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THREE-MONTH PERIOD ENDED MARCH 31, 2011

MANAGEMENT’S DISCUSSION AND ANALYSIS

GENERAL

The following is a discussion and analysis of the consolidated financial condition and results of operations of Medicago Inc,
(“Medicago” or the “Company™) for the three-month period ended March 31, 2011. This discussion and analysis should be read in
conjunction with the information contained in the unaudited consolidated financial statements and related notes for the three-
months period ended March 31, 2011 and the financial statements appearing in the 2010 annual report of the Company, which are
prepared in accordance with generally accepted accounting principles in Canada (“GAAP™). The 2010 Annual Report of
Medicago, the Annual Information Form and additional information regarding the Company are available on SEDAR at
www.sedar.com.

All amounts included in this report are expressed in Canadian dollars unless otherwise stated.

ADOPTION OF INTERNATIONAL FINANCIAL REPORTING STANDARDS (“IFRS”)

In 2008, the Canadian Accounting Standards Board confirmed that all publicly accountable enterprises must adopt IFRS in place
of Canadian generally accepted accounting principles (“GAAP”) beginning on January 1, 2011 (for entities with a calendar year-
end). As such, our unaudited interim consolidated financial statements as at March 31, 2011 and for the three months then ended
have been prepared in accordance with IFRS as issued by the International Accounting Standards Board. Additionally, our
unaudited consolidated statement of financial position as at January 1, 2010 and our comparative unaudited consolidated financial
statements for 2010 have been adjusted to reflect our adoption of IFRS on a retrospective basis, effective on January 1, 2010 (the
“Transition Date”). Consequently, all comparative financial information presented in this MD&A reflects the consistent,
retrospective application of IFRS.

IFRS differ in certain respects from Canadian GAAP. A complete description of our conversion to IFRS, including reconciliations
of previously reported Canadian GAAP information, is provided in note 17 to our unaudited interim consolidated financial
statements as at March 31, 2011 and for the three-month periods ended March 31, 2011 and 2010, which note is incorporated by
reference herein.

FORWARD-LOOKING INFORMATION AND STATEMENTS

This document contains forward-looking information and statements which constitute “forward-looking information” under
Canadian securities law and which may be material regarding, among other things, the Company’s beliefs, plans, objectives,
estimates, intentions and expectations. Forward-looking information and statements are typically identified by words such as
“anticipate”, “believe”, “expect”, “estimate”, “forecast”, “goal”, “intend”, “plan”, “will”, “may”, “should”, “could” and similar
expressions. Specific forward-looking information in this document includes, but is not limited to, statements with respect to the
Company’s future operating and financial results, its research and development activities, its capital expenditure plans and the

ability to execute on its future operating, investing and financing strategies.

These forward-looking information and statements, by their nature, necessarily involve risks and uncertainties that could cause
actual results to differ materially from those contemplated by these forward-looking statements. We consider the assumptions on
which these forward-looking statements are based to be reasonable, but caution the reader that these assumptions regarding future
events, many of which are beyond our control, may ultimately prove to be incorrect since they are subject to risks and uncertainties
that affect us. The information contained herein is dated as of May 26, 2011, date of the approval by the Board of the MD&A and
the Consolidated Financial Statements.


http://www.sedar.com/�

COMPANY OVERVIEW

Medicago is committed to providing highly effective and competitive vaccines based on proprietary Virus-Like Particles (VLPs)
and manufacturing technologies. Medicago is developing VVLP vaccines to protect against pandemic and seasonal influenza, using
a transient expression system which produces recombinant vaccine antigens in the cells of non-transgenic plants. This technology
has potential to offer advantages of speed and cost over competitive technologies. It promises to deliver a vaccine for testing
rapidly after the identification and reception of genetic sequences from a pandemic strain. This production time frame has the
potential to allow vaccination of the population before the first wave of a pandemic strikes and to supply large volumes of vaccine
antigens to the world market.

KEY DEVELOPMENTS FOR THE THREE-MONTH PERIOD ENDED MARCH 31, 2011
CORPORATE

MEDICAGO SELECTED TO COLLABORATE WITH IDRI ON A MULTIMILLION DOLLAR GRANT AWARDED TO IDRI
FROM THE US DEPARTMENT OF DEFENSE

Medicago Inc. was selected to collaborate with the Infectious Disease Research Institute (IDRI) on a multimillion-dollar grant
awarded to IDRI by the U.S. Department of Defense's Defense Advanced Research Projects Agency (DARPA) for the proposed
development of a single-dose H5N1 influenza vaccine which could be rapidly and widely administered in the case of an avian
pandemic flu outbreak.

This important grant from DARPA is for a phase I clinical trial with an intradermal H5 vaccine in combination with IDRI's GLA
adjuvant. The one-year project combines Medicago's plant-made H5 virus-like particle vaccine with IDRI's vaccine adjuvant
technology, as well as a microneedle delivery device. These three technologies could enhance protection, reduce the amount of
product required, and simplify vaccine distribution and administration.

MEDICAGO RECEIVES SECOND MILESTONE PAYMENT OF $3.8 MILLION FROM THE U.S. DEPARTMENT OF
DEFENSE

Medicago USA Inc., a wholly owned subsidiary of Medicago Inc., has received the second milestone payment of $3.8-million
(U.S.) from the Defence Advanced Research Projects Agency (‘DARPA’). This is part of the $21-million (U.S.) DARPA grant
awarded to Medicago to demonstrate the scalable manufacturing of its plant-expressed virus-like particle vaccines in the United
States under a technology investment agreement. Medicago has received $10.7-million (U.S.) to date under this agreement.

In August, 2010, Medicago received a $21-million (U.S.) grant from DARPA to develop a 90,000-square-foot cGMP facility in
Research Triangle Park, North Carolina, which is currently under construction. This state of-the-art facility will be a large, cost-
effective and scaled-up facility for Medicago's VLP plant-based vaccine technology for the delivery of cGMP-grade vaccine.
Medicago intends to demonstrate its capacity to produce 10 million doses per month of influenza vaccines with the potential for
further expansion in the future. This DARPA project is part of the Blue Angel influenza vaccine rapid response demonstration
project which seeks to identify new ways to produce large amounts of high-quality vaccine grade protein in less than three months
in response to emerging and novel biologic threats.

The Company has met all milestones to date and its U.S. vaccine facility is projected to be operational during the second half of
2011.

UPDATE ON PARTNERSHIP OPPORTUNITIES

Medicago is pursuing its strategy of partnership with countries and pharmaceutical companies looking at investing in faster and
economical technologies to produce pandemic and seasonal flu vaccines. With an agreement in now place in North America
(DARPA) Medicago is now focusing its efforts in Europe and Asia. Our strategy in these regions is to enter into memorandum of
understanding to explore possible deal structure before committing any resources or rights. We will favour partnerships with
significant short term revenue potential in order to support the development of our technology and products and increase
shareholder value.



PRODUCTS IN DEVELOPMENT

H5N1 PANDEMIC INFLUENZA VLP VACCINE

Medicago reports positive phase Il interim results

Medicago Inc. has released positive interim results from a phase 1l human clinical trial with its H5N1 avian influenza VLP vaccine
candidate (H5N1 vaccine). The vaccine was found to be safe, well tolerated and also induced a solid immune response.

The study enrolled 135 healthy volunteers who were immunized with Medicago's vaccine at three dosage levels to determine the
optimal dose. No serious adverse events were reported during the trial and the vaccine was found to be safe and well tolerated at
all levels. Local site reactions were mild and comparable between the H5N1 vaccine groups. In those vaccinated in the 18-t0-49-
age group at the 20-microgram dosage level, 82 per cent of immunized subjects developed an immune response against the H5N1
virus after the second immunization, 65 per cent of subjects had a four-fold increase in HI titers from baseline and 65 per cent of
subjects had seroprotective antibody titers. All subjects tested negative for antibodies to the H5N1 A/Indonesia strain before
vaccination and no response was observed among individuals who received a placebo. These data show that Medicago's H5N1
vaccine induces a robust hemagglutination inhibition (HAI) antibody response against the HSN1 vaccine strain. The H5SN1 vaccine
also induced the production of antibodies that react with multiple strains of H5N1 avian influenza indicating the potential for
cross-protection of Medicago's vaccines. As planned in the initial design, adverse event monitoring will continue for six months
after administration of the second dose of vaccine.

Based on these results, a committee selected the optimal dose of 20-microgram to proceed with part B of the phase 1l H5N1
vaccine clinical trial. In the second part of the study, 120 healthy adults received an injection of either the H5N1 vaccine at the
optimal dose or a placebo. Final results are currently expected before the end of the second quarter of 2011.

SEASONAL AND H1IN1 VACCINES

Medicago commences U.S. phase | clinical testing of its HIN1/Seasonal

Medicago Inc. has received Food and Drug Administration clearance for its phase | HIN1 influenza VLP vaccine candidate
clinical trial in the United States. The Company initiated this trial on March 21, 2011. This phase | trial will lead into Medicago's
U.S. phase lla trial for its seasonal trivalent vaccine with the recommended HIN1, H3N2 and B influenza strains which the
company plans to begin later in 2011.

The phase 1, randomized, double-blind, multicentre, active- and placebo-controlled dose-ranging study evaluates the safety,
tolerability and immunogenicity of a single non-adjuvanted dose of the HIN1 vaccine in 100 healthy adults 18 to 49 years of age.
The subjects will be randomized to receive one of the following: an injection of the placebo, Medicago's HIN1 vaccine; or an
H1N1 vaccine from a licensed trivalent vaccine. The primary safety and immunogenicity results are expected before the end of the
second quarter. These data will support the development of the Company's seasonal influenza VLP vaccine in the United States.

