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PART I

Certain statements contained herein related to the anticipated size of clinical trials, the anticipated timing of initiation
of clinical trials, the expected availability of clinical trial results, the sufficiency of our cash resources, the estimated
costs of clinical trials and the amounts of certain revenues and certain costs in comparison to prior years, or that
otherwise relate to future periods, are forward-looking statements within the meaning of Section 27A of the Securities
Act of 1933 and Section 21E of the Securities Exchange Act of 1934, as amended (the “Exchange Act”). The words
“believe,” “may,” “estimate,” “continue,” “anticipate,” “intend,” “expect,” “predict,” “potential” and similar expressions are
identify forward-looking statements. These statements are based on assumptions that may not prove accurate. Actual
results could differ materially from those anticipated due to certain risks inherent in the biotechnology industry and for
companies engaged in the development of new products in a regulated market. Among other things: our product
candidates are still being developed, and we will require substantial funds to continue development which may not be
available; we have sustained losses in the past and we expect to sustain losses in the future; we are substantially
dependent on Servier for the development and commercialization of gevokizumab and for other aspects of our
business; we have received negative results from certain of our clinical trials, and we face uncertain results of other
clinical trials of our product candidates; if our therapeutic product candidates do not receive regulatory approval,
neither our third-party collaborators, our contract manufacturers nor we will be able to manufacture and market them;

we may not obtain orphan drug exclusivity or we may not receive the full benefit of orphan drug exclusivity even if

we obtain such exclusivity; even once approved, a product may be subject to additional testing or significant
marketing restrictions, its approval may be withdrawn or it may be voluntarily taken off the market; we may not be
successful in commercializing our products, which could also affect our development efforts; we are subject to various

state and federal healthcare related laws and regulations that may impact the commercialization of ACEON or our
product candidates and could subject us to significant fines and penalties; and certain of our technologies are
in-licensed from third parties, so our capabilities using them are restricted and subject to additional risks. These and
other risks, including those related to current economic and financial market conditions, are contained principally in

Item 1, Business; Item 1A, Risk Factors; Item 7, Management’s Discussion and Analysis of Financial Condition and
Results of Operations; and other sections of this Annual Report on Form 10-K. Factors that could cause or contribute

to these differences include those discussed in Item 1A, Risk Factors, as well as those discussed elsewhere in this
Annual Report on Form 10-K.

LR RT3 EEINT3 LR RT3 EEINT3

Forward-looking statements are inherently uncertain and you should not place undue reliance on these statements,
which speak only as of the date that they were made. These cautionary statements should be considered in connection
with any written or oral forward-looking statements that we may issue in the future. We do not undertake any
obligation to release publicly any revisions to these forward-looking statements after completion of the filing of this
Annual Report on Form 10-K to reflect later events or circumstances or to reflect the occurrence of unanticipated
events.

Item 1. Business
Overview

XOMA Corporation (“XOMA”), a Delaware corporation, discovers and develops innovative antibody-based
therapeutics. Our lead drug candidate, gevokizumab (formerly XOMA 052), is a potent humanized monoclonal
antibody with unique allosteric modulating properties. Gevokizumab binds to the inflammatory cytokine

interleukin-1 beta (“IL-1 beta”), which we believe to be a primary trigger of pathologic inflammation in multiple
diseases. We have entered into a license and collaboration agreement with Les Laboratoires Servier (‘“Servier”) to
develop and commercialize gevokizumab in multiple indications. In collaboration with Servier we have launched the
global Phase 3 gevokizumab clinical development program for active and controlled non-infectious uveitis (“NIU”)
involving the intermediate and/or posterior segment of the eye, and Behget’s uveitis. XOMA is conducting both of the
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NIU studies, and Servier is sponsoring the Phase 3 study in Behget’s uveitis. The study sites are screening and
enrolling patients in these separate studies.

Separately, we 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, for which we reported
encouraging top line results in January 2013, a clinical trial in erosive osteoarthritis of the hand, which was opened for
enrollment in June 2012, and a clinical trial in scleritis that will be conducted by the National Eye Institute (“NEI”), a
part of the U.S. National Institutes of Health (“NIH”). We anticipate the NEI will begin enrolling patients in this study
during the first quarter of 2013. We expect Servier to institute its own proof-of-concept program for gevokizumab in
different indications from ours. In November 2012, Servier began a Phase 2 study to determine gevokizumab’s
potential to treat patients who have experienced a recent Acute Coronary Syndrome.

