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PART I

Item 1. Business

Overview

XOMA Corporation (“XOMA” or the “Company”), a Delaware corporation, discovers and develops innovative
antibody-based therapeutics.  Our lead drug candidate is gevokizumab (formerly XOMA 052), a humanized antibody
that binds to the inflammatory cytokine interleukin-1 beta (“IL-1 beta”).  In collaboration with our partner, Les
Laboratoires Servier (“Servier”), we expect gevokizumab to enter global Phase 3 clinical development in 2012 for
non-infectious uveitis (“NIU”) and Behçet’s uveitis.  We anticipate Servier will enter gevokizumab into a Phase 2 study
in a cardiovascular disease indication during 2012.  Separately, we have launched a Phase 2 proof-of-concept program
for gevokizumab to evaluate additional indications for further development, including a clinical trial in
moderate-to-severe inflammatory acne, which began enrolling patients in December 2011, and a clinical trial in
erosive osteoarthritis of the hand, for which we plan to initiate enrollment in the second quarter of 2012.

We have entered into a license and collaboration agreement with Servier to jointly develop and commercialize
gevokizumab in multiple indications.  Gevokizumab is designed to inhibit the pro-inflammatory cytokine IL-1 beta,
which is believed to be a primary trigger of pathologic inflammation in multiple diseases. Under the terms of the
agreement, Servier has worldwide rights to gevokizumab for cardiovascular disease and diabetes indications and
rights outside the U.S. and Japan to all other indications.  We retain development and commercialization rights in the
U.S. and Japan to all indications except cardiovascular disease and diabetes and have an option to reacquire rights to
these indications from Servier in these territories.  Should we exercise our option to reacquire rights to either or both
of the cardiovascular disease or diabetes indications in the U.S. and Japan, we will be required to pay Servier an
option fee and partially reimburse its incurred development expenses.

Our proprietary preclinical pipeline includes classes of antibodies that activate or sensitize the insulin receptor in vivo
and represent potential new therapeutic approaches to the treatment of diabetes.  We have developed these and other
antibodies using some or all of our ADAPT™ antibody discovery and development platform, our ModulX™ technologies
for generating allosterically modulating antibodies, and our OptimX™ technologies for optimizing biophysical
properties of antibodies, including affinity, immunogenicity, stability and manufacturability.

In January 2012, we announced that we had acquired U.S. rights to the perindopril franchise from Servier. The
agreement includes ACEON® (perindopril erbumine), a currently marketed angiotensin converting enzyme (“ACE”)
inhibitor, and a portfolio of three fixed-dose combination product candidates where perindopril is combined with
another active ingredient(s), such as a calcium channel blocker. The longest of the patents relating to the proprietary
form of perindopril in each of the combination product candidates expires in December 2023. We assumed
commercialization activities for ACEON® in January 2012 following the transfer from Servier’s previous licensee.  In
late February 2012, we initiated enrollment in a Phase 3 trial for the first fixed-dose combination product candidate
from the perindopril franchise we acquired from Servier, which combines perindopril arginine and amlodipine
besylate (“FDC1”). The trial, named PATH (Perindopril Amlodipine for the Treatment of Hypertension), is expected to
enroll approximately 816 patients with hypertension to determine the safety and efficacy of the fixed-dose
combination versus either perindopril or amlodipine alone.  The primary and secondary endpoints are reduction in
sitting diastolic and systolic blood pressure, respectively, from baseline after six weeks of treatment.  Based on
regulatory interaction to date, if positive, this trial is expected to be the only additional efficacy trial needed to
complement the existing clinical data in support of the submission of an application to the FDA seeking approval for
this product candidate. Partial funding for the PATH trial will be provided by Servier; the balance of study expenses,
consisting primarily of costs generated by our contract research organization, are expected to be paid by us over time
from any profits generated by our ACEON® sales.
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XOMA 3AB, a biodefense anti-botulism product candidate comprised of a combination of antibodies, was developed
through funding from the National Institute of Allergy and Infectious Diseases (“NIAID”) of the U.S. National Institutes
of Health (“NIH”). Enrollment has been completed in a Phase 1 clinical trial sponsored by NIAID. In January 2012, we
announced that we will complete NIAID biodefense contracts currently in place but will not actively pursue future
contracts. Should the government choose to acquire XOMA 3AB or other biodefense products in the future, we expect
to be able to provide these antibodies through an outside manufacturer.

