires the classification of items of other comprehensive income by their nature and dis-
closure of the accumulated balance of other comprehensive income separately~from
retained earnings and additional paid-in capital in the equity section of the batance sheet.

Recent Accounting Pronouncements .

In December 2003, the Financial Accounting Standards Board (“FASB”") issued FASB -
Interpretation No. 46 (revised December 2003), “Consolidation of Variable Interest
Entities” (“VIEs”), which addresses how a business enterprise should evaluate whether it
has a controlling financial interest in an entity through means other than voting rights and
accordingly should consolidate the entity. FIN 46R replaces FASB Interpretation No. 46
which was issued in January 2003. The Company is required to apply FIN 46R to vari-
able interests in VIEs created after December 31, 2003. For variable interests in VIEs
create before January 1, 2004, the Interpretation wili be applied beginning on March 31,

.~ 2004. For any VIEs that must be consolidated under FIN 46R that were created before

30

January 1, 2004, the assets, liabilities and noncontrolling interests of the VIE initially
would be measured at their carrying amounts with any difference between the net
amount added to the balance sheet and any previously recognized interest being rec-
ognized as the cumulative effeCt of an accounting change. If determining the carrying
amounts is not practicable, fair value at the date FIN-46R first applies may be used to
measure the assets, liabilities and noncontrolling interest of the VIE. The Company is cur-
rently evaluating the impact, if any, that the adoption 9“ FIN 46R will have on the
Company’s consolidated financial statements.

FASB Statement No. 150, “Accounting for Certain Financial instruments with Charac-
teristics of both Liabilities,and Equity,” was issued in May 2003.. This Statément estab-
lishes standards for the classification and measurement of certain financial instruments
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oﬁoum: Corporation and Subsidiaries

. ‘ . Zoﬁmm to ﬂo:mo_amﬁmm Financial m::mBm_im

PSMA technology. The Joint Venture is owned equally by Cytogen and Progenics.
Through November 2001, Progenics funded the first $3.0 million of development costs of
the Joint Vehture. Beginning in Decembér 2001, the Company and Progenics began to
equally share the future costs of the Joint Venture. Cytogen has exclusive North American
marketing rights for products developed by the Joint Venture. ’ ,

The Company accounts for thé Joint Venture using the equity method of accounting.

As discussed above, through November 2001, Progenics was obligated to fund the ini-
* tial $3.0 million of the development costs. Beginning in December 2001, Cytogen began
to recognize 50% of the Joint Venture's losses in its consolidated statement of opera-
tions. For the years ended December. 31, 2003, 2002 and 2001, Cytogen recognized

$3.5 million, $2.9 million and $332,000 in losses of the Joint Venture, respectively. As of

December 31, 2003 and 2002, the carrying value of the Company’s investment in the
Joint Venture was $550,000 and $1,000, ﬂmmcmoz\,\m_x which represents Cytogen’s invest-
ment in the Joint Venture, less its cumulative share of losses, which net investment is
recorded in other assets (see Note 1). Selected financial statement information of the
- Joint Venture is as follows:

Balance Sheet Data: N
- . December 31,
(All amounts in thousands) h . 2003 2002
CASM e e e $ 1,173 $ 290
Accounts receivable from Progenics v:mﬁBmomczom_m .
arelated party ...............e o PSRRI PUIII 108 —
TOAl @SSELS ..o RSSO L% 1,281 % 290
Accounts payable to _uaoom:_Ow _u:m:zmooc:om_w .
A TElAted DALY oot e $ — $ 304
Accounts payable and moo_‘cma expenses ...... SEUTURUURPP SORPITPI { 199 —
Total abilities....c.......occ.c. SO e 199 304
Capital contributions............ 19,398 11,399
Accumulated deficit.. (18,316) (11,413)
Total stockholders’ moc_Q Qm:o_c.......:.::._ .......... R 1,082 (14)
Total fiabilities and stockholders’ equity (deficit) ) 290

$ 1,281 $
Income Statement Data: - . v
. ) ) : For the Period

For the Year Ended 153 Lc:m. 15, 1999
- (inception) to

(All mio:im in thousands) 2003 2002 2001 Decermber 31, 2003
Interest NCOME ..., - '$ 5 % 13 % 47 - % 234