Our proprietary preclinical pipeline includes classes of antibodies that activate, sensitize, or deactivate the insulin
receptor in vivo, that we have named XMet. This portfolio of antibodies represents potential new therapeutic
approaches to the treatment of diabetes and several diseases that involve insulin, which we believe may be orphan
drug opportunities.
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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.

Our biodefense initiatives include XOMA 3AB, a biodefense anti-botulism product candidate comprised of a
combination of three antibodies. XOMA 3AB is directed against botulinum toxin serotype A and has been developed
through funding from the National Institute of Allergy and Infectious Diseases (“NIAID”), a part of the NIH. All
volunteers have been enrolled and dosed with XOMA 3AB in a Phase 1 clinical trial sponsored by NIAID. In January
2012, we announced 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 produce 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 Phase 2 clinical development by Novartis for the
potential treatment of breast or prostate cancer and hematological malignancies, respectively.

In January 2012, we announced we had acquired certain U.S. rights to a portfolio of antihypertensive products from
Servier. The portfolio includes ACEON (perindopril erbumine), a currently marketed angiotensin converting enzyme
(“ACE”) inhibitor, and three fixed-dose combination (“FDC”) product candidates where perindopril is combined with
another active ingredient(s). The last to expire proprietary form of perindopril in each FDC product candidate provides
patent protection until April 2023. We assumed commercialization activities for ACEON in January 2012. In
November 2012, we announced that the 837-patient Phase 3 trial for the FDC of perindopril arginine and amlodipine
besylate (“FDC1”) met its primary endpoint. Partial funding for the trial was provided by Servier. We expect to pay the
balance of study expenses, consisting primarily of costs generated by our contract research organization, from the
profits generated by our ACEON sales. We are working to identify a third-party organization that could sublicense
this FDC and move it forward toward commercialization in the U.S. market.

In January 2012, we implemented a streamlining and restructuring plan designed to sharpen our focus on
value-creating opportunities, particularly gevokizumab and our antibody discovery and development capabilities. The
plan included a personnel reduction of 84 positions, or 34% of our staff. These staff reductions resulted 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. In August 2012, Servier and we announced XOMA had entered into an agreement with
Boehringer Ingelheim to transfer our technology and processes for the validation of our technology and processes in
preparation for the commercial manufacture of gevokizumab. It is our intention that Boehringer Ingelheim will
produce gevokizumab at its facility in Biberach, Germany for XOMA’s commercial use.

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. For products that we have the potential to market on our own
in the U.S. with a targeted sales force, we will develop the compound in a lead indication and expand the asset’s value
by conducting proof-of-concept studies in additional indications. We will seek a partner for all non-U.S. development
and commercial activities. For product candidates that require a large sales force or an exceptionally large clinical
development program, we will seek to out-license the candidates on economic terms that reflect the potential
commercial value of the asset. The principal elements of our strategy are to:
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Focus on advancing gevokizumab, our lead product candidate. Using our proprietary antibody
technologies and allosteric modulating capabilities and expertise, we discovered gevokizumab, an
antibody that modulates IL-1 beta, a cytokine that triggers inflammatory pathways in the body. We
believe gevokizumab, by targeting IL-1 beta, has the potential to address the underlying inflammatory
causes of a wide range of unmet medical needs.

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
$30.0 million of gevokizumab global clinical development expenses and the first $20.0 million of
gevokizumab chemistry and manufacturing controls (“CMC”) expenses for all development expenses for
NIU and Behget’s uveitis. All such expenses will be shared by both companies on a 50/50 basis after these
initial amounts are incurred. We have incurred the first $20.0 million in CMC expenses in 2012 and
expect to have incurred the first $30.0 million in clinical development expenses at some time during 2013.




Edgar Filing: XOMA Corp - Form 10-K

Table of Contents

Servier and we have initiated an expanded gevokizumab clinical development plan. The plan includes two
global Phase 3 trials in active and controlled NIU involving the intermediate and/or posterior segments of

the eye and a Phase 3 trial outside the U.S. in a subset of NIU patients who suffer from Behget’s uveitis.