We also have developed antibody product candidates with premier pharmaceutical companies including Novartis AG
(“Novartis”) and Takeda Pharmaceutical Company Limited (“Takeda”). Two antibodies developed with Novartis, LFA102
and HCD122 (lucatumumab), are in Phase 1 and/or 2 clinical development by Novartis for the potential treatment of
breast or prostate cancer and hematological malignancies, respectively.

1
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In January 2012, we implemented a restructuring designed to sharpen our focus on value-creating opportunities led by
gevokizumab and our antibody discovery and development capabilities. The restructuring plan includes a reduction of
our personnel by 84 positions, or 34%, of which approximately 50 were eliminated immediately and the remainder
will be eliminated by April 6, 2012.  These staff reductions result primarily from our decisions to utilize a contract
manufacturing organization for Phase 3 and commercial antibody production and to eliminate internal research
functions that are non-differentiating or that can be obtained cost-effectively by contract service providers.

Product Development Strategy

We are advancing a pipeline of antibody product candidates using our proven expertise, technologies and capabilities
from antibody discovery through product development.  We seek to expand our pipeline by developing additional
proprietary products and technologies and by entering into licensing and collaborative arrangements with
pharmaceutical and biotechnology companies. The principal elements of our strategy are to:

•Focus on advancing gevokizumab, our lead product candidate.  Using our proprietary antibody technologies,
capabilities and expertise, we discovered gevokizumab, an antibody that inhibits IL-1 beta.  Gevokizumab has the
potential to address the underlying inflammatory causes of a wide range of unmet medical needs by targeting IL-1
beta, a cytokine that triggers inflammatory pathways in the body.

In December 2010, we entered into an agreement with Servier to jointly develop and commercialize gevokizumab in
multiple indications, which provided for a non-refundable upfront payment of $15.0 million that we received in
January 2011. In connection with this agreement, Servier is funding the first $50.0 million of gevokizumab global
clinical development and chemistry and manufacturing controls (“CMC”) expenses and 50% of further expenses for the
Behçet’s uveitis indication. Servier has agreed to include the NIU Phase 3 trial discussed below under the terms of the
collaboration agreement for Behçet’s uveitis as long as the European Medicines Agency (“EMA”) enables the results of
the trial to be included in regulatory submissions in the European Union (“EU”).

In January 2011, we received the full €15.0 million advance allowed under our loan agreement with Servier dated
December 30, 2010, converting to U.S. dollar proceeds of approximately $19.5 million at the date of funding.

In March 2011, we announced our Phase 2b trial of gevokizumab in 421 Type 2 diabetes patients did not achieve the
primary endpoint of reduction in hemoglobin A1c (“HbA1c”) after six monthly treatments with gevokizumab compared
to placebo.  However, significant decreases in C-reactive protein (“CRP”), a biomarker for the risk of heart attack, stroke
and other cardiovascular and inflammatory diseases, were observed in all dose groups versus placebo. Results from a
Phase 2a gevokizumab trial in 74 patients with Type 2 diabetes, announced in June 2011, were consistent with the
Phase 2b results.  Gevokizumab was well tolerated in these trials, with no significant differences in adverse events
between gevokizumab and placebo and no serious drug-related adverse events.

Servier and we are implementing an expanded gevokizumab clinical development plan. The plan includes a global
Phase 3 trial in active and controlled NIU involving the intermediate and/or posterior segments of the eye, including
Behçet’s uveitis, and a Phase 3 trial outside the U.S. in Behçet’s uveitis. We expect these trials will be designed to meet
the FDA requirement for ophthalmic indications that at least 300 patients be treated for at least six months and 100
patients for 1 year at the to-be-marketed dose. We anticipate we will have preliminary top-line results from the first
NIU Phase 3 trial approximately 18 to 24 months after we enroll our first patient. Based upon the timing of anticipated
regulatory interactions, we anticipate initiating the first NIU Phase 3 trial in the second quarter of 2012.