OTHER PRODUCTS

Medicago announces research collaboration for the development of a non-influenza vaccine candidate with a top 10 global
pharmaceutical company

Following the end of the first quarter, Medicago Inc. has entered into a research collaboration agreement for the development of a
non-influenza vaccine candidate with a top 10 global pharmaceutical company.

Under the terms of the research collaboration, Medicago will apply its transient expression system to develop a vaccine candidate
for a non-disclosed target. Medicago is eligible to receive payments on achievement of specified milestones stipulated in the
contract.

EVENT AFTER REPORTING DATE

On April 5, 2011 the Company closed an offering of 34,117,600 units (each, a “Unit”) at a price of $0.51 per Unit, representing
gross proceeds of $17,399,976 (the “Offering”). Philip Morris Investments BV, an insider of the company, participated in the
Offering and acquired 17,058,800 units.



Each Unit is comprised of one common share (a “Common Share”) and one quarter of one common share purchase warrant (each,
a “Warrant”). Each full Warrant will have an exercise price of $0.75, exercisable for a period of 24 months following the closing
date of the Offering. The Warrants are subject to an accelerated expiry if, at any time after the closing of the offering, the
published closing trade price of the Common Shares on the TSX is equal or superior to $1.00 for any 30 consecutive trading days,
in which event the Company may give the holders a written notice that the Warrants will expire at 5:00 p.m. (Montréal time) on
the 30" day from the receipt of such notice.

Net proceeds from the Offering will be used for continued clinical development of the Company’s plant-based manufactured

Influenza Virus Like Particles (“VLP”) vaccines, to fund the development of additional potential product candidates and for other
general corporate and working capital purposes.

SELECTED CONSOLIDATED INFORMATION

March 31 March 31
2011 2010
$ $

CONSOLIDATED STATEMENT OF INCOME
Revenues - 34,000

Loss for the period

$ 5,051,000 3,742,000
Basic and diluted loss per share 0.04 0.03

CONSOLIDATED STATEMENTS OF FINANCIAL

POSITION
March 31  December 31
2011 2010
Cash, cash equivalents and short-term investments 6,948,000 8,521,000
Total assets 19,956,000 21,313,000
Total long-term liabilities ) 15,731,000 15,672,000

(1) Total long-term liabilities include long term-debt and current portion

COMPARISON OF THE THREE-MONTH PERIOD ENDED MARCH 31, 2011 AND 2010
CONSOLIDATED STATEMENTS OF INCOME

Revenues

For the three-month period ended March 31, 2011, the Company had no revenues compared to $34,000 for the three-month period
ended March 31, 2010. Revenues in 2010 were generated by the successful completion of the proof of concept contract with the
United States Army Research, Development and Engineering Command for $34,000.

Research and development
March 31, March 31,
2011 2010
(3 months) (3 months) Variation

Research and development expenses

Canada 3460 000 2562 000 898 000
USA 708 000 - 708 000
4168 000 2 562 000 1 606 000




Research grant and contributions

Canada (333 000) (382 000) 49 000
USA (439 000) - (439 000)
(772000) (382 000) (390 000)
Research and development tax credits
Canada (497 000) (165 000) (332 000)
USA - - -
(497 000) (165 000) (332 000)
Total
Canada 2 630 000 2 015 000 615 000
USA 269 000 - 269 000
2 899 000 2 015 000 884 000

Research and development (R&D) increased by $884,000 to $2,899,000 for the three-month period ended March 31, 2011,
compared to 2010, $615,000 occurred in Canada and $269,000 in the US.

R&D expenses increased by $1,606,000 to $4,168,000 for the three-month period ended March 31, 2011 compared to 2010. The
increase of $898,000 in Canadian R&D expenses is mainly related to the ongoing Phase Il study of its HSN1 pandemic influenza
VLP vaccine and the ongoing phase | study for its seasonal vaccine. Wage and salaries were higher ($421,000) for the three-
month period ended March 31, 2011, compared to 2010 explained by the hiring at the second-half of 2010 of new employees
required for the preparation and the production of clinical materials for the two clinical studies. More laboratory supplies and
analysis ($181,000) and a higher level of outsourced contract work ($161,000) were also required to perform these activities.
Outsourced contract work increased as the result of the Phase Il for the HSN1 pandemic influenza vaccine and Phase | for the
seasonal vaccine. US R&D expenses amounted to $708,000 and are related to the DARPA project that started in August 2010.

Research grants and contributions increased by $390,000 for the three-month period ended March 31, 2011 to $772,000 compared
to 2010. The increase is mainly explained by the recognition in the Statements of Income of $439,000 under the grant from
DARPA in the US.

Research and development tax credits were of $497,000 for the three-month period ended March 31, 2011, $332,000 higher than
for the three-month period ended March 31, 2010. As the Company is no longer deemed associated with Philip Morris
International for tax purposes, this results in an increase of the tax credit rate at the provincial level from 17.5% to 37.5% on the
first $3M of eligible R&D expenses, explaining this increase in 2011.

General and administrative

March 31, March 31,
2011 2010 Variation
General and administrative, business
development and intellectual property
Canada 1067 711 1190419 (122 708)
USA 135 266 - 135 266
1202977 1190419 12 558
Share-based compensation 199 993 148 168 51 825
Exchange loss 145 224 (6 742) 151 966
1548 194 1 331 845 216 349

General and administrative (G&A) expenses increased by $216,000 to $1,548,000 for the three-month period ended March 31,
2011 compared to 2010. The increase is mainly explained by the increase in share-based compensation for $52,000 and by the
exchange loss for $152,000. Share-based compensation increase is related to the issuance of stock-options at the end of 2010 and
the exchange loss results from the value increase of the Canadian dollar in comparison with the US dollar (2.7% between January
1%, 2011 and March 31%, 2011).



Depreciation of property, plant and equipment

Depreciation of property, plant and equipment were of $225,000 for the three-month period ended March 31, 2011, $55,000 higher
than the three-month period ended March 31, 2010. This increase mainly explained by an increase in amortization of leasehold
improvements for $31,000 following the completion of the improvements to our downstream facility at the end of 2010 in Quebec
City.

Amortization of intangible assets

Amortization of intangible assets amounted to $30,000 for the three-month period ended March 31, 2011 an increase of $14,000
over 2010 explained by more capitalized costs for patents in 2010.

Financial income

Financial income amounted to $3,000 for the three-month period ended March 31, 2011 $31,000 lower compared to the three-
month period ended March 31, 2010. This decrease is mainly explained by lower interest income resulting of a decrease in cash
and short-term investments.

Financial costs

Financial costs amounted to $352,000 for the three-month period ended March 31, 2011 $75,000 higher compared to the three-

month period ended March 31, 2010. This increase is mainly explained by higher interest rate on the long-term debt in 2011
compared to 2010 ($65,000).

Consolidated loss for the three-month period ended March 31, 2011 was $5,051,000, or $0.04 per basic and diluted share
compared to a loss of $3,742,000, or $0.03 per basic and diluted share for the three-month period ended March 31, 2010.

CONSOLIDATED BALANCE SHEET

Cash and short-term investments were $6.9 Million as at March 31, 2011 a decrease of $1.6 Million from December 31, 2010.

Total consolidated assets were $20.0 Million as at March 31, 2011, a decrease of $1.3 Million since December 31, 2010. The
decrease is mainly explained by the decrease in cash and short-term investments.

Long-term debt is $15.7 Million as at March 31, 2011 comparable to December 31, 2010.

QUARTERLY FINANCIAL DATA

Quarters ended

March 31, 2011 December 31, 2010 September 30, 2010 June 30, 2010
Revenues - $75,000 -
tTa?(g expenses including future income ($5,051,000) ($4,679,000) ($4,139,000) ($3,998,000)
Loss (5,051,000) ($4,604,000) ($4,139,000) ($3,998,000)
Basic and diluted net loss per share ($0.04) ($0.04) ($0.03) ($0.03)




March 31, 2010 December 31, 2009% |  September 30, 2009® June 30, 2009@
Revenues $34,000 - - -
tTa‘)’g expenses including future income ($3,777,000) ($3,893,000) ($3,163,000) ($2,794,000)
Loss ($3,743,000) ($3,893,000) ($3,163,000) ($2,794,000)
Basic and diluted net loss per share ($0.03) ($0.04) ($0.03) ($0.03)

(1): 2009 data have not been adjusted to reflect the new standards IFRS. Only 2010 data were adjusted.

Revenues from quarter to quarter may vary significantly. They are non-recurring by nature and are generated by license
agreements as well as contract research agreements. It is also important to note that historical patterns of expenses cannot be taken
as an indication of future expenses. The amount and timing of expenses and availability of capital resources vary substantially
from quarter to quarter, depending on the level of R&D activities being undertaken at any time and the availability of funding from
investors or partners.

The evolution in the stage of development of the Company from research to preclinical and clinical development for its HSN1
Avian Influenza VLP vaccine, the development of the cGMP process and the production of clinical materials for the Phase | in
2009 and Phase 1l in 2010, the pre-clinical studies for its HLIN1/seasonal vaccine and the production of Phase | materials in the
fourth quarter of 2010 explain the increase in expenses. Wage and salaries increased in 2009 and 2010 explained by the hiring of
new employees in the second half of 2009 and since the beginning of 2010 required by preclinical and clinical work related to the
clinical development of both vaccines (H5N1 Avian Influenza VLP vaccine and H1N1/seasonal vaccine). More laboratory
supplies and analysis and additional outsourced contract work were also required to perform these activities.