All three Phase 3 trials have been initiated: the active NIU trial in June 2012, named EYEGUARDT™™-A; the
Behget’s uveitis trial in September 2012, named EYEGUARD™-B; and the controlled NIU trial in October
2012, named EYEGUARD™-C. In addition to establishing efficacy, these trials have been designed to meet
the FDA safety requirement for ophthalmic indications: at least 300 patients must be treated for at least six
months and 100 patients for one year at the to-be-marketed dose. We anticipate we will have preliminary
top-line results from EYEGUARD™-A at year-end 2013; EYEGUARD™-B during the first half of 2014; and
EYEGUARD™-C during the first quarter of 2014.

We also initiated a Phase 2 proof-of-concept clinical program to identify additional conditions that may
respond to treatment with gevokizumab. The program is evaluating gevokizumab in three separate
diseases that have demonstrated IL-1 beta involvement. The first study in moderate to severe
inflammatory acne began enrolling patients in December 2011. In January 2013, we announced the
top-line results from the study, which demonstrated gevokizumab has a dose-dependent benefit on
moderate to severe acne lesions. This study also identified a non-effective dose, and the information we
have generated with this study should allow us to conduct a robust Phase 3 study should we choose
moderate to severe acne as our next Phase 3 indication. In June 2012, we announced that the second
clinical study in the gevokizumab proof-of-concept program in patients with erosive osteoarthritis of the
hand was opened for enrollment. We anticipate we will have results from this study in the third quarter of
2013. In December 2012, we announced the third clinical study in this program, which will study
gevokizumab in patients with active non-infectious anterior scleritis. This study will be conducted by the
NEI. We anticipate the NEI will initiate patient enrollment in this study in the first quarter of 2013, and we
anticipate we will have data from this study in late 2013.

Separately, in November 2012, we announced Servier had initiated the first Servier-sponsored Phase 2
proof-of-concept study in patients who had experienced a recent Acute Coronary Syndrome.

In 2013 we plan to meet with the U.S. Food and Drug Administration (“FDA”) to discuss the possibility for
XOMA and Servier to enter into Phase 3 clinical studies in one or both of two potential additional
indications, Neutrophilic Dermatoses and Schnitzler syndrome. We believe these two indications are rare
diseases, which we consider to be diseases affecting less than one in 50,000 persons. Therefore, we intend
to pursue orphan drug designations for one or both of these indications. We believe each represents an
attractive market because each may be eligible for accelerated approval pathways with the FDA,
increasing the potential for shorter development timelines and faster paths to commercialization.

Advance our proprietary preclinical pipeline candidates and generate revenues from our proprietary
technologies. We continue to develop our proprietary preclinical pipeline, primarily focusing on the
development of allosteric modulating monoclonal antibodies. Our most advanced program, which targets
the insulin receptor, has generated three new classes of fully human monoclonal antibodies. These
allosteric modulating antibodies activate (XMetA) or sensitize (XMetS) or antagonize/deactivate (XMetD)
the insulin receptor in vivo. XMetA and XMetS represent the potential for distinct, new therapeutic
approaches for the treatment of diabetes. Separate preclinical studies of XMetA and XMetS have
demonstrated reduced fasting blood glucose levels and improved glucose tolerance in mouse models of
diabetes. To increase the value of these assets, we have chosen to continue developing both antibodies
internally, which should allow us to negotiate a more substantial return to XOMA on any sales that
XMetA and XMetS may generate. Ultimately, we expect to seek a partner for development and
commercialization of these assets at a future date. In the case of XMetD, we plan to develop this
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compound internally, as it has potential as a treatment for as many as three rare life-threatening or severely
debilitating diseases: insulinomas, congenital hyperinsulinism and hyperinsulinemic hypoglycemia in
post-gastric bypass surgery patients.
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Historically, we have established technology collaborations with several companies to provide access to
XOMA'’s proprietary antibody discovery and optimization technologies. In addition, we have licensed our
bacterial cell expression (“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
developed through these technology collaborations are in clinical development. We believe we can
continue to generate licensing revenue from our proprietary technologies in the future.

Complete current biodefense contracts. To date, we have been awarded four contracts, totaling
approximately $120 million, from NIAID to support development of XOMA 3AB and several 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 HIN1 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. All volunteers in this trial have been enrolled and dosed with XOMA 3AB.