. Total expenses........ SUTURUUPIORUP SRR 6,908 5,786 - 2,623 18,550 -
Net loss.. $(5,773)  $(2,576) $(18,316) -

$(6,903)
! -

{continucd)

32

In connection with the licensing of the PSMA a,o::o_ocv\ to the Joint Venture in June
1999, Cytogen recognized wUUBXQBmHE $1.8 million in license fee revenue. In connection
with the adoption of SAB 101 in 2000, the Company deferred mbbax_«:mﬁm_v\ $1.5 million of
this previously recognized license fee and recognized $125,000, $150, ooo and $599,000
of the deferred revenue as license and contract revenue in 2003, 2002 and 2001, respec-
tively. The deferred revenue has Umms fully recognized as of December 31, 2003.

7. THE DOW CHEMICAL COMPANY

In 1993, Cytogen acquired an exclusive license :03 The Dow Chemical OoBUmS< for
QUADRAMET for the treatment of osteoblastic bone metastases in the United States.
This license was amended in 1995 to.expand the territory to include Canada and Latin
America and again in 1996 to expand the field to include all ostecblastic diseases. The
agreement requires the Company to pay Dow royalties based on a percentage of net
sales of QUADRAMET, or a @cma::mma contractual minimum payments, whichever is
greater, and future payments upon achievement of certain milestones.- The Company
recorded-$1.0 million, $1.0 million and $824,000 in royalty: expense for 2003, 2002 and
2001, respectively. Future annual minimum royalties due to Dow are $1.0 million per year
in 2004 through 2012 and $833,000 in 2013. ‘

v

8. BERLEX LABORATORIES INC.

In June 2003, the Company announced that ; had m:aﬂma into an agreement with
Berlex Laboratories Inc. (“Berlex”) to reacquire marketing rights to QUADRAMET in North
America and Latin America in exchange for an upfront payment of $8.0-million and royal-
ties based on future sales of QUADRAMET, subject to Cytogen obtaining any necessary
financing for the reacquisition. Cylogen reacquired marketing rights to QUADRAMET on
August 1, 2003 and, in accordance with that agreement, began recording product rev-
enue from the sales of QUADRAMET. Cytogen no longer receives royalty revenue from

‘Berlex. The up- -front license payment of $8.0 million was capitalized in 2003 as a

QUADRAMET license fee in the accompanying consolidéted balance sheet and is being
amortized on a straight-line basis over approximately twelve years, which is the estimated
performance period of the agreement. During 2003, Cytogen recorded $280,000 of such
amortization as cost of product related revenues in the accompanying consolidated state-
ment of operations. Cytogen also recorded $455,000 of royalty expenses to Berlex based
on its sales of OC>Um>_<_E in 2003 as cost of product related revenues.

In 1998, under m mmbmﬂmﬁm agreement, the Company licensed the Sm}m::@ rights to
QUADRAMET to mm:mx in exchange for, among other ﬁj_zmm an up-front, non-refundable
license fee. In connection with the_adoption of SAB No. 101 in 2000, the Company
deferred $2.8 million of such license fee.net of associated costs, to be recognized over
the estimated performance period. In August 2003, the 1998 license was terminated
and, as a result, the remaining unamortized deferréd revenue of $1.9 million was recog-
nized as license and contract revenue in the accompanying consolidated mEﬁBoE of
operations. Prior to the acceleration of the remaining unamortized deferred revenues in

" August 2003, the Company recognized $152,000, $260,000 and $260,000 of the

deferred revenues in 2003, 2002 and 2001, respectively. .
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Cytogen Caorparation and Subsidiaries

Notes to Consolidated Financial Statements -

{(continued)

The Company leases certain equipment under capital lease obligations, which will
expire on various dates through 2005. Property and equipment leased under non-
cancellable capital leases have a net book value of $69,000-at December 31, 2003.
Amortization of assets held under capital leases is included with depreciation expense.
Payments to be made under capital lease obligations (including total interest of $2,000)
are $78,000 in 2004 and $6,000 in 2005.