LIQUIDITY, CASH FLOWS AND CAPITAL RESOURCES

The Company had cash and short-term investments totaling $6.9 Million as at March 31, 2011, a decrease of $1.6 Million from
December 31, 2010. The Company had negative working capital of $2.8 Million as at March 31, 2011 compared to $1.7 Million as
at December 31, 2010. As at March 31, 2011, the Company's long-term debt amounted to $15.7 Million. Under the terms of the
Bio-Levier loan agreement, the Company needs to maintain its current ratio at 1.3/1 or higher. Deferred grants on research
agreements are excluded from the calculation of the current ratio. As at March 31, 2011 this ratio was at 3.1:1 (3.2:1 as December
31, 2010).

The Company’s primary capital needs are the funds required to support its scientific research and development activities including
preclinical and clinical trials, capital expenditures for the US facility and working capital. Medicago expects expenses to increase
in 2011 as the Company will continue to advance its programs. Management believes that existing capital resources combined
with proceeds of the Offering closed on April 5th, 2011, the DARPA grant and the Equity line of credit of $10,000,000 (see note 9
of the financial statements) in place are adequate to fund our planned activities at least for the next twelve months.

Since its inception, the Company has financed its cash requirements primarily through issuances of securities, research and
development tax credits, government funding, cost recoveries, license agreement, contract research agreements, long-term debt
and short-term debt guaranteed by its Research and development tax credits. Management anticipates funding additional capital
requirements primarily either through additional issuance of securities or the potential monetization of the Company’s technology
and products. (See section RISK AND UNCERTAINTIES- Additional Financing Requirements and Access to Capital of the
Annual Information Form)

The variation of our liquidity by activities is explained below.




CONSOLIDATED STATEMENTS OF CASH FLOWS

Cash flows Three-month period ended March 31
2011 2010
Operating activities (1,511,000) (3,224,000)
Financing activities 838,000 855,000
Investing activities (1,016,000) 2,443,000
Effect of changes in foreign exchange rates 88,000 -
Net change in cash (1,601,000) 74,000

Operating Activities

Cash used in operating activities decreased by $1,713,000 to $1,511,000 for the three-month period ended March 31, 2011
compared to 2010. This decrease is mainly explained by the change in non-cash working capital items for $3,018,000 described in
note 14a) of the financial statements. This was partly offset by the increase in loss, net of items not affecting cash and cash
equivalents (or burn rate) for $1,180,000 for the three-month period ended March 31, 2011.

Financing Activities

Net cash generated from financing activities were $838,000 for the three-month period ended March 31, 2011 comparable to 2010.
In 2011, 2,000,000 warrants to acquire common shares were exercised for proceeds of $540,000 and bank loan on tax credits
generated $308,000. In comparison for 2010, 3,443,500 warrants to acquire common shares were exercised for proceeds of
$861,000.

Investing Activities

Cash used in investing activities (excluding additions and disposal of short-term investments and security deposit) increased by
$250,000 to $903,000 for the three-month period ended March 31, 2011, related mainly to the increase in the additions of
intangible assets of $408,000 partly offset by a decrease of $158,000 in additions to property, plant and equipment.

The Company had planned to invest $0.6 Million in property, plant and equipment in 2011 at its Canadian manufacturing activities
and $13.3M at its US facility under the DARPA contract. Most of the funding required for the US facility is covered by the
DARPA grant.

Use of proceeds of the public offering completed in August 2010

The Company completed a public offering with net proceeds of $6,787,500 in August 2010 and the following table provides
information concerning the use of proceeds resulting from this offering.



From August

19, 2010
USE OF PROCEEDS through March Per Prospectus
31,2011
Cost sharing program with DARPA $2,462,884 $5,500,000
. . 1,287,500 $1,287,500
General corporate and working capital purposes
Total $3,750,384 $6,787,500

CONTRACTUAL OBLIGATIONS

Other than the changes described hereunder there has been no significant change in the contractual obligations of the Company as
described in Medicago’s 2010 audited financial statements.

On March 31, 2011, Medicago USA Inc. amended a lease agreement signed on August 10, 2010. Increase in premises amounts
to US$ 7,060,000. This lease begins in July 2011 and expires in June 2026 with a renewal option of five years. The increase in
minimum lease amounted for each of the next five fiscal years is as follows: US$190,000 in 2011, US$385,000 in 2012,
US$397,000 in 2013, US$408,000 in 2014 and US$421,000 in 2015. Following the execution of the lease amendment, the
Company increased its letter of credit in favour of the lessor from US$337,500 to US$ 696,000.

Under this lease amendment the Company committed to pay US$8.4 Million for equipment to be installed in its US facility. Such
amount shall be payable by Medicago in five monthly equal instalments of US$1.674 Million, commencing in April 2011.

OUTLOOK FOR THE REMAINING OF 2011

We expect R&D expenses to increase in 2011 compared to 2010 to support the following activities:

Initiation of U.S. Phase | and results of clinical trial with HIN1 vaccine / seasonal vaccine
- Phase Il final results with H5N1 vaccine

- Completion of the construction of the U.S. commercial grade facility

- Initiate U.S. Phase Il clinical trial with trivalent seasonal vaccine in the fourth quarter

- Potential contracts (government, pharmaceutical companies)

Addition of new pipeline candidates (Vaccines, Biosimilar enzymes)

Our expectations are that the cash outflow will not proceed linearly through the year but will be higher in the second half of the
year due to cost associated with clinical studies and the performance under the DARPA project.

RELATED PARTY TRANSACTIONS AND OFF-BALANCE SHEET AGREEMENTS

As at March 31, 2011 there were no related party transactions or off-balance sheet agreements.

OUTSTANDING SHARE DATA

As at May 26, 2011, there were 173,039,702 common shares issued and outstanding as well as 8,710,263 stock options



outstanding. Warrants outstanding and Unit options outstanding as at May 26, 2011 represented a total of 28,288,113.

CRITICAL ACCOUNTING POLICIES AND ESTIMATES

Our condensed interim consolidated financial statements have been prepared in accordance with the International Financial
Reporting Standards (“IFRS”) applicable to the preparation of interim financial statements, 1AS 34, “Interim Financial Reporting”.
These are the Company’s first interim consolidated financial statements prepared in accordance with IFRS; in consequence the
Company explains its choices related to IFRS 1, “First-time Adoption of International Financial Reporting Standards”, in note 17
of the financial statements.

The Company has consistently applied the same accounting policies in its opening IFRS consolidated statement of financial
position at January 1, 2010 and throughout all periods presented, as if these accounting policies had always been in effect. Note 17
of the financial statements for the quarter ended March 31, 2011 discloses the impact of the transition to IFRS on the Company's
reported consolidated equity, consolidated statement of comprehensive loss, including the nature and effect of significant changes
in accounting policies from those used in the Company’s consolidated financial statements for the year ended December 31, 2010.
Any subsequent changes to IFRS that are given effect in the Company’s annual consolidated financial statements for the year
ending December 31, 2011 could result in restatement of these interim consolidated financial statements, including the transition
adjustments recognized on changeover to IFRS.

The full description of accounting policies and estimates are presented in the relevant section of the Company’s financial
statements for the quarter ended March 31, 2011.

Estimates, assumptions and judgements are continually evaluated by the Company and are based on historical experience and other
factors, including expectations of future events that are believed to be reasonable under the circumstances.

The Company makes estimates, assumptions and judgments concerning the future. The estimates, assumptions and judgments that
have a risk of causing a material adjustment to the carrying amounts of assets and liabilities within the next financial year are
addressed below. Actual results could differ from these estimates.

FUTURE ACCOUNTING CHANGES

In November 2009, IASB issued IFRS 9 "Financial Instruments: classification and evaluation”, a new standard for the
classification and measurement of financial assets that will replace 1AS 39 "Financial Instruments: Recognition and
Measurement”. IFRS 9 has two categories of evaluation: the amortized cost and fair value. All equity instruments are measured at
fair value. Debt instruments are valued at amortized cost amortised only if the entity has the objective to collect the contractual
cash flows and cash flow is the principal and interest. Otherwise, they are measured at fair value through net income.

Requirements for financial liabilities were added in October 2010 and they largely carried forward existing requirements in 1AS
39, except that fair value changes due to credit risk for liabilities designated at fair value through profit and loss would generally
be recorded in other comprehensive income.

In May 2011, the IASB issued a group of five new standards that address the scope of the reporting entity: IFRS 10, Consolidated
financial statements, IFRS 11, Joint arrangements, IFRS 12, Disclosure of interests in other entities, IAS 27, Separate financial
statements and 1AS 28, Investments in associates.

IFRS 10 replaces all of the guidance on control and consolidation in IAS 27, Consolidated and separate financial statements and
SIC-12, Consolidation — special purpose entities. IFRS 10 changes the definition of control so that the same criteria are applied to
all entities to determine control focusing on the need to have both power and variable returns before control is present. Power is
the current ability to direct the activities that significantly influence returns. Returns must vary and can be positive, negative or
both. The renamed IAS 27 continues to be a standard dealing solely with separate financial statements and its guidance is
unchanged.