In January 2012, we announced 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 produce these antibodies through an outside
manufacturer.

Commercialization Strategy

We are committed to establishing XOMA as a commercial organization in the U.S. to capture appropriate value from
our product discovery and development programs. We expect to establish our U.S. commercial presence by utilizing
small targeted sales teams that are focused exclusively on marketing our products to specialized physician groups.
For indications that require large numbers of sales representatives, particularly for indications that are treated in the
primary care setting, we will seek strategic partnerships with companies that have the expertise in marketing products
to this diverse audience.

We announced we acquired U.S. rights and had assumed commercialization activities for the branded antihypertensive
product ACEON (perindopril erbumine), an FDA-approved ACE inhibitor, from Servier and its previous U.S. licensee
in January 2012. In addition to ACEON, upon exercise by us of an option with respect to each product, the acquisition
includes a portfolio of additional FDC product candidates where perindopril is combined with another 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 (“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:

11
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e Gevokizumab is a potent monoclonal antibody with unique allosteric modulating properties and has the potential to
treat patients with a wide variety of inflammatory diseases and other diseases. Gevokizumab binds strongly to IL-1
beta, a pro-inflammatory cytokine involved in NIU and Behget’s uveitis, moderate-to-severe inflammatory acne,
erosive osteoarthritis of the hand, active non-infectious anterior scleritis, cardiovascular disease, Neutrophilic
Dermatoses, Schnitzler syndrome, and other diseases. By binding to IL-1 beta, gevokizumab modulates 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.

In December 2010, we entered into an agreement with Servier to jointly develop and commercialize gevokizumab in
multiple indications.

12
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*XOMA Metabolic Activating, Sensitizing and Antagonizing/Deactivating Antibodies (“XMet”). 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. Insulin receptor-antagonizing/deactivating antibodies, such as XMetD, are designed to treat several diseases
that result from the continuous overproduction of or inappropriate reaction to insulin. There are three orphan
indications that may benefit from XMetD that are of greatest interest to us: insulinomas, congenital hyperinsulinism,
and hyperinsulinemic hypoglycemia post-gastric bypass surgery.

Studies presented on XMetA have 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.

¢ 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. All volunteers have been enrolled and dosed with
XOMA 3AB in a Phase 1 clinical trial sponsored by NIAID.

*XOMA 629 is a topical anti-bacterial formulation of a peptide derived from bactericidal/permeability-increasing
protein (“BPI”), an integral part of the protective human immune system. In 2012, XOMA entered into a license
agreement with Margaux Biologics, Inc. (“Margaux’), under which XOMA transferred its rights, title, and interest in
BPI. As consideration for the transferred assets and licenses, Margaux issued to XOMA shares of its common stock,
representing an amount of capital stock equal to 7% of the outstanding capital stock of Margaux. Under the terms of
this agreement, we may receive milestone payments aggregating up to $5.6 million and low to mid single-digit
royalties on future sales of products subject to this license.

e Preclinical Product Pipeline: We are pursuing additional opportunities to further broaden our preclinical product
pipeline, including internal discovery programs.

Partnership Products
Historically, we have provided research and development collaboration services for world-class organizations, such as
Novartis and Takeda, 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 partnered product arrangements as opportunities arise. Below is a list of such partnerships:

13
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eTherapeutic 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.

e Therapeutic Antibodies with Novartis: In November 2008, we restructured our product development collaboration
with Novartis, which was entered into in 2004 with Novartis (then Chiron Corporation). Under the restructured
agreement, Novartis received control over the two ongoing programs. We may, in the future, receive milestones

and/or double-digit royalty rates for the programs and options to develop or receive royalties from four additional
programs.
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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;

*ModulX™: technology that enables positive and negative modulation of biological pathways using 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:

¢ 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.

e 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 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.

o OptimX™ technologies:

Human Engineering™ (“HE™”): HE™ is a proprietary humanization technology that allows modification of non-huma
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 an HE™ antibody with preserved antigen binding, structure and
function that has 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 guide
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.

eBacterial 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,
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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 species,
including E. coli, in laboratories and manufacturing facilities. Our scientists have developed bacterial expression
technologies to produce 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.
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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 2010 through 2012; we received milestone payments relating to six undisclosed product
candidates. We also may be eligible for additional milestone payments aggregating up to $8.3 million relating to
these six 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.