In an effort to reduce expenses and position Oﬁomm: for stronger long-term growth in
oncology, the Company restructured AxCell in September 2002 by reducing 75% of
AxCell’s workforce. As a.result, during 2002, the Company recorded a charge of $869,000
related to employee severance costs, the impairment of property, and equipment and
future rental payments on leased facilities that will not be used in operations, which has
been included in selling, general and administrative expense in the accompanying con-
solidated statement of operations. As of December 31, 2003 and 2002, the Company has
a remaining accrued liability for future lease payments of $246,000 and $322,000, respec-
tively, of which $163,000 is considered _03@ -term as of December 31, 2003 and payable
through 2006.

14. COMMON STOCK AND WARRANTS
In June 2003, the Company issued to consultants warrants to Uc:%mmm an aggregate
of 100,000 shares of its common stock at an exercise price of $5.65 per share for con-

sulting services. The warrants are exercisable in 12 equal installments on each monthly .

anniversary from the date of issuance and are exercisable through June 10, 2006. The
Company recorded a charge to selling, general and administrative expense for the fair
value of these warrants in the amount of $497,000 in its oozm\..o__am:oq statement of oper-
ations for 2003 using the Black-Scholes pricing model.

In June 2003, the Company entered into a securities purchase agreement pursuant to
which the Company sold 1,052,632 shares of its common stock to certain institutional
investors at $4.75 per share, resulting in net proceeds of approximately $4.6 million. In
connection with the sale, the Company issued to the investors warrants to purchase
315,790 shares of its common stock with an exercise price of $6.91 per share. The war-
rants are exercisable until June 6, 2008. .

In July 2003, the Company entered into a securities purchase agreement pursuant to
which the Company sold 1,172,332 shares of its common stock to certain institutional
investors at $8.53 per share, resulting in net proceeds of approximately $3.3 million. In
connection with the sale, the Company issued to the investors warrants to purchase
1,172,332 shares of its common stock with an exercise price of $12.80 per share. In addi-
tion, the OoBUmS< also _mm:mq (i) warrants to purchase 100,000 shares of its common

stock at an exercise price of $12.80 per share to a consultant as part of its compensation

for services rendered in connection with this financing; and (i) warrants to purchase an
aggregate of 250,000 shares of its"”common stock at an exercise price of $10.97 per
share; to certain stockholders, in connection with such stockholders' waiver of certain
rights in connection with this financing. All warrants issued in connection with this financ-
ing are exercisable until July 10, 2008 and become automatically exercised, in full, if the

34

closing price of the Company’s common stock is at least 130% of the exercise price then
in effect ($16.64 or $14.26, as applicable) for 30 consecutive trading days. Upon receipt
of written notice by the Company of such automatic exercise, the holders of the warrants
must exercise such warrants by paying the Company the exercise price times the number
of shares of common stock issuable upon exercise. .

In November 2003, the Company sold 1,863,637 shares-of its common stock to cer-
tain institutional investors at $11.00 per share resulting in net Uﬁoommam to the Company
of approximately $20.4 3___6:

In February 2001, the Company sold 127,656 shares of its Common Stock to.an insti-
tutional investor at an aggregate price of $6.5 million or oo:@aﬁm:o; equal to mwo 92
per share.

In June 2001, the Company entered into a Share Purchase >@8o3m3 with the State
of Wisconsin Investment Board (“SWIB"), pursuant to which the Company sold 182,000
shares of Cytogen Common Stock to SWIB for an aggregate purchase price of $8.2 mil-
lion, before transaction costs, or consideration equal to $45.00 per share. In-connection
with the Share Purchase Agreement, the Company was required to discontinue the use
of an equity financing facility.

In January 2002, the Company sold 297,067 shares of its Common Stock to SWIB for
an aggregate purchase price of $8.0 million, or consideration equal to $26.90 per share
pursuant to a January 2002 Share-Purchase Agreement between SWIB and the
Company. In connection with our stock issuances to SWIB, the Company agreed not to
enter into equity line arrangements-in the future, issue certain securities at less than fair
market value or undertake certain other securities issuances without requisite stock-
holder approval. The Company sold an additional 416,670 shares of its Common Stock
to SWIB in June 2002 for an aggregate purchase price of $5.0 million or consideration
equal to $12.00 per share.

In 2003 and 2002, the Company issued to certain 3@36@5 of Cytogen’s Board of
Directors an aggregate total of 1,127 and 3,541 shares of its Common Stock, respec-
tively, as compensation for their services as directors of the Company.