IFRS 11 has changed the definitions of joint arrangements reducing the types of joint arrangements to two: joint operations and
joint ventures. The existing policy choice of proportionate consolidation for jointly controlled entities has been eliminated. Equity
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accounting is mandatory for participants in joint ventures. Entities that participate in joint operations will follow accounting much
like that for joint assets or joint operations today.

IFRS 12 sets out the required disclosures for entities reporting under IFRS 10 and IFRS 11 replacing the disclosure requirements
currently found in IAS 28. IFRS 12 requires entities to disclose information that helps financial statement readers to evaluate the
nature, risks and financial effects associated with the entity’s interests in subsidiaries, associates, joint arrangements and
unconsolidated structured entities.

These new standards are required to be applied for accounting periods beginning on or after January 1, 2013, with earlier adoption
permitted. The Company has not yet assessed the impact of these standards or determined whether it will adopt the standards
early.

RISK FACTORS AND UNCERTAINTIES

There has been no significant change in the risk factors and uncertainties facing Medicago as described in the Company’s 2010
annual MD&A.

INTERNAL CONTROL OVER FINANCIAL REPORTING

Internal control over financial reporting (“ICFR”) is designed to provide reasonable assurance regarding the reliability of the
Company’s financial reporting and its compliance with IFRS in its financial statements. The Company’s Chief Executive Officer
and Chief Financial Officer are responsible for establishing and maintaining disclosure controls over financial reporting to the
issuers. They established the internal control over financial reporting or had it established under their supervision in order to obtain
reasonable assurance about the reliability of the financial reporting and to make sure that the financial statements were being
prepared accordingly with IFRS.

The Chief Executive Officer and the Chief Financial Officer have evaluated whether there were changes to its ICFR during the

quarter ended March 31, 2011 that have materially affected, or that are reasonably likely to materially affect its ICFR. No such
changes were identified through their evaluation.

On behalf of management,

(signed) (signed)

Pierre Labbé, CA Andrew J. Sheldon

Vice-President and Chief Financial Officer President and Chief Executive Officer
May 26, 2011
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Medicago Inc.

Condensed Interim Consolidated Financia Statements
(Unaudited)
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Medicago Inc.
Interim Consolidated Statements of Financial Position

(Unaudited)
As at As at As at
March 31, December 31, January 1,
2011 2010 2010
$ $ $
Assets
Current assets
Cash and cash equivalents 1,815,194 3,415,700 228,039
Short-term investments (note 6) 5,133,066 5,105,371 14,105,198
Amounts receivable 452,333 323,554 337,838
Investment tax credits receivable 3,276,938 3,424,937 2,097,274
Prepaid expenses 37,406 265,065 96,848
10,714,937 12,534,627 16,865,197
Non-current assets
Security deposits 490,240 385,677 50,000
Property, plant and equipment 6,621,833 6,500,848 4,941,092
Intangible assets 2,128,976 1,891,375 974,045
Total assets 19,955,986 21,312,527 22,830,334
Liabilities
Current liabilities
Bank loans (note 7) 908,000 600,000 600,000
Accounts payable and accrued liabilities 2,511,449 3,243,142 2,301,518
Deferred grants on research agreement (note 8) 9,981,307 6,955,589 340,203
Current portion of long-term debt 66,269 72,538 83,862
13,467,025 10,871,269 3,325,583
Non-current liabilities
Long-term debt 15,664,400 15,599,743 15,404,017
Total liabilities 29,131,425 26,471,012 18,729,600
Shareholders' Equity (Deficiency)
Share capital (note 9) 54,341,621 53,605,485 48,660,207
Contributed surplus 8,067,236 8,067,236 1,554,679
Other equity components
Stock option plan (note 10a) 1,960,141 1,760,148 1,118,258
Unit options 483,125 483,125 399,536
Warrants (note 10b) 3,641,306 3,837,442 8,919,515
Deficit (78,092,225) (73,040,873) (56,557,000)
Accumulated other comprehensive income 423,357 128,952 5,539
Total equity (9,175,439) (5,158,485) 4,100,734
Total liabilities and equity 19,955,986 21,312,527 22,830,334
Commitment (note 15)
Event after reporting date (note 16)
Approved by the Board of Directors
(signed) RANDAL CHASE, PH.D. Director (signed) PIERRE SECCARECCIA, CA Director

The accompanying notes are an integral part of these condensed interim consolidated financial statements. (1)



Medicago Inc.

Interim Consolidated Statement of Changesin Equity

(Unaudited)
Share  Contributed Stock option  Unit options Warrants Deficit Accumulated
capital surplus plan other
comprehensive
income Total
$ $ $ $ $ $ $ $
Balance — January 1, 2011 53,605,485 8,067,236 1,760,148 483,125 3,837,442 (73,040,873) 128,952  (5,158,485)
Net loss for the period - - - - - (5,051,352 ) - (5,051,352)
Other comprehensive income for the period - - - - - - 294,405 294,405
Total comprehensive income (loss) - - - - - (5,051,352 ) 294,405  (4,756,947)
Transaction with owners
Warrants exercised 736,136 - - - (196,136) - - 540,000
Stock-based compensation - - 199,993 - - - 199,993
736,136 - 199,993 - (196,136) - - 739,993
Balance — March 31, 2011 54,341,621 8,067,236 1,960,141 483,125 3,641,306 (78,092,225) 423,357 (9,175,439)
Balance — January 1, 2010 48,660,207 1,554,679 1,118,258 399,536 8,919,515  (56,557,000) 5,539 4,100,734
Net loss for the period - - - - - (3,742,389 - (3,742,389)
Other comprehensive income for the period - - - - - - 922 922
Total comprehensive income (loss) - - - - - (3,742,389) 922 (3,741,467)
Transaction with owners
Issuance of share capital 1,072,076 - - - - - - 1,072,076
Stock-based compensation - - 148,168 - - - - 148,168
Stock-based compensation forfeited - 13,586 (13,586) - - - - -
Warrants exerciced - - - - (211,201) - - (211,201)
Warrants expired - 3,971 - - (3,971) - - -
1,072,076 17,557 134,582 - (215,172) - - 1,009,043
Balance — March 31, 2010 49,732,283 1,572,236 1,252,840 399,536 8,704,343  (60,299,389) 6,461 1,368,310

The accompanying notes are an integral part of these condensed interim consolidated financial statements.
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Medicago Inc.

Interim Consolidated Statements of Income
For the three-month periods ended March 31, 2011and 2010

(Unaudited)
2011 2010
$ $
Revenues
Revenues from research agreements - 34,345
Operating expenses
Research and devel opment 2,898,994 2,015,214
Genera and administrative 1,548,194 1,331,845
Depreciation of property, plant and equipment 224,589 170,372
Amortization of intangible assets 30,336 16,219
Financial income (note 11) (3,041) (33,696)
Financial costs (note 11) 352,280 276,780
5,051,352 3,776,734
Loss for the period (5,051,352) (3,742,389)
Basic and diluted loss per share (note 13) (0.04) (0.03)
Interim Consolidated Statements of Comprehensive Income
For the the three month period ended March 31, 2011 and 2010
(Unaudited)
2011 2010
$ $
Loss for the period (5,051,352) (3,742,389)
Other comprehensive income
Unrealized gain on available-for-sale investments 28,175 3,377
Reclassification of gain on available-for-sal e investments realized upon
saleto loss for the year (1,372) (2,455)
Foreign currency trandlation adjustments 267,602 -
Total other comprehensive income 294,405 922
Comprehensive loss for the period (4,756,947) (3,741,467)

The accompanying notes are an integral part of these condensed interim consolidated financial statements.
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Medicago Inc.

Interim Consolidated Statements of Cash Flows
For the three-month periods ended March 31, 2011and 2010

(Unaudited)

Cash flows from operating activities

Lossfor the period

Items not affecting cash and cash equivalents
Stock-based compensation costs
Depreciation and amortization
Amortization of deferred charges
Realized gain on available-for-sal e investments
Interest capitalized on long-term debt

Change in non-cash working capital items (note 14a)
Net cash used for operating activities

Cash flows from financing activities
Bank loans contracted

Payments on bank loans

Payments on long-term debt

Exercise of warrants

Net cash generated from financing activities

Cash flows from investing activities
Additions to short-term investments
Disposal of short-term investments
Security deposit

Additionsto property, plant and equipment
Additions to intangible assets

Net cash generated from (used for) investing activities

Effect of changes in foreign exchange rate on cash

Net change in cash and cash equivalents

Cash and cash equivalents — Beginning of period

Cash and cash equivalents — End of period
Interest paid

Additional information (note 14b)

2011 2010
$ $
(5,051,352) (3,742,389)
199,993 148,168
254,925 186,591
29,375 29,375
(1,372) (2,455)
38,890 30,832
(4,529,541) (3,349,878)
3,018,317 125,865
(1,511,224) (3,224,013)
908,000 -
(600,000) -
(9,877) (5,787)
540,000 860,875
838,123 855,088
(118,520) (2,745,745)
119,000 5,841,777
(113,000) -
(379,211) (537,188)
(523,676) (116,102)
(1,015,407) 2,442,742
88,002 -
(1,600,506) 73,817
3,415,700 228,039
1,815,194 301,856
284,012 215,805

The accompanying notes are an integral part of these condensed interim consolidated financial statements.
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Medicago Inc.