In addition, we announced a Phase 2 proof-of-concept clinical program to identify additional conditions that may
respond to treatment with gevokizumab.  The program will study gevokizumab in three separate diseases that have
demonstrated IL-1 beta involvement.  The first study in moderate to severe inflammatory acne began enrolling
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patients in December 2011.  During the second quarter of 2012, we are planning to initiate enrollment in the second
clinical study in this program, which will study gevokizumab in patients with erosive osteoarthritis of the hand.  Later
in 2012, we plan to announce the final proof-of-concept indication. Based upon our discussions, we believe Servier
intends to advance gevokizumab into Phase 2 development for cardiovascular disease in 2012.

•Advance our proprietary preclinical pipeline candidates and generate revenues from our proprietary technologies.
We will continue to develop our proprietary preclinical pipeline, primarily focusing on the development of allosteric
modulating monoclonal antibodies.  Our first program, which targets the insulin receptor, has generated two new
classes of fully human monoclonal antibodies that activate (XMetA) or sensitize (XMetS) the insulin receptor in
vivo. XMetA and XMetS represent the potential for distinct, new therapeutic approaches to the treatment of patients
with diabetes.  Separate studies of XMetA and XMetS demonstrated they reduced fasting blood glucose levels and
improved glucose tolerance in mouse models of diabetes.

2

Edgar Filing: XOMA Corp - Form 10-K

8



Table of Contents

Historically, we have established technology collaborations with several companies to provide access to multiple
XOMA proprietary antibody discovery and optimization technologies.  In addition, we have licensed our BCE
technology to more than 60 companies in exchange for license, milestone and other fees, royalties and complementary
technologies; a number of licensed product candidates are in clinical development. We believe we can continue to
generate significant revenue from our proprietary technologies and programs in the future.

• Complete current biodefense contracts. To date, we have been awarded four contracts, totaling up to
approximately $120 million, from NIAID to support development of XOMA 3AB and additional product
candidates for the treatment of botulism poisoning.  In addition, our biodefense programs included two
subcontracts from SRI International totaling $4.3 million, funded through NIAID, for the development of
antibodies to neutralize H1N1 and H5N1 influenza viruses and the virus that causes severe acute
respiratory syndrome (“SARS”).

NIAID is conducting a Phase 1 trial of XOMA 3AB, a novel formulation of three antibodies designed to prevent and
treat botulism poisoning.  This double-blind, dose-escalation study in approximately 24 healthy volunteers is designed
to assess the safety and tolerability and determine the pharmacokinetic profile, of XOMA 3AB.

In January 2012, we announced that we will complete NIAID biodefense contracts currently in place but will not
actively pursue future contracts. Should the government choose to acquire XOMA 3AB or other biodefense products
in the future, we expect to be able to provide these antibodies through an outside manufacturer.

Commercialization Strategy

We are committed to establishing XOMA as a commercial organization in the U.S. in order to derive appropriate
value from our product discovery and development programs. In January 2012, we announced we had acquired U.S.
rights, and we assumed commercialization activities, for the branded antihypertensive product ACEON® (perindopril
erbumine), an FDA-approved ACE inhibitor, from Servier’s previous U.S. licensee. In addition to ACEON®, the
acquisition includes a portfolio of three fixed-dose combination product candidates where perindopril is combined
with other active ingredient(s), such as a calcium channel blocker.

ACEON® is subject to competition from multiple approved generic perindopril erbumine products, and our
commercialization activities are limited to distribution and post marketing regulatory responsibilities as the current
holder of the ACEON® New Drug Application, or NDA. We have contracted with third parties to manufacture and
distribute ACEON®.