Current licensees include but are not limited to the following entities:

Active Biotech AB Dompe, s.p.a. MorphoSys AG
Affimed Therapeutics Dyax Corp. Novartis AG

AG

Affitech AS Eli Lilly and Company Pfizer Inc.

Applied Molecular Genentech, Inc. (now a Takeda Pharmaceutical

Evolution, Inc. (now a member of the Roche = Company Ltd.
subsidiary of Eli Lilly ~ Group)

and Company)
Bayer Healthcare AG  Invitrogen Corporation The Medical Research
Council
UCB S.A.
Biolnvent International MedImmune Ltd. Verenium Corporation
AB
Centocor Ortho Merck & Co., Inc. Wyeth Pharmaceuticals
Biotech (now a Division (now a
member of Johnson & member of Pfizer Inc.)
Johnson)
Crucell Holland B.V.  Mitsubishi Tanabe ZymoGenetics, Inc.
(now a member of Pharma Corporation (now a member of
Johnson & Johnson) 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 developing currently:

Program Description Indication Status Developer
Gevokizumab HE™ antibody to Non-infectious Ongoing Phase 3 XOMA (in
IL-1 beta uveitis, Behcet’s  studies for collaboration
uveitis, moderate non-infectious with Servier)
to severe uveitis and
inflammatory Behget’s uveitis,
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XMetA,
XMetS
XMetD

XOMA 3AB

Multiple

preclinical
programs

Fully human
monoclonal
antibodies

Therapeutic
antibodies to
multiple Type A
botulinum
neurotoxins
Fully human
monoclonal
antibodies to
multiple disease
targets, including
TGF-beta and
FGFR-4.
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acne, erosive
osteoarthritis of
the hand, active
non-infectious
anterior scleritis,
and
cardio-metabolic
diseases

Diabetes,
metabolic
disorders, and
other orphan
indications
Botulism
poisoning

Autoimmune,
cardio-metabolic,
infectious,
inflammatory,
ophthalmological,
and oncological
diseases

and ongoing
Phase 2 studies
for moderate to
severe
inflammatory
acne, erosive
osteoarthritis of
the hand, active
non-infectious
anterior scleritis,

(NIAID-funded)

and

cardiovascular

disease.

Preclinical XOMA
Phase 1 XOMA
Preclinical XOMA
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Partnership Product Summary:

The following table summarizes information related to certain products that we currently are developing or have
developed in the past, for which we may earn royalties on product sales in the future:

Program Description Indication Status Developer
FDC1 Perindopril Hypertension Phase 3 XOMA (partially
arginine and completed funded by
amlodipine Servier)
besylate
HCD122 and Fully human Hematologic Phase 1 and 2; Novartis (fully
LFA102 antibody to CD40 tumors; certain Phase 1 funded)
and HE™ antibodybreast and
to prolactin prostate cancers;
receptor and other
undisclosed
diseases
Therapeutic Fully human Undisclosed Preclinical Takeda (fully
antibodies monoclonal funded)
antibodies to
undisclosed
disease targets
Therapeutic HE™ monoclonal Non-small cell ~ Phase 2; Phase 1 AVEO (fully
antibodies antibody to HGF lung cancer; solid funded)
tumors and
multiple
myeloma

Financial and Legal Arrangements of Product Collaborations, Licensing and Other Arrangements
Collaboration and Licensing Agreements
Servier -- Gevokizumab

We have entered into a license and collaboration agreement with Servier to jointly develop and commercialize
gevokizumab in multiple indications, which provided a non-refundable upfront payment of $15 million, which we
received in January 2011. Under the terms of the agreement, Servier has worldwide rights to cardiovascular disease
and diabetes indications and rights outside the U.S. and Japan to all other indications, including NIU, Behget’s uveitis
and other inflammatory and oncology indications. XOMA retains development and commercialization rights in the
U.S. and Japan for all indications (including NIU, Behget’s uveitis and other inflammatory diseases and oncology
indications) except cardiovascular disease and diabetes. XOMA has an option to reacquire rights to cardiovascular
disease and diabetes indications from Servier in these territories (the “Cardiometabolic Indications Option”). Should we
exercise the Cardiometabolic Indications Option, we will be required to pay Servier an option fee and partially
reimburse their incurred development expenses. Each party has the right in certain circumstances to pursue
development in indications not specified in the agreement, and in such event, the other party will have the option to
participate in such development in certain circumstances, including reimbursement of a portion of the developing
party’s expenses.
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Under this agreement, Servier will fully fund activities to advance the global clinical development and future
commercialization of gevokizumab in cardiovascular-related diseases and diabetes. Also, Servier will fund $50
million of gevokizumab global clinical development and CMC expenses and 50% of further expenses related to the
NIU and Behcet’s uveitis indications.