See Nate 5 for information regarding Cytogen Common Stock issued to the namﬁm@mz
Partners, and Note 17 for information regarding Cytogen Common Stock issued to
employees under the 401(k) plan.

As of December 31, 2003, the Company has outstanding warrants to purchase
1,944,485 shares of Cytogen Common Stock, at exercise prices ranging from $5.65 to
$49.80 per share. The warrants are exercisable and expire at various times through July
2008. During 2003, warrants to purchase 26,000 shares of the Company’s Common
Stock expired. Some warrants may become automatically exercised, in full, subject to

. certain conditions.
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N S , vgoﬂmm to Consolidated Financial Statements

.(continued) N

/ . .

At December 31, 2003, Cytogen Stock Options to purchase 184,162 shares of
Cytogen Common Stock were exercisable and the weighted average exercise price
of these options was $21.08. At December 31, 2003, 59,448 shares of Cytogen Common
Stock were available for issuance under approved option plans. :

Included in the above tables is an option granted to a key employee in 1998 to vcajmmm
135,000 shares of Cytogen Common Stock (“Performarice Options”), at an exercise price
of $10.94 per share. The vesting of the Performance Options were subject to the ooBD_m-
tion of om:m_: performance based milestones as détermined by the Company's Board of
Directors (the “Board”). The Company recorded approximately $1.1. million of deferred
compensation upon the commencement of the vesting of the Performance Options, which
represented the fair value of Cytogen's Common Stock in excess of the exercise price of
the option on the date which the Board determined the performance milestones had been
met. Deferred compensation was amortized. over the three-year vesting period of the
Performance Options. Upon the resignation of the xm< employee in December 2002,
$354,000 of the deferred compensation related to unvested options was reversed.

Also included in the above table.are options to purchase 150,000 shares of Oﬁoum:‘

Common Stock granted to our Chief Executive Oz_omﬁ under the Company’s approved
stock option plans at an exercise price of $3.54 per share. This ou:o: has three sepa-

rate and equal tranches which will each vest based upon the achievement of certain _
- milestones established by the Company's'Board of Directors. If the fair value of the'com- .

mon stock is greater than the exercise price of the option when such milestones are met,
the Oo:ﬁm:% will record compensation expense. .

AxCell, a subsidiary of Cytogen Corporation, dlso has a stock option plan that provides
for the issuance of incentive and non-qualified stock options to purchase AxCell Common
Stock ("AxCell Options”) to employees, for which 2,000,000 shares.of AxCell common stock
have been reserved. In 2002, the Company granted.20,000 shares of AxCell Common
Stock to members of AxCell's Scientific Advisory Board. The Company recorded $93,000
of expense related to these grants, based upon the-estimated fair value of those shares
on the date of grant. As of December 31, 2003, 8,035,000 shares of AxCell OoSBo:
Stock are outstanding; 8,000,000 of which are held by Cytogen. AxCell Options are
@536& with a term of 10 years and generally become exercisable in instaliments over
Um:oam of up to 5 years. The Company granted AxCeli Options to purchase 0, 183,035
and 438,365 shares of- AxCell Common Stock during 2003, 2002 and 2001, respectively.

The weighted-average exercise price per share for all outstanding AxCell Options was

$3.36, $3.52 and $3.69 in 2003, 2002 and 2001, respectively. As of December 31, 2003,
options to purchase 150,821 shares of AxCell Common Stock were outstanding, of which

107,301 shares were exercisable, and 1,834,179 shares were available for future @53..,

During 2001, in connection with the .grant of AxCell Ocﬁ._o:w_ the Company recorded
deferred compensation of $241,000, representing the estimated fair value of AxCel!
Common Stock in excess of the exercise price of the options on the date such options
were granted.- The deferred compensation is being amortized over the vesting period of
“the options. Due to employee terminations, primarily as a result of the restructuring at
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AxCell in September 2002, $1,000 and $79,000 of deferred compensation related to
unvested options were reversed in 2003 m:Q 2002, amcoo:<m_< The deferred compensa-
tion is fully amortized at December 31, 2003. - ,

Oﬁocm: adopted an employee stock ncﬂo:mmm plan under which eligible me_o<mmm
may elect to purchase shares of Cytogen Common Stock at the lower of 85% of fair market
value as of the first trading day of each quarterly participation Um:oaro,ﬁ as of the last trad-
ing day of each quarterly participation period. In 2003, 2002 and 2001, employees pur-
chased 4,211, 4911 and 1,287 shares, respectively, for aggregate proceeds of $17,000,
$24,000 and $28,000, respectively. The Company has ﬂmmmEmQ 26,428 w:mﬂmw for future
issuance under its mBU_o<mm stock purchase plan.