Proprietary Products

As part of our strategy, we are focusing our technology and resources on advancing our emerging proprietary pipeline.
Below is a summary of our proprietary products:

•Gevokizumab is a potent monoclonal antibody with the potential to improve the treatment of patients with a wide
variety of inflammatory diseases.  Gevokizumab binds strongly to IL-1 beta, a pro-inflammatory cytokine involved
in the development of NIU and Behçet’s uveitis, moderate-to-severe inflammatory acne, erosive osteoarthritis of the
hand, cardiovascular disease, rheumatoid arthritis, gout and other diseases.  By binding to IL-1 beta, gevokizumab
inhibits the activation of the IL-1 receptor, thereby preventing the cellular signaling events that produce
inflammation.  Gevokizumab is a humanized IgG2 antibody.  Based on its binding properties, specificity for IL-1
beta and its half-life (the time it takes for the amount administered to be reduced by one-half) in the body,
gevokizumab may provide convenient dosing of once per month or less frequently.
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In December 2010, we entered into an agreement with Servier to jointly develop and commercialize gevokizumab in
multiple indications.

•XOMA Metabolic Activating and Sensitizing Antibodies.  Insulin receptor-activating antibodies, such as XMetA,
are designed to provide long-acting insulin-like activity to diabetic patients who cannot make sufficient insulin,
potentially reducing the number of insulin injections needed to control their blood glucose levels.  Insulin
receptor-sensitizing antibodies, such as XMetS, are designed to reduce insulin resistance and could enable diabetic
patients to use their own insulin more effectively to control blood glucose levels.

Studies presented on XMetA demonstrated it reduced fasting blood glucose levels and improved glucose tolerance in
a mouse model of diabetes.  After six weeks of treatment, mice treated with XMetA had a statistically significant
reduction in HbA1c levels, a standard measure of average blood glucose levels over time, compared to the control
mice.  In addition, there was a statistically significant reduction in elevated non-HDL cholesterol levels.

We studied XMetS in a mouse model of obesity-induced insulin resistance.  In mice treated with XMetS, we saw
enhanced insulin sensitivity and statistically significant improvements in fasting blood glucose levels and glucose
tolerance as compared to the control mice. In addition, there was a statistically significant reduction in elevated
non-HDL cholesterol levels.

3
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•XOMA 3AB is a multi-antibody product designed to neutralize the most potent of the botulinum toxins, Type A,
which causes paralysis and is a bioterrorism threat.  Our anti-botulism program also includes additional product
candidates and is the first of its kind to combine multiple human antibodies in each product candidate to target a
broad spectrum of the most toxic botulinum toxins, including the three most toxic serotypes, Types A, B and
E.  The antibodies are designed to bind to each toxin and enhance the clearance of the toxin from the body.  The use
of multiple antibodies increases the likelihood of clearing the harmful toxins by providing specific protection
against each toxin type.  In contrast to existing agents that treat botulism, XOMA uses advanced human monoclonal
antibody technologies in an effort to achieve superior safety, potency and efficacy, and avoid life-threatening
immune reactions associated with animal-derived products. XOMA 3AB is currently in a Phase 1 study funded and
conducted by NIAID.

•Preclinical Product Pipeline:  We are pursuing additional opportunities to further broaden our preclinical product
pipeline.  These include internal discovery programs, product development collaborations with other pharmaceutical
and biotechnology companies and evaluation of product in-licensing, in-kind product trades and acquisition
opportunities.

Partnership Products

Historically, we have provided research and development collaboration services for world-class organizations, such as
Novartis, Takeda, and Schering Plough Research Institute, a division of Schering Corporation, now a subsidiary of
Merck & Co. (referred to herein as “Merck/Schering-Plough”), in pursuit of new antibody products.  In more recent
years, we have evolved our business focus from a service provider model to a proprietary product development
model.  However, we will continue to capitalize on collaborative partnership arrangements as opportunities
arise.  Below is a list of such collaborations:

•Therapeutic Antibodies with Takeda: Since 2006, Takeda has been a collaboration partner for therapeutic
monoclonal antibody discovery and development against multiple targets selected by them.  In February 2009, we
expanded our existing collaboration to provide Takeda with access to multiple antibody technologies, including a
suite of research and development technologies and integrated information and data management systems.  We may
receive potential milestones and royalties on sales of antibody products in the future.