In addition, under the agreement, we are eligible to receive a combination of Euro- and U.S. Dollar
(“USD”)-denominated, development and sales milestones for multiple indications aggregating to a potential maximum
of approximately $470 million when converted using the December 31, 2012, Euro to USD exchange rate (the
“12/31/12 Exchange Rate of 1.3215”), if XOMA reacquires cardiovascular and/or diabetes rights in the U.S. and
Japan. If XOMA does not reacquire these rights, then the milestone payments aggregate to a potential maximum of
approximately $810 million converted using the 12/31/12 Exchange Rate of 1.3215. Servier’s obligation to pay
development and commercialization milestones will continue for so long as Servier is developing or selling products
under the agreement.

20



Edgar Filing: XOMA Corp - Form 10-K

Table of Contents

We are eligible to receive royalties on gevokizumab sales from sales outside of the U.S. and Japan, and from global
sales in cardio-metabolic indications, which are tiered based on sales levels and range from a mid-single digit to up to
a mid-teens percentage rate. Our right to royalties with respect to a particular product and country will continue for so
long as such product is sold in such country.

The collaboration is carried out and managed by committees mutually established by XOMA and Servier. In general,
in the event of any disputes, each party has decision-making authority over matters relating to its areas of
responsibility and territory, but neither party has unilateral decision-making rights if the decision would have a
material adverse impact on the other party’s rights in its territory. The agreement contains customary termination
rights relating to matters such as material breach by either party, safety issues and patents. Servier also has a
unilateral right to terminate the agreement on a country-by-country basis or in its entirety on six months’ notice.

We also entered into a loan agreement with Servier (the “Servier Loan Agreement”), which provided for an advance of
up to €15.0 million. The loan was fully funded in January 2011, with the proceeds converting to approximately $19.5
million at the date of funding. The loan is secured by an interest in XOMA’s intellectual property rights to all
gevokizumab indications worldwide, excluding certain rights in the U.S. and Japan. Interest is calculated at a floating
rate based on a Euro Inter-Bank Offered Rate (‘EURIBOR™) and is subject to a cap. The interest rate is reset
semi-annually in January and July of each year. The interest rate for the initial interest period was 3.22%. The interest
rate was reset to 3.83% for the six-month period from July 2011 through January 2012, 3.54% for the six-month
period from January 2012 through July 2012, 2.80% for the six-month period from July 2012 through January 2013
and 2.33% for the six-month period from January 2013 through July 2013. Interest is payable semi-annually; however,
the Servier Loan Agreement provides for a deferral of interest payments over a period specified in the agreement.
During the deferral period, accrued interest will be added to the outstanding principal amount for the purpose of
interest calculation for the next six-month interest period. On the repayment commencement date, all unpaid and
accrued interest shall be paid to Servier, and thereafter, all accrued and unpaid interest shall be due and payable at the
end of each six-month period. The loan matures in 2016; however, after a specified period prior to final maturity, the
loan is to be repaid (i) at Servier's option, by applying up to a significant percentage of any milestone or royalty
payments owed by Servier under our collaboration agreement and (ii) using a significant percentage of any upfront,
milestone or royalty payments we receive from any third-party collaboration or development partner for rights to
gevokizumab in the U.S. and/or Japan. In addition, the loan becomes immediately due and payable upon certain
customary events of default. At December 31, 2012, the outstanding principal balance under this loan was $19.8
million using the 12/31/12 Exchange Rate of 1.3215. Refer to Management’s Discussion and Analysis of Financial
Condition and Results of Operations for further information regarding the Servier Loan Agreement.