Notes to Condensed Interim Consolidated Financial Statements
For the three-month periods ended March 31, 2011and 2010
(Unaudited)

1 General information

Medicago Inc. (The “Company”) is govern by the Québec Business Corporations Act (Québec). Since
the beginning of its operations, most of the Company's activities have been devoted to research and
development. The Company is a clinical-stage biotechnology company focused on the development of
vaccinesin order to commercialize them in the future using its proprietary Virus-Like Particules and
manufacturing technol ogies.

The Company is listed on the Toronto Stock Exchange (MDG-T) and isincorporated and domiciled in
Canada.

The Company's registered head officeis located at 1020 Route de I'Eglise, Suite 600, Québec, Québec
Canada, G1V 3V9.

2 Basis of presentation and adoption of IFRS

The Company preparesits financial statements in accordance with Canadian generally accepted
accounting principles as set out in the Handbook of the Canadian Institute of Chartered Accountants
(“CICA Handbook™). In 2010, the CICA Handbook was revised to incorporate International Financial
Reporting Standards, and require publicly accountable enterprises to apply such standards effective for
years beginning on or after January 1, 2011. Accordingly, the company has commenced reporting on this
basisin these condensed interim consolidated financial statements. In the financial statements, the term
“Canadian GAAP’ refersto Canadian GAAP before the adoption of IFRS.

These condensed interim consolidated financial statements have been prepared in accordance with IFRS
applicable to the preparation of interim financial statements, including IAS 34 “Interim Financial
Reporting” and IFRS 1 “First-time Adoption of international Financial Reporting Standards’. Subject to
certain transition elections disclosed in note 17, the Company has consistently applied the same
accounting policiesin its opening IFRS statement of financial position at January 1, 2010 and
throughout all periods presented, asif these policies had always been in effect. Note 17 discloses the
impact of the trangition to IFRS on the company's reported financial position, financial performance and
cash flows, including the nature and effect of significant changes in accounting policies from those used
in the company’ s consolidated financial statements for the year ended December 31, 2010.

The policies applied in these condensed interim consolidated financial statements are based on IFRS
issued and outstanding as of May 26, 2011, which isthe date of approval of the financial statements by
the board of director. Any subsequent changes to IFRS that are given effect in the company’ s annual
consolidated financial statements for the year ending December 31, 2011 could result in restatement of
these interim consolidated financia statements, including the transition adjustments recognized on
change-over to IFRS.

The condensed interim consolidated financial statements should be read in conjunction with the

company’s Canadian GAAP annual financial statements for the year ended December 31, 2010, an
which are considered material in understanding these condensed interim consolidated financial

©)



Medicago Inc.

Notes to Condensed Interim Consolidated Financial Statements
For the three-month periods ended March 31, 2011and 2010
(Unaudited)

statement. Note 18 discloses IFRS information for the year ended December 31, 2010 not provided in
the 2010 annual financial statements.

3 Significant accounting policies

Basis of measurement

These condensed interim consolidated financial statements have been prepared under the historical cost
convention, except for financial instruments categorized as available-for-sale.

Basis of consolidation

The consolidated financial statements of the company include the accounts of all of its subsidiaries,
which are Medicago R&D Inc., 9177-4083 Québec Inc., 9177-4265 Québec Inc., Fiducie Financiére
Medicago and Medicago USA Inc. All intercompany transactions, balances and unrealized gains and
losses from intercompany transactions are eliminated on consolidation. Subsidiaries accounting policies
have been changed where necessary to ensure consistency with the policies adopted by the company.

Subsidiaries are thoses entities (including specia purpose entities) over which the Company is having
the power to govern the financial and operating policies. The existence and effect of potential voting
rights that are currently exercisable or convertible are considered when assessing whether the Company
controls another entity. Subsidiaries are fully consolidated from the date on which control is transferred
to the Company. They are deconsolidated from the date on which control ceases.

Foreign currency translation
Functional and presentation currency

Items included in the financial statements of each of the Company's entities are measured using the
currency of the primary economic environment in which the entity operates (the "functiona currency™).
The consolidated financial statements are presented in Canadian dollars, the Company's functional and
presentation currency.

Thefinancia statements of entities that have afunctional currency different from that of the Company
(“foreign operations’) are trandated into Canadian dollars as follows: assets and liabilities — at the
closing rate at the date of the statement of financial position, and income and expenses — at the average
rate of the period (asthisis considered a reasonable approximation to actual rates). All resulting changes
are recognized in other comprehensive income as cumulative trand ation adjustments.

Transactions and balances
Foreign currency transactions are translated into the functional currency using the exchange rates

prevailing at the dates of the transactions. Generally, foreign exchange gains and losses resulting from
the settlement of foreign currency transactions, and from the trandation at the year-end exchange rates of
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Medicago Inc.

Notes to Condensed Interim Consolidated Financial Statements
For the three-month periods ended March 31, 2011and 2010
(Unaudited)

monetary assets and liabilities denominated in currencies other than an operation’ s functional currency
are recognized in the statement of income.

Segment reporting

The Company manages its business on the basis of one reportable segment. Operating segments are
reported in a manner consistent with the internal reporting provided to the chief operating decision-
maker.

Financial assets
Classification under |AS 39

Financial assets and financial liabilities are recognized when the Company becomes a party to the
contractua provision of the instrument. Financial assets are derecognized when the rights to receive cash
flows from the assets have expired or have been transferred and the Company has transferred
substantially al risks and rewards of ownership.

The Company classifiesits financial assets in the following categories: financial assets at fair value
through profit or loss, loans and receivables and available-for-sale. The classification depends on the
purpose for which the financial assets were acquired. Management determines the classification of its
financial assets at initia recognition:

a) Loansand receivables

Loans and receivables are non-derivative financial assets with fixed or determinable payments
that are not quoted in an active market and for which thereis no intention of trading. They are
included in current assets, except for maturities greater than 12 months after the bal ance sheet
date. These are classified as non-current assets. Loans and receivables comprise cash, term
deposits, grants receivable, interest and other receivable, and security deposit.

b) Available-for-sale

Available-for-sale financial assets are non-derivativesthat are either designated in this
category or not classified in any of the other categories. They are included in non-current
assets unless the investment matures or management intends to dispose of it within 12 months
of the end of the reporting period. Available-for-sale comprises instruments cash equivalents
and short-term investments in the form of actively traded securities.

()



Medicago Inc.

Notes to Condensed Interim Consolidated Financial Statements
For the three-month periods ended March 31, 2011and 2010
(Unaudited)

Recognition and measurement under |AS 39

Loans and receivables are initially recognized at fair val ue plus transaction costs and subsequently
carried at amortized cost using the effective interest method.

Available-for-sale investments are recognized initially at fair value plus transaction costs and are
subsequently carried at fair value. Gains or losses arising from changes in fair value are recognized in
other comprehensive income.

Regular purchases and sales of financial assets are recognized on the trade date — the date on which the
Company commits to purchase or sell the asset.

Interest on available-for-sale investments, calculated using the effective interest method, is recognized in
the statement of income as part of interest income. Dividends on available-for-sale equity instruments
are recognized in the statement of income as part of other gains and losses when the Company’ s right to
receive payment is established. When an available-for-sale investment is sold or impaired, the
accumulated gains or losses are moved from accumul ated other comprehensive income to the statement
of earnings and included in other gains and losses.

Financial liabilities

Financial liabilities at amortized cost include bank loans, accounts payable and accrued liabilities and
long-term debt, they are initialy recognized at fair value, net of transaction costs incurred, and are
subsequently carried at amortized cost. Any difference between the proceeds (net of transaction costs)
and the redemption value is recognized in the statement of income over the period of the debt using the
effective interest method.

Financial liabilities are classified as current liabilities unless the Company has an unconditional right to
defer settlement of the liabilities for at least 12 months after the balance sheet date.

Offsetting financial instruments

Financial assets and financial liabilities are offset and the net amount reported in the balance sheet when
thereis alegally enforceable right to offset the recognized amounts and there is an intention to settle on
anet basis, or realize the asset and settle the liability simultaneoudly.

Impairment of financial assets

At each reporting date, the Company assesses whether there is objective evidence that afinancial asset is
impaired. If such evidence exists, the Company recognizes an impairment loss, as follows:

a) Financia assets carried at amortized cost: The lossis the difference between the amortized

cost of the loan or receivable and the present value of the estimated future cash flows,
discounted using the instrument’ s original effective interest rate. The carrying amount of the
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Medicago Inc.

Notes to Condensed Interim Consolidated Financial Statements
For the three-month periods ended March 31, 2011and 2010
(Unaudited)

asset is reduced by this amount either directly or indirectly through the use of an allowance
account.

b) Available-for-sale financia assets: Theimpairment loss is the difference between the origina
cost of the asset and itsfair value at the measurement date, less any impairment |osses
previoudy recognized in the statement of income. This amount represents the cumul ative
lossin accumul ated other comprehensive income that is reclassified to net loss.

Impairment losses on financial assets carried at amortized cost are reversed in subsequent periods
if the amount of the loss decreases and the decrease can be related objectively to an event
occurring after the impai rment was recognized. Impairment 1osses on avail able-for-sal e equity
instruments are not reversed.

Property, plant and equipment

Property, plant and equipment are stated at cost |ess accumulated depreciation and accumul ated
impairment losses. Cost includes expenditures that are directly attributable to the acquisition of the asset.
Subsequent costs are included in the asset’ s carrying amount or recognized as a separate asset, as
appropriate, only when it is probabl e that future economic benefits associated with the item will flow to
the company and the cost can be measured reliably. The carrying amount of areplaced asset is
derecognized when replaced. Repairs and mai ntenance costs are charged to the statement of income
during the period in which they are incurred.