• Therapeutic Antibodies with Novartis: In November 2008, we restructured our product development
collaboration with Novartis.  Under the restructured agreement, Novartis received control over the two
ongoing programs, HCD122 and LFA102, under the original product development collaboration
entered into in 2004 with Novartis (then Chiron Corporation).  We may, in the future, receive
milestones and double-digit royalty rates for the programs and options to develop or receive royalties
from four additional programs.

•Therapeutic Antibodies with Merck/Schering- Plough: Merck/Schering-Plough has been a collaboration partner
since 2006 for therapeutic monoclonal antibody discovery and development against multiple targets selected by
them.  In January 2011, we successfully completed the services we had agreed to perform under the collaboration
agreement with Merck/Schering-Plough.

Technologies and Technology Licenses

We have a unique set of antibody discovery, optimization and development technologies, including:

•ADAPT™ (Antibody Discovery Advanced Platform Technologies): proprietary phage display libraries integrated with
yeast and mammalian display to enable antibody discovery;
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•ModulX™: technology that enables positive and negative modulation of biological pathways using a new class of
monoclonal antibodies called allosterically modulating antibodies; and

•OptimX™: technologies used for optimizing biophysical properties of antibodies, including affinity, immunogenicity,
stability and manufacturability.

Technology Licenses

Below is a summary of certain proprietary technologies owned by us and available for licensing to other companies:

4
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•Antibody discovery technologies: We use human antibody phage display libraries, integrated with yeast and
mammalian display (“ADAPT™ Integrated Display”), in our discovery of therapeutic candidates, and we offer access to
this platform, including novel phage libraries developed internally, as part of our collaboration business.  We
believe access to ADAPT™ Integrated Display offers a number of benefits to us and our collaboration partners,
because it enables us to combine the diversity of phage libraries with accelerated discovery due to rapid IgG
reformatting and FACS-based screening using yeast and mammalian display. This increases the probability of
technical and business success in finding rare and unique functional antibodies directed to targets of interest.

•ModulX™ technology: ModulX™ technology allows modulation of biological pathways using monoclonal antibodies
and offers insights into regulation of signaling pathways, homeostatic control, and disease biology. Using ModulX™,
XOMA is generating a new class of product candidates with novel mechanisms of action that specifically alter the
kinetics of interaction between molecular constituents (e.g. receptor-ligand). ModulX™ technology enables expanded
target and therapeutic options, and offers a unique approach in the treatment of disease.

• OptimX™ technologies:

Human Engineering™: HE™ is a proprietary humanization technology that allows modification of non-human monoclonal
antibodies to reduce or eliminate detectable immunogenicity and make them suitable for medical purposes in
humans.  The technology uses a unique method developed by us, based on analysis of the conserved structure-function
relationships among antibodies.  The method defines which residues in a non-human variable region are candidates to
be modified.  The result is a HE™ antibody with preserved antigen binding, structure and function and with eliminated
or greatly reduced immunogenicity.  HE™ technology was used in development of gevokizumab and is used in the
development of certain other antibody products.

Targeted Affinity Enhancement™ (“TAE™”): TAE™ is a proprietary technology involving the assessment and guided
substitution of amino acids in antibody variable regions, enabling efficient optimization of antibody binding affinity
and selectivity modulation.  TAE™ generates a comprehensive map of the effects of amino acid mutations in the CDR
region likely to impact binding.  The technology is utilized by XOMA scientists and has been licensed to a number of
our collaborators.