NIAID

In March 2005, we were awarded a $15 million competitive bid contract from NIAID to develop three anti-botulinum
neurotoxin monoclonal antibodies. Under this contract, we created production cell lines using our proprietary
antibody expression systems, built Master and Manufacturer’s Working Cell Banks, developed production processes
and produced initial quantities of the three antibodies. The contract was performed over an 18-month period and was
fully funded with Federal funds from NIAID under Contract No. HHSN266200500004C (“NIAID 17). Final acceptance
of the project was received in October 2006.

In July 2006, we were awarded a $16.3 million NIAID contract under Contract No.
HHSN266200600008C/N01-AlI-60008 (“NIAID 2”) to produce monoclonal antibodies for the treatment of botulism to
protect United States citizens against the harmful effects of botulinum neurotoxins used in bioterrorism. Under this
contract, we created and produced XOMA 3AB, an innovative injectable product comprised of three anti-type A
botulinum neurotoxin monoclonal antibodies. This work was complete in the third quarter of 2010.
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In September 2008, we were awarded a third NIAID contract for $64.8 million under Contract No.
HHSN272200800028C (“NIAID 3”) to continue development of our anti-botulinum antibody product candidates,
including XOMA 3AB and additional product candidates directed against B and E toxin serotypes. As part of the
contract, we have developed, evaluated and produced the clinical supplies to support an IND filing with the FDA for
XOMA 3AB; independently, XOMA has funded preclinical studies required to support human clinical trials. In May
2011, NIAID informed us it was initiating a Phase 1 trial of XOMA 3AB. All volunteers in this trial have been
enrolled and dosed with XOMA 3AB.

22



Edgar Filing: XOMA Corp - Form 10-K

Table of Contents

In October 2011, we announced we had been awarded a fourth NIAID contract for up to $28.0 million over five years
under Contract No. HHSN 272201100031C (“NIAID 4”) to develop broad-spectrum antitoxins for the treatment of
human botulism poisoning.

In January 2012, we announced 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.

Servier — U.S. Perindopril Franchise

On January 17, 2012, we announced we had acquired certain U.S. rights to a portfolio of antihypertensive products
from Servier. The portfolio includes ACEON (perindopril erbumine), a currently marketed angiotensin converting
enzyme (“ACE”) inhibitor, and three FDC product candidates where a form of proprietary perindopril (perindopril
arginine) is combined with another active ingredient(s). We assumed commercialization activities for ACEON in
January 2012. In November 2012, we announced an 837-patient Phase 3 study we conducted with perindopril
arginine and amlodipine besylate (“FDC1”’) had demonstrated statistically superior reductions in sitting systolic and
diastolic blood pressure after six weeks of treatment than either compound alone. Partial funding for the trial was
provided by Servier; the balance of study expenses, consisting primarily of costs generated by our contract research
organization, is expected to be paid over time from the profits generated by our ACEON sales. We are working to
identify a third-party organization that can sublicense this FDC and move it forward toward commercialization in the
U.S. market.

In connection with this arrangement, we paid a $1.5 million license fee to Servier in the third quarter of 2010. We are
required to pay a royalty on ACEON sales at a rate that is tiered based on sales levels and ranges from a mid-single
digit to a mid-teen percentage rate. If approved, we will pay a royalty on sales of the FDC product candidates in the
mid-teen percentage rate. The FDC royalty rate is subject to reduction in the event of generic competition or if other
intellectual property rights are required. We may be required to pay the following milestones: development milestones
aggregating $8.5 million (assuming we exercise our options on the additional FDC product candidates) and sales
milestones of up to an aggregate $15.1 million, in each case for all of the FDC product candidates. We also may be
required to make certain additional payments if the FDC product candidates receive FDA approval but certain
minimum sales levels are not reached. We generally will be responsible for its development and commercialization
expenses; however, Servier partially funded development of FDCI.

By its terms, the arrangement, including our obligation to pay royalties and/or development and sales milestones, will
continue until the later of July 2018 or the expiration of the last-to-expire Servier patent licensed to us under the
arrangement, unless terminated earlier. The agreement contains customary termination rights relating to matters, such
as material breach by either party, insolvency of either party or safety issues. Each party has the right to terminate the
arrangement if the FDC1 does not receive FDA approval by December 31, 2014. Servier also has the right to
terminate the arrangement if certain aspects of our commercialization strategy are not successful and Servier does not
consent to an alternative strategy or, as to the FDC product candidates, if we breach our obligations to certain of our
service providers.