The major categories of property, plant and equipment are depreciated over their estimated useful lives,
on astraight-line basis as follows:

Period and

rates

Production unit 20 years
L easehold improvements Term of lease
Computer equipment 3years
Laboratory equipment 8 years
Office furniture 8 years

The company allocates the amount initially recognized in respect of an item of property, plant and
equipment to its significant parts and depreciates separately each such part. Residual values, method of
amortization and useful lives of the assets are reviewed annually and adjusted if appropriate.

Gains and losses on disposals of property, plant and equipment are determined by comparing the

proceeds with the carrying amount of the asset and are included as part of other gains and losses in the
statement of income.
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Medicago Inc.

Notes to Condensed Interim Consolidated Financial Statements
For the three-month periods ended March 31, 2011and 2010
(Unaudited)

Assets under capital lease obligations

Leases that transfer substantially al of the benefits and risks of ownership of the assets to the Company
are accounted for as capital lease obligations. At the time a capital |ease obligation is entered into, an
asset is recorded together with the related obligation. Assets under capital |ease obligations are
depreciated over their estimated useful lives at the same rates as other similar assets.

Intangible assets
The Company's intangibl e assets include licenses, patents and software with finite useful lives. These

assets are capitalized and amortized on a straight-line basis in the statement of income over the period of
their expected useful lives asfollows:

Periods
Licenses 20 years
Patents 20 years
Software 3 years

All expenses related to development activities which do not meet generally accepted criteriafor deferral,
and research activities are expensed as incurred. Development expenses which meet generally accepted
criteriafor deferral are capitalized and amortized against income over the estimated period of benefit. As
at March 31, 2011, December 31 2010 and January 1%, 2010, no development costs have been deferred.

Impairment of non-financial assets

Property, plant and equipment and intangible assets are tested for impairment when events or changesin
circumstances indicate that the carrying amount may not be recoverable. For the purpose of measuring
recoverable amounts, assets are grouped at the lowest levels for which there are separately identifiable
cash flows (cash-generating units —"CGUS"). The recoverable amount is the higher of an asset's fair
value less coststo sall and values in use (being the present value of the expected future cash flows of the
relevant assets of the CGU). Animpairment lossis recognized for the amount by which the asset's
carrying amount exceeds its recoverable amount.

The Company evaluates impairment losses for potential reversals when events or circumstances require
such consideration.

Government grants
Grants are accounted for using the cost reduction method. Accordingly, grants are recorded as a

reduction of the related expenses or capita expendituresin the year in which those expenses are
incurred, provided there is reasonable assurance that the grants will be realized.
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Medicago Inc.

Notes to Condensed Interim Consolidated Financial Statements
For the three-month periods ended March 31, 2011and 2010
(Unaudited)

If agrant isreceived and expenses related to this grant are not yet incurred, the grant isrecorded as a
deferred grant until expenses are incurred.

Research and development tax credits and receivables

The Company is entitled to scientific research and experimental development ("SR&ED") tax credits
granted by the Canadian federal government and the government of the Province of Quebec.

SR&ED tax credits and grants are accounted for using the cost reduction method. Accordingly, tax
credits and grants are recorded as a reduction of the related expenses or capital expendituresin the year
in which those expenses are incurred, provided there is reasonable assurance that the credits and grants
will be realized.

Cash and cash equivalents

Cash and cash equivalents consist of cash on hand and balances with banks and aswell as al highly
liquid short-term investments having aterm of less than three months at the acquisition date.

Share capital

Common shares are classified as equity. Incremental costs directly attributable to the issuance of shares
or options are shown in equity as adeduction net of tax from the proceeds.

Provisions

A provision isrecognized if, as aresult of a past event, the Company has a present legal or constructive
obligation that can be estimated reliably, and it is probable that an outflow of economic benefits will be
required to settle the obligation. Provisions are not recognized for future operating | osses.

If the effect of time value of money is material, provisions are measured at the present value of the
expenditures expected to be required to settle the obligation using a pre-tax rate that reflects current
market assessments of the time value of money and the risks specific to the obligation. The increase in
the provision due to passage of time is recognized as interest expense.

Accounts payable

Accounts payable are obligationsto pay for goods or services that have been acquired in the ordinary
course of business from suppliers. Accounts payable are classified as current liabilitiesif payment is due
within one year or less (or in the normal operating cycle of the business if longer). If not, they are
presented as hon-current liabilities.

Accounts payable are recognized initially at fair value and subsequently measured at amortized cost
using the effective interest method.
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Medicago Inc.

Notes to Condensed Interim Consolidated Financial Statements
For the three-month periods ended March 31, 2011and 2010
(Unaudited)

Revenue recognition

In general, revenues are recognized to the extent that it is probable that the economic benefits will flow
to the Company and the amount can be measured reliably. Revenues comprise the fair value of the
consideration received or receivable for servicesin the ordinary course of the group's activities.

Revenues related to research agreements are bound to milestone agreements and are recorded as the
milestones are reached and upon customer acceptance. Under these agreements, the payments received
in advance are recognized as deferred revenue in the balance sheet and then, as revenue when milestones
are reached and upon customer acceptance. Revenues from research agreements are recognized using the
percentage-of -compl etion method.

The existing licensing agreements usually foresee one-time payment (upfront payment) and milestone
payments. Revenues associated with those multiple-element arrangements are allocated to the various
elements based on their relative fair value. The consideration received is allocated among the separate
units based on each unit's fair value or using the residual method, and the applicable revenue recognition
criteriaare applied to each of the separate units.

License fees representing non-refundable payments received upon the execution of |license agreements
are recognized as revenue upon execution of the license agreements when the Company has no
significant future performance obligations and collectability of the feesis assured. Upfront payments
received at the beginning of licensing agreements are not recorded as revenue when received but are
amortized based on the progress of the related research and development work. This progressis based on
estimates of total expected time or duration to complete the work which is compared to the period of
time incurred to date in order to arrive at an estimate of the percentage of revenue earned to date.

Share-based payments

The Company grants stock optionsto certain employees. Stock options vest over three years (33 1/3%
per year) and expire after ten years. Each tranche in an award is considered a separate award with its
own vesting period and grant date fair value. Fair value of each tranche is measured at the date of grant
using the Black-Scholes option pricing model. Compensation expense is recognized over the tranche's
vesting period based on the number of awards expected to vest, by increasing contributed surplus. The
number of awards expected to vest isreviewed at least annually, with any impact being recognized
immediately.

The impact of any service condition is excluded from the fair value calculation. The total expenseis
recognized over the vesting period, which isthe period over which all of the specified vesting conditions
areto be satisfied. At the end of each reporting period, the entity revisesits estimates of the number of
optionsthat are expected to vest. It recognizes the impact of the revision to original estimates, if any, in
the statement of income, with a corresponding adjustment to equity.

The cash subscribed for the shares issued when the options are exercised is credited, together with the

related compensation costs, to share capital (nominal value), net of any directly attributabl e transaction
costs.
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Notes to Condensed Interim Consolidated Financial Statements
For the three-month periods ended March 31, 2011and 2010
(Unaudited)

4 Accounting standards issued but not yet applied

International Financial Reporting Standard 9, Financia Instruments (“1IFRS 9”)

IFRS 9 was issued in November 2009 and contained requirements for financial assets. This standard
addresses classification and measurement of financial assets and replaces the multiple category and
measurement modelsin IAS 39 for debt instruments with a new mixed measurement model having only
two categories. amortized cost and fair value through profit or loss. IFRS 9 also replaces the models for
measuring equity instruments, and such instruments are either recognized at fair value through profit or
loss or at fair value through other comprehensive income. Where such equity instruments are measured
at fair value through other comprehensive income, dividends are recognized in profit or loss to the extent
not clearly representing areturn of investment, are recognized in profit or loss; however, other gains and
losses (including impai rments) associated with such instruments remain in accumulated comprehensive
income indefinitely.

Requirements for financial liabilities were added in October 2010 and they largely carried forward
existing requirementsin IAS 39, Financial Instruments — Recognition and Measurement, except that fair
value changes due to credit risk for liabilities designated at fair value through profit and loss would
generally be recorded in other comprehensive income.

In May 2011, the IASB issued a group of five new standards that address the scope of the reporting
entity: IFRS 10, Consolidated financial statements, IFRS 11, Joint arrangements, IFRS 12, Disclosure of
interestsin other entities, IAS 27, Separate financial statements and IAS 28, Investments in associates.

IFRS 10 replaces al of the guidance on control and consolidation in IAS 27, Consolidated and separate
financial statements and SIC-12, Consolidation — specia purpose entities. IFRS 10 changes the
definition of control so that the same criteria are applied to al entities to determine control focusing on
the need to have both power and variable returns before control is present. Power is the current ability to
direct the activities that significantly influence returns. Returns must vary and can be positive, negative
or both. Therenamed IAS 27 continues to be a standard dealing solely with separate financial
statements and its guidance is unchanged.

IFRS 11 has changed the definitions of joint arrangements reducing the types of joint arrangementsto
two: joint operations and joint ventures. The existing policy choice of proportionate consolidation for
jointly controlled entities has been eliminated. Equity accounting is mandatory for participantsin joint
ventures. Entities that participate in joint operations will follow accounting much like that for joint assets
or joint operations today.