•Bacterial Cell Expression: The production or expression of antibodies using bacteria is an enabling technology for
the discovery and selection, as well as the development and manufacture, of recombinant protein pharmaceuticals,
including diagnostic and therapeutic antibodies for commercial purposes.  Genetically engineered bacteria are used
in the recombinant expression of target proteins for biopharmaceutical research and development, primarily due to
the relative simplicity of gene expression in bacteria, as well as many years of experience culturing such species as
E. coli in laboratories and manufacturing facilities.  Our scientists have developed bacterial expression technologies
for producing antibodies and other recombinant protein products.

We have granted more than 60 licenses to biotechnology and pharmaceutical companies to use our patented and
proprietary technologies relating to bacterial expression of recombinant pharmaceutical products.  Bacterial antibody
expression is also a key technology used in multiple systems for high-throughput screening of antibody
domains.  Expression of antibodies by phage display technology, for example, depends upon the expression and
secretion of antibody domains from bacteria as properly folded, functional proteins.

Many licensees of our bacterial cell expression technology have developed, or are in the process of developing,
antibodies for which we may be entitled to future milestone payments and royalties on product sales.  Under the terms
of our license agreement with Pfizer Inc. (“Pfizer”), signed in 2007, we received an up-front cash payment of $30
million and from 2009 through 2011; we received milestone payments relating to four undisclosed product
candidates.  We also may be eligible for additional milestone payments aggregating up to $4.9 million relating to
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these four product candidates and low single-digit royalties on future sales of all products subject to this license.  In
addition, we may receive potential milestone payments aggregating up to $1.7 million for each additional qualifying
product candidate.  Our right to milestone payments expires on the later of the expiration of the last-to-expire licensed
patent or the tenth anniversary of the effective date.  Our right to royalties expires upon the expiration of the
last-to-expire licensed patent.
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Current licensees include but are not limited to the following entities:

Active Biotech AB Dompe, s.p.a. MorphoSys AG

Affimed Therapeutics AG Dyax Corp. Novartis AG

Affitech AS Eli Lilly and Company Pfizer Inc.

Applied Molecular Evolution, Inc.
(now a subsidiary of Eli Lilly and
Company)

Genentech, Inc. (now a member of the
Roche Group)

Takeda Pharmaceutical Company
Ltd.

Bayer Healthcare AG Invitrogen Corporation The Medical Research Council
UCB S.A.

BioInvent International AB MedImmune Ltd. Verenium Corporation

Centocor Ortho Biotech (now a
member of Johnson & Johnson)

Merck & Co., Inc. Wyeth Pharmaceuticals Division
(now a member of Pfizer Inc.)

Crucel l  Hol land B.V.  (now a
member of Johnson & Johnson)

Mitsubishi Tanabe Pharma Corporation ZymoGene t i c s ,  I n c .  ( n ow  a
member of Bristol-Myers Squibb
Company)

These licenses sometimes are associated with broader agreements, which may include expanded license rights, cell
line development and process development.

Proprietary Product Summary:

The following table summarizes information related to the proprietary products we are currently developing:

Program Description Indication Status Developer
Gevokizumab HE™ antibody to IL-1

beta
Non-infectious uveitis,
Behçet’s
uveitis,  moderate to
severe inflammatory
acne, erosive
osteoarthritis of the
hand, and
cardio-metabolic
diseases

Planned Phase 3 for
non-infectious uveitis
in 2012, planned Phase
3 for Behçet’s uveitis,
and planned Phase 2
c a r d i o v a s c u l a r
study  in 2012, ongoing
Phase 2  for moderate
to severe inflammatory
a c n e ,  a n d  p l a n n e d
initiation of erosive
osteoarthritis of the
h a n d  a n d  o n e
a d d i t i o n a l
proof-of-concept study
in 2012

X O M A  ( i n
co l l abo r a t i on  w i t h
Servier)

XMetA, Preclinical XOMA
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XMetS F u l l y  h u m a n
monoclonal antibodies

Diabetes,  metabolic
disorders

XOMA 3AB Therapeutic antibodies
to  mul t ip le  Type  A
botulinum neurotoxins

Botulism poisoning Phase 1 X O M A
(NIAID-funded)

Multiple
preclinical
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