Takeda

In November 2006, we entered into a fully funded collaboration agreement with Takeda for therapeutic monoclonal
antibody discovery and development activities under which we agreed to discover and optimize therapeutic antibodies
against multiple targets selected by Takeda. Takeda agreed to make up-front, annual maintenance and milestone
payments to us, fund our research and development and manufacturing activities for preclinical and early clinical
studies and pay royalties on sales of products resulting from the collaboration. Takeda is responsible for clinical trials
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and commercialization of drugs after an IND submission and is granted the right to manufacture once a product enters
into Phase 2 clinical trials. We have completed a technology transfer and do not expect to perform any further
research and development services under this program. From 2010 through 2012, we received milestone payments
relating to one currently active program.

Under the terms of this agreement, we may receive milestone payments aggregating up to $19.0 million relating to
one undisclosed product candidate and low single-digit royalties on future sales of all products subject to this
license. In addition, in the event Takeda were to develop additional future qualifying product candidates under the
terms of our agreement, we would be eligible for milestone payments aggregating up to $20.75 million for each such
qualifying product candidate. Our right to milestone payments expires on the later of the receipt of payment
from Takeda of the last amount to be paid under the agreement or the cessation by Takeda of all research and
development activities with respect to all program antibodies, collaboration targets and/or collaboration products. Our
right to royalties expires on the later of 13.5 years from the first commercial sale of each royalty-bearing discovery
product or the expiration of the last-to-expire licensed patent.

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 milestones of up to $3.25 million per discovery product candidate and low
single-digit royalties on future sales of all antibody products subject to this license. Our right to milestone payments
expires on the later of the receipt of payment from Takeda of the last amount to be paid under the agreement or the
cessation by Takeda of all research and development activities with respect to all program antibodies, collaboration
targets and/or collaboration products. Our right to royalties expires on the later of 10 years from the first commercial
sale of such royalty-bearing discovery product or the expiration of the last-to-expire licensed patent.

10
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Novartis

In November 2008, we restructured our product development collaboration with Novartis, which involved six
development programs, including the HCD122 program. Novartis is the sponsor of two Phase 2 trials using HCD122
(lucatumumab), a fully human anti-CD40 antagonist antibody. The antibody has a dual mechanism of action that
involves inhibition of CD40-ligand mediated growth and survival while recruiting immune effector cells to kill
CD40-expressing tumor cells through a process known as antibody-dependent cellular cytotoxicity (ADCC). CD40, a
member of the tumor necrosis factor, or TNF, family of antigens, is a cell surface antigen expressed in B-cell
malignancies and involved in a broad variety of immune and inflammatory responses. Novartis has initiated Phase 1
trials in the United States and Japan of LFA102, a HE™ antibody to prolactin receptor, in patients with metastatic breast
cancer or hormone refractory prostate cancer.

Under the restructured agreement, Novartis made a payment to us of $6.2 million in cash and reduced our existing
debt by $7.5 million; will fully fund all future research and development expenses; may pay potential milestones of up
to $14.0 million and royalty rates ranging from low-double digit to high-teen percentage rates for two ongoing product
programs, HCD122 and LFA102; and has provided us with options to develop or receive royalties on four additional
programs. In exchange, Novartis has control over the HCD122 and LFA102 programs, as well as the right to expand
the development of these programs into additional indications outside of oncology. As part of the agreement, Novartis
paid us for all project costs incurred after July 1, 2008. Our right to milestone payments expires at such time as no
collaboration product or former collaboration product is being developed or commercialized anywhere in the world
and no royalty payments on these products are due. Our right to royalty payments expires on the later of the
expiration of any licensed patent covering each product or 20 years from the launch of each product.

In connection with the collaboration between XOMA and Novartis (then Chiron Corporation), a secured note
agreement was executed in May 2005. The note agreement is secured by our interest in the collaboration and is due
and payable in full in June 2015. At December 31, 2012, the outstanding principal balance under this note agreement
totaled $14.4 million, and pursuant to the terms of the arrangement as restructured in November 2008, we will not
make any additional borrowings on the Novartis note.

Arana

In September 2009, we entered into an antibody discovery collaboration with Arana Therapeutics Limited (““Arana