IFRS 12 sets out the required disclosures for entities reporting under IFRS 10 and IFRS 11 replacing the
disclosure requirements currently found in IAS 28. IFRS 12 requires entities to disclose information that
helpsfinancia statement readers to evaluate the nature, risks and financial effects associated with the
entity’ sinterests in subsidiaries, associates, joint arrangements and unconsolidated structured entities.
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(Unaudited)

These standards are required to be applied for accounting periods beginning on or after January 1, 2013,
with earlier adoption permitted. The company has not yet assessed the impact of these standards or
determined whether it will adopt the standards early.

5 Critical accounting estimates and judgments

The Company makes estimates and judgments concerning the future. The resulting accounting estimates
and judgments will, by definition, seldom equal the related actual results. The estimates and assumptions
that have a significant risk of causing a material adjustment to the carrying amounts of assets and
liabilities are addressed below.

Significant estimates are generally made in connection with the calculation of revenues, research and
devel opment expenses, stock-based compensation expense, as well as in determining future income tax
assets and liabilities, impairment of property, plant and equipment and intangible assets. Estimates are
based on historical experience, where relevant, and on various other assumptions that we believe to be
reasonable under the circumstances. Actual results could differ from those estimates.

Revenue recognition

The nature of the Company's businessis such that many revenue transactions do not have asimple
structure. Revenue agreements may consist of multiple components occurring at different times. The
Company is also party to agreements which can involve upfront and milestone payments that may occur
over severa periods. These agreements may also involve certain future obligations. Revenue is only
recognized when, in management's judgment, the significant risks and rewards of ownership have been
transferred or when the obligation has been fulfilled. For some transactions this can result in cash
receipts being initially recognized as deferred income and then released to income over subsequent
periods on the basis of the performance of the conditions specified in the agreement.

The Company uses the percentage-of-compl etion method in accounting for its research agreements and
licensing agreements. Reviewing these agreements requires due care and a degree of management's
judgment. For some agreements, this can result in cash receipts being initially recognized as deferred
income and then released to income over subsequent periods on the basis of the milestones if they are
substantive.

Research and devel opment expenses

Research and devel opment expenditures consist of direct and indirect expenses. The Company accounts
for clinical trial expenses on the basis of work completed which relies on estimates of total costs
incurred based on completion of studies. Expenses recorded are reviewed for capitalization purposes as
thetrial advances until itsfinal phase.

All expenses related to devel opment activities which do not meet generally accepted criteriafor deferral,

and research activities are expensed as incurred. Development expenses which meet generally accepted
criteriafor deferral are capitalized and amortized against earnings over the estimated period of benefit.

(14)



Medicago Inc.

Notes to Condensed Interim Consolidated Financial Statements
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(Unaudited)

Asat March 31, 2011, December 31 2010 and January 1 2010, no development costs have been
deferred.

Stock-based compensation and other stock-based payments

The Company has a stock option plan which is described in note 10 to the condensed interim
consolidated financial statements. As regards stock options granted, the Company usesthe fair value
based method of accounting. The fair value of stock optionsis determined using the Black-Scholes
option pricing model, which requires the use of certain assumptions, including future stock price
volatility and expected life of the instruments.

The expected life is estimated using the contractual life of the instrument. The expected volatility is
estimated using the historical volatility of the Company's stock over the same period as the contractual
life.

I ncome taxes, government assistance and tax credits

Income taxes are accounted for using the asset and liability method. Future income tax assets and
liabilities are recognized in the bal ance sheet to account for the future tax consequences attributable to
temporary differences between the respective accounting and taxable value of balance sheet assets and
liabilities. Future income tax assets and income tax liabilities are measured using the income tax rates
that are most likely to apply when the asset is realized or the liability is settled. The effect of changesin
income tax ratesis recognized in the year during which these rates change. As appropriate, a valuation
allowance s recognized to decrease the value of tax assetsto an amount that is more likely than not to be
realized. In estimating the realization of future income tax assets, management considers whether a
portion or all future tax assets are more likely than not to be realized. Realization is subject to future
taxable income.

In the event the Company determines that it can realize itstax assets, it will readjust them for the amount
and adjust the income in the period for which such determination is made.

Moreover, the Company is entitled to government assistance in the form of research tax credits and
grants. These are applied against related expenses and the cost of the asset acquired. Tax credits are
available based on dligible research and development expenses consisting of direct and indirect
expenditures and including a reasonabl e allocation of overhead expenses. Grants are subject to
compliance with terms and conditions of the related agreements. Government assistance is recognized
when there is reasonabl e assurance that the Company has met the requirements of the approved grant
program or, with regard to tax credits, when there is reasonabl e assurance that they will be realized.

As at January 1, 2010, December 31, 2010 and March 31, 2011 the Company did not recognize any non-
refundabl e tax credits.
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(Unaudited)

I mpairment of assets with definite useful lives

Assets are reviewed for an indication of impairment at each statement of financia position date. If
indication of impairment exists, the asset's recoverable amount is estimated. Factors such as changesin
the planned use of production unit, laboratory equipment, or the presence or absence of technical
obsolescence could result in shortened useful lives or impairment. An impairment loss is recognized, if
any, for the amount by which the asset's carrying amount exceeds its recoverable amount. The
recoverable amount is the higher of an asset'sfair value less cost to sell and value in use.

As of January 1, 2010, December 31, 2010, and March 31, 2011, management determined that there was

no need for impairment.

6  Short-term investments

Short-term investments include the following:

Money market fund

Bonds and discount notes, maturing within one year

Term deposit bearing interest at annual rates ranging
from 1.55% to 1.71%, maturing within one year

7 Bank loans

Bearing interest at prime rate plus 0.75% annually. A
term deposit of 113,000 $ has been given as
security.

December
March 31, 31, Januaryl,
2011 2010 2010
$ $ $
1,004,973 1,001,866 1,256,713
3,728,093 3,703,505 3,248,485
400,000 400,000 9,600,000
5,133,066 5,105,371 14,105,198
December
March 31, 31, Januaryl,
2011 2010 2010
$ $ $
908,000 600,000 600,000

Under the terms of the agreement, the Company undertook to meet a current ratio exceeding 1.3:1.
at March 31, 2011, the current ratio is 3.1:1. Current ratio is calculated excluding deferred grant on

research agreement.
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8

Deferred grants on research agreements

December
March 31, 31, Januaryl,
2011 2010 2010
$ $ $
CQDM (i) 20,992 245,812 340,203
PVS  (ii) 416,900 268,970 -
DARPA (iii) 9,543,415 6,440,807 -

(i)

(ii)

(iii)

9,981,307 6,955,589 340,203

The Company is entitled to a contribution from Québec's Consortium for Drug Discovery
("CQDM") of up to $1.77M. For the period ended March 31, 2011, the Company received no sum
($243,374 in 2010). An amount of $224,820 ($370,736 in 2010) is presented as research grants and
contributions.

On October 13, 2010, the Company is entitled to a contribution from PATH Vaccine Solutions
(PVS) of up to $940,892 (US$946,000). For the period ended March 31, 2011, the Company
received a sum of $242,850 (US$250,000), of which an amount of $94,920 is presented as research
grants and contributions.

On August 10, 2010, the Company was awarded a US$21M funding award from the Defense
Advanced Research Projects Agency (DARPA). For the period ended March 31, 2011, the
Company received a sum of $3.541M (US$3.812M), of which an amount of $438,504
(US$444,967) is presented presented as research grants and contributions.

Share capital

The authorized share capital of the Company is as follows:

Unlimited number of shares, without par value, of the following classes:
Common shares, voting and participating
Preferred shares, with rights, privileges and conditions to be determined by the Board of
Directors before issuance
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The share capital issued has varied as follows:

*

Common shares

Balance — Beginning of year

Issued pursuant to the payment of
acommitment fee

Issued pursuant to a public
offering

Issued pursuant to the exercise of
warrants

Issued pursuant to the exercise of
stock options

Repricing of warrants

Issue expenses *

Balance — End of year

For the three-month period For the year ended
ended March 31, December 31,

2011 2010

Number $ Number $
136,922,102 53,605,485 114,771,690 48,660,207
- - 154,393 67,162

- - 18,518,520 4,802,771

2,000,000 736,136 3,453,500 1,078,244

- - 23,999 7,864

- - - (110,508)

- - - (900,255)
138,922,102 54,341,621 136,922,102 53,605,485

Issue expenses were shared out between common shares and warrants pro ratato their fair
value.

Equity distribution agreement

On May 13, 2010, Medicago has entered into a standby equity distribution agreement (SEDA)
with YA Global Master SPV Ltd., afund managed by Yorkville Advisors, LLC. In accordance
with the terms of the SEDA, Medicago will have the right, from time to time during a period of
up to 36 months from the date of the SEDA, to issue and sell to YA Global, and YA Global
undertakes to acquire from Medicago, common shares for a maximum total consideration of
$10M upon exercise by Medicago of a drawdown. The maximum amount of a drawdown will
be the lesser of $500,000 or the remaining portion of the commitment amount. The purchase
price of the common shares issued under the SEDA will be: (i) 95 per cent of the relevant daily
volume-weighted average price per common share for the applicable day if such average daily
price is equal to or greater than 20 cents; (ii) 92.5 per cent of the relevant average daily price of
the common shares if such average daily priceisequal or greater than 15 cents but less than 20
cents; and (iii) 90 per cent of the relevant average daily price of the common shares if such
average daily priceisequal to or greater than 10 cents but less than 15 cents.
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10 Other equity components
a) Stock option plan

The following table summarizes the stock option activity since January 1, 2010:

For the three-month
period ended March 31,

For the year ended
December 31,

2011 2010

Weighted Weighted

average average

exercise exercise

Number price Number price

Outstanding — Beginning of period 8,757,693 051 7,091,592 0.55
Granted 37,500 053 2,067,646 0.47
Exercised - - (23,999) 0.20
Forfeited - - (68,987) 0.39
Expired (70,247) 111 (308,559) 111
Outstanding — End of period 8,725,046 0.51 8,757,693 0.51
Options exercisable — End of period 4,913,700 0.53 3,963,860 0.60

The following table summarizes information about outstanding and exercisable stock options as at
March 31, 2011:

Stock options

Stock options outstanding currently exercisable

Weighted
average Weighted Weighted
remaining average average
contractual exercise exercise
Exercise price Number life price Number price
(months)
$0.20 1,985,317 33 0.20 1,322,774 0.20
$0.355 1,420,000 33 0.355 1,305,001 0.355
$0.37 to $0.47 1,876,320 106 0.45 149,116 0.37
$0.52 to $0.66 1,281,128 54 0.60 783,320 0.62
$0.72 1,213,193 105 0.72 404,401 0.72
$1.00to $1.11 797,000 5 1.00 797,000 1.00
$1.68 152,088 3 1.68 152,088 1.68
8,725,046 58 0.51 4,913,700 0.53
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Assumptions used in determining stock-based compensation costs

The table below shows the weighted average assumptions used in determining stock-based

compensation costs under the Black-Scholes option pricing model:

Three-month

period ended

March 31,

2011

Dividend yield Nil

Expected volatility 111.1%

Risk-freeinterest rate 2.86%

Expected life (years) 5
Weighted average fair value of options granted at market

price at the date of the grant (%) 0.53

Weighted average fair value of options granted at a price
higher than the market price at the date of the grant ($) -

For the year

ended

December 31,

2010

Nil
116.42%
2.49%

5

0.39

0.34

For the period ended March 31, 2011, the stock-based compensation costs was 199,993 $ (148,108

$in 2010).

b) Warrants

The following table summarizes the warrant activity since January 1, 2010:

For the three-month

period ended March 31, For the year ended
2011 December 31, 2010
Weighted Weighted
average average
exercise exercise
Number price Number price
$ $
Outstanding and exercisable — Beginning of
period 18,159,586 0.53 60,628,946 0.49
Granted to the subscribers in connection
with public offering - - 13,888,890 0.50
Agent's fee in connection with Equity
Distribution
Agreement - - 200,000 0.50
Exercised (2,000,000) 0.27 (3,453,500) 0.25
Expired - - (53,104,750) 0.41
Outstanding and exercisable — End of
period 16,159,586 0.56 18,159,586 0.53
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The following table summarizes the information relating to warrants outstanding and exercisable as

at March 31, 2011:

Exercise price

$0.50
$0.70
$1.12

11 Financial income and costs

Financial income

Gain on sale of available for sale investments
Interest income

Financial costs
Interest on long-term debt

Interest and bank charges
Amortization of deferred financing expenses

12 Segment information

Weighted

average

remaining

contractual

Number life
(years)

14,088,890 4.33
643,877 0.10
1,426,819 0.42
16,159,586 3.82

Three-month

Three-month

period ended period ended
March 31, March 31,
2011 2010

$ $

(1,372 ) (2,455)
(1,669 ) (31,241)
(3,041) (33,696)
294,597 229,700
28,308 17,705
29,375 29,375
352,280 276,780

The Company is organized under one single business segment, being the research and devel opment of
vaccines. Substantially all of the Company's property, plant and equipment and intangible assets are

|ocated in Canada.
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All revenues of the period have been allocated based on the location in which the sale originated. All of
them have been generated in Canada. 100% of the revenues for the three-month period ended March 31,
2010 were with one customer.

13 Loss per share

Basic loss per common share is calculated by dividing the net loss for the period attributable to
equity holders of the Company by the weighted average number of common shares outstanding
during the period.

Three-month Three-month

period ended period ended

March 31, March 31,

2011 2010

$ $

L oss attributable to equity holders of the Company 5,051,352 3,742,389

Weighted average number of common shares outstanding 138,144,324 115,742,201
Basic net loss per common share 0.04 0.03

The following table summarizes the reconciliation of the basic weighted average number of shares
outstanding and the diluted weighted average number of shares outstanding used in the diluted loss
per share calculations:

Three-month Three-month
period ended period ended
March 31, March 31,
2011 2010
$ $

Basic and diluted weighted average number of shares
outstanding 138,144,324 115,742,201
Dilutive effect of stock options 1,979,405 1,386,313
Dilutive effect of warrants 365,715 11,480,649
Diluted weighted average number of shares outstanding 140,489,444 128,609,613

Excluded from the table above are 3,811,346 stock options (2010- 3,327,621) and
2,070,696 warrants (2010 — 10,120,696 ) since the exercise prices were greater than the average
market price of the common shares for the year.

For the three-month period ended March 31, 2011 and 2010, the diluted loss per share was the same

as the basic net loss per share since the dilutive effect of stock options and warrants was not
included in the calculation; otherwise the effect would have been anti-dilutive. Accordingly, the
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diluted loss per share for those periods was cal culated using the basic weighted average number of
shares outstanding.

14 Financial information included in consolidated statements of cash flows

(@) Changesin non-cash working capital items

Three-month Three-month

period ended period ended

March 31, March 31,

2011 2010

$ $
Amounts receivable (128,783) (16,753)
Investment tax credits receivable 147,999 (165,241)
Prepaid expenses 224,390 46,586
Accounts payable and accrued liabilities (436,470) 388,635
Deferred grants on research agreement 3,211,181 (127,362)
3,018,317 125,865

(b) Supplemental information on items not affecting cash and cash equivalents

Three-month Three-month
period ended period ended
March 31, March 31,
2011 2010
$ $
Acquisition of property, plant and equipment in accounts
payable and accrued liabilities 33,637 -
Acquisition of intangible assets in accounts payable and accrued
liabilities 255,739 -

15 Commitment

On March 31 2011, Medicago USA Inc. amended a lease agreement signed on August 10, 2010.
Increase in premises amounts to US$ 7,060,000. This lease beginsin July 2011 and expires in June 2026
with arenewal option of five years. The increase in minimum lease amounted for each of the next five
fiscal yearsis asfollows: US$190,000 in 2011, US$385,000 in 2012, US$397,000 in 2013, US$408,000
in 2014 and US$421,000 in 2015. Following the signing of the amendment, the Company increased its
letter of credit in favour of the lessor from US$337,500 to US$ 696,000.

In this amendment the Company committed to pay US$8.4 Million for equipment to beinstalled inits
US facility. Such amount shall be payable by Medicago in five monthly equal instalments of US$1.674
Million, commencing in April 2011.
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16

17

Event after reporting date

On April 5, 2011 the Company closed an offering of 34,117,600 units at a price of $0.51 per Unit,
representing gross proceeds of $17,399,976. Each Unit is comprised of one common share and one
quarter of one common share purchase warrant. Each full Warrant will have an exercise price of $0.75,
exercisable for aperiod of 24 months following the closing date of the Offering.

Transition to IFRS

The Company's condensed consolidated interim financial statements have been prepared in accordance
with IFRS. Thisisthe Company's first consolidated financial statements prepared under IAS 34 and
IFRS 1, "First-time Adoption of IFRS', has been applied. The Company's transition date is January 1,
2010, (“transition date”). The Company prepared its opening IFRS statement of financial position at that
date.

The effect of the Company’ s transition to IFRS is summarized in this note as follows:
a) Exemptions and exceptions from full retrospective application el ected by the
Company;
b) Reconciliation between IFRS and previous GAAP;

c) Explanatory notes of significant difference in accounting policy between
Canadian GAAP and IFRS.

(@) Exemptions and exceptions from full retrospective application elected by the Company

The Company has applied the following transition exceptions and exemptionsto full retrospective
application of IFRS:

As
described
in note 17¢)
Exemptions
Share-based payments [
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(b) Reconciliation between IFRS and previous GAAP

The following reconciliations provide a quantification of the effect of the transition from Canadian
GAAP to IFRS for the respective periods noted for equity, loss and comprehensive loss:

1. Reconciliation of equity

Note December 31 January 1,
17c) March 31 2010 2010 2010
$ $ $
Total equity under Canadian GAAP 1,368,310 (5,158,485) 4,100,734
Share-based compensation
Deficit i (195,502) (302,024) (161,814)
Stock option plan ii 195502 302,024 161,814
Tota equity under IFRS 1,368,310 (5,158,485) 100,734

2. Reconciliation of statement of comprehensive loss
For the year ended December 31, 2010

Other
Note 17¢) comprehensive Comprehensive
Net loss loss (income) loss
$ $ $
Under Canadian GAAP 16,343,663 (123,413) 16,220,250
Share-based compensation expense i 140,210 - 140,210
Under IFRS 16,483,873 (123,413) 16,360,460

For the three-month period ended March 31, 2010

Other
mprehensive loss  Comprehensive
Note 17¢) Net loss (income) loss
$ $ $
Under Canadian GAAP 3,708,701 (922) 3,707,779
Share-based compensation expense i 33,688 - 33,688
Under IFRS 3,742,389 (922) 3,741,467
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(©)

3. Reconciliation of statement of cash flows

Thetransition from Canadian GAAP to