The weighted-average fair value of the options granted under the Oﬁocm: stock
option plans-during 2003, 2002 and 2001 is estimated as $8.12, $3.70 and $30.74 per
option, respectively, on the date of grant using the Black- mo:o_mm option pricing BOQm_
with the following assumptioris for 2003, moom m:q 2001:

Valuation Assumptions P 2003 2002 2001
Dividend yield . 0% 0% 0%
VOIatIlitY oo 141.17% - 143.46% 124.95%
Risk-free interest rate .. 8 2.81% 2.94% 4.55%
Expected life .. 4yrs 4yrs - - 4 yrs

The average fair value per option ascribed to the employee stock purchase plan dur-
ing 2003, 2002 and 2001 is estimated at $1.51, $5.72 and $14.73, respectively, on the
date of grant using the Black-Scholes option pricing BOQm_ with the following assump-
tions for 2003, 2002 and 2001:

2003

Valuation >mmc39_o:m 2002 2001
Dividend yield 0% 0% 0%
Volatility ........ccooooo 115.12% 20.83% 125.41%
Risk-free interestrate.................c.cocoi . 1.10% 1.67% o 412%
EXPECted i€ ..ot 3 months 3'months = 3 months

The s«m@.:ﬁmq average fair value of AxCell Options granted during 2002 and 2001 is
estimated at $4.16 and $4.06, respectively, on the date of grant using the Black-Scholes
pricing model s\,zzj_m following assumptions for 2002 and 2001:

2002

Valuation Assumptions , : ~ 2001 -
Dividend yield ... - 0% 0%
Volatility ................. U e 142.07% 124.91%
Risk-free interest rate ...l 4.02% 4.59%
Expected life ... T OSSOV . bHyrs 5yrs
f N
-

N
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Cytogen Corporation and Subsidiaries

Notes to Consolidated Financial Statements

’

- . (continucd)

/ ) .
On March 17, 2000, the Company was served with a complaint filed against us in the
United States District Court for the District of New Jersey by M. David Goldenberg and
Immunomedics, Inc. (collectively “Plaintiffs”). The litigation claims that the Company’s
PROSTASCINT product infringes a patent purportedly owned by. Goldenberg and
licensed to Immunomedics. The patent sought to be enforced in the litigation has now
expired; as a result, the claim, even if successful, would not result in an injunction barring
the continued sale of PROSTASCINT or affect any other of the Company’s products or
technology. The Company believes that PROSTASCINT did not infringe this patent, and
that the patent was invalid and unenforceable. In addition, the Company has certain
rights to indemnification against litigation and litigation expenses from the inventor of
technology used in PROSTASCINT, which may be offset against royally payments on
sales of PROSTASCINT. However, given the uncertainty associated with litigation, the
Company may incur material expenditures. On December 17, 2001, Cytogen filed a
motion for summary judgment of non-infringement of the asserted claims of the patent-in-
suit. The Plaintiffs opposed that motion and filed their own cross-motion for summary
judgment of infringement. On July 3, 2002, the Court denied both parties’ summary judg-
ment motions, with leave to renew those motions after presenting expert testimony and
legal argument based upon that testimony. The parties subsequently presented expert
testimony and submitted additional briefing. On April 29, 2003, the Company’s motion for
summary judgment of non-infringement of all asserted claims was granted, Plaintiffs’
motion for summary judgment of infringement. was denied and the ,case was ordered
closed. On May 12, 2003, Plaintiffs filed a Notice of Appeal regarding this decision to the
U.S. Court of Appeals for the Federal‘Circuit, and subsequently filed their opening brief on
July 28, 2003. On September 22, 2003, Cytogen filed its responsive brief. On October 23,
2003, Plaintiffs filed their reply brief. The appeal is now fully briefed and oral argument
was held on March 2, 2004. The Court has not indicated when it expects to issue a ruling,
however given the uncertainty associated with litigation, the Company cannot give any
assurance that the litigation could not result in a material expenditure to the Company.
Each of our executive officers is currently party to an Executive Change of Control
Severance Agreement with Cytogen. Such agreements provide, generally, for the pay-
ment of twelve months’ base salary, a pro rata portion of such officer’s bonus compensa-
tion, the continuation of all’ benefits, reasonable Company-paid outplacement assistance
and certain other accrued rights, in the event such officer's employment with the
Company is terminated in connection with certain changes in control. \

20. ANTISOMA RESEARCH LIMITED ‘ . .
In September 2003, Antisoma Research Limited (“"Antisoma”) acquired certain royalty
rights to Antisoma’s lead product, R1549 (formerly Pemtumomab), from Cytogen. In
connection with Antisoma’s acquisition of such rights, Antisoma made a cash payment
to Cytogen of $500,000 which the Company recognized as revenue because it has no
continuing involvement in this arrangement. Antisoma has agreed to make an additional
payment of $500,000 upon the first commercial sale, if any, of the R1549 product. In
return, Cytogen relinquished its right to receive royatlties equivalent to 1.65% of future net
sales, if-any, of the R1549 product. h
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21. CONSOLIDATED QUARTERLY FINANCIAL DATA — UNAUDITED
The following table provides quarterly data for the years ended December 31, 2003
and 2002.

Three Months Ended

March 31, June 30, Sept.30, Dec.31,
(Amounts in thousands, except per share data) : 2003 - 2003 2003 2003
Total FeveNUES ........ooieeeeee e $ 2,477 $ 2,326 $ 5505 - $3,534
Total operating eXpPenses ..........cccccocoeu... 5,001 5,671 6,401 6,971
OU@S&:@ [OSS oo ) (2,524) (3,345). (896) (3,437)
Other income (expense), net................... (11) (23) (14) 4
Loss before income taxes .................... (2,535) - (3,368) (910) (3,433)
Income tax benefit............................ (584) - — (304)
NEEIOSS .ot $(1,951) $(3,368) $ (910) $(3,129)
Basic and diluted net loss per share........... $ (0.22) $ (0.37) $ (0.08) $ (0.26)
Weighted average common shares i \ .
outstanding ..o 8,763 9,051 10,866 12,087
Product related gross margin................. e $ 1,424 $ 1,262 $ 946 $1,028
. . . Three Months Ended
March 31, June 30, Sept. 30, Dec. 31,
(Amounts in thousands, except per share data) 2002 2002 2002 2002
Total revenUES ..o $ 3,296 $ 3,167 $ 3,101 $3,367
Total operating expenses .......... SOTRUURII 8,329 6,404 6,588 ~ 6,894
Operating 0SS .....ccoovveiiiciiiiii (5,033) (3,237) (3,487) (3,527)
Other income (expense), Net..........cc.ooeen. 35 30 (484) 4
Net 0SS ..o ST $(4,998) - $(3,207) $(3,971) $(3.523)
Basic and diluted net loss per share.... $(062), $(039) $ (046) $ (0.40)
Weighted average common shares : :
OULSTANAING ..o oo 8,122 8,308¢ 8,660 8,758
Product related gross margin...................... $ 2,027 $ 1,882 1,950

$ 1,861
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N To Cytogen Corporation:

" in the United States. Those standards require that we plan and perform the audit to

a

Cytogen Corporation and Subsidiaries 7

\

.:._m FOLLOWING IS A COPY OF A Ivamﬂ ISSUED BY >mﬂIcm ANDERSEN LLP, AND INCLUDED.IN CYTOGEN OOm_uOmx/jOZ S ANNUAL mm*uo_u.ﬂ FOR THE YEAR ENDED DECEMBER 31,
2001. THIS REPORT HAS NOT BEEN REISSUED BY ARTHUR ANDERSEN, AND ARTHUR ANDERSEN HAS NOT CONSENTED TO ITS USE IN THIS ANNUAL REPORT FOR THE YEAR ENDED
DECEMBER 31, 2003. ALL NUMBERS SET FORTH IN THIS ANNUAL REPORT REFLECT THE EFFECT OF -A ONE-FOR-TEN REVERSE STOCK SPLIT EFFECTIVE OCTOBER 25. 2002. -

s

N : . . - Wm__uoi of Independent Public Accountants

We have audited the accompanying consolidated balance sheets of Cytogen
Corporation (a Delaware Corporation) and Subsidiaries 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 period ended December 31, 2001. These

financial statements are the responsibility of the Company's management. Our responsi-
bility is to express an opinion on these financial statements based on our audits.
We conducted our audits in accordance with auditing standards generally accepted

obtain reaspnable 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

To the Members of the
PSMA Development OoBumE LLC:

In our opinion, the m00030w3<_3@ balance sheets and the related statements of oper-
ations, of stockholders' (deficit) equity and of cash flows present fairly, in all material
respects, the financial position of PSMA D¥m<m_0b3m3 Company LLC (the “"Company™)
(a nm/\m_ocﬁjo:” stage-enterprise) at December 31, moom and 2003, and the results of its
operations _and its cash flows for each of the three years in the period ended
December 31, 2003 and the cumulative period from June .15, 1999 (inception) to
December 31, 2003, in conformity with accounting principles generally accepted in
the United States of America. These financial statements are the responsibility of the
Company’s, management; our responsibility ‘is to mxgmmm an opinion on these finandial
statements based on our audits. ‘

' -

s

40

Report of ;mem:mma Auditors

N
¢

‘

as m<m_cm::© the overall financial statement presentation. We believe that our audits US-

vide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all _imﬁm:m_
respects, the consolidated financial position of Cytogen Corporation and Subsidiaries as
of December 31, 2001 and 2000 and the results of their operations and their cash flows
for each.of the three <mm:m in the Um:oa ended December 31, 2001, in oozozj_a\ with
accounting principles generally moomvﬁma in the United States.

As explained in Note 1 to the consolidated financial statements, effective January 1,
2000, the Company changed its method of accounting for revenue recognition.

ARTHUR >ZOmm,m,mZ LLP
Phitadelphia, Pennsylvania '
February 5, 2002

We conducted our audits of these financial statements in accordance with mc/%_:@. stan-
dards generally accepted in the United States of America <<:_03 require that we plan
and perform the audits to obtain reasonable assdrance about whéther the financial state-
_ments are free of material misstatement. An audit includes examining, on a test basis,
"evidence supporting the amounts and disclosures in the financial statements, assessing
the accounting principles used and significant ‘estimates made by management, and
evaluating the overall financial statement Uﬂmmmamzo: We believe that our audits pro-
<_Qm a ﬂmmmo:m_u_m basis for our oc_:_o: : .

\a\n\i&&\.ﬁ\&? wrZ

.o . '

New York, New York ~ ~ ]
February 26, 2004

.
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Board of Directors

James A. Grigsby

Chairman of the Board
President and Principal Owner,
Grigsby & Smith

Michael D. Becker
President and Chief Executive Officer,
Cytogen Corporation

John E. Bagalay, Jr., Ph.D.

Cylogen Corporation and Subsidiaries

“ Corporate Information

Director of Special Projects in the Life Sciences,

Technology Commercialization Institute,

Boston University

Allen Bloom, Ph.D,, Esq.
Partner, Dechert LLP, Retired

Stephen K. Carter, M.D.
Senior Vice President, ~
Bristol Myers Squibb, Retired

Robert F. Im:a_.noxmoz
Senior Vice President,
Merck & Company, Retired

Kevin G. Lokay

Vice President, Oncology Business Unit,

GlaxoSmithKline

H. Joseph Reiser, Ph.D. ‘
President and Chief Executive Officer,
Locus Pharmaceuticals Inc.

~

42

Transfer Agent

MeHon Investar Services LLC

Overpeck Centre

85 Challenger Road p
Ridgefield Park, NJ 07660
www.mellon-investor.com

Legal Counsel
Hale and Dorr LLP
650 College:Road East
Princeton, NJ 08540

Independent Auditors
KPMG LLP ~

Princeton Pike Corporate Center
P.O. Box 7348

Princeton, NJ 08543-7348

Annual Meeting

The Annual Meeting of Stockholders

will be held on June 15, 2004,

at 11:00 a.m. Eastern Standard Time
at the Hyatt Regency Princeton,

102 Carnegie Center,

Princeton, New Jersey
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Cytogen Corporation

650 College Road East
Princeton, New Jersey 08540-5308
609-750-8200
wWww.cytogen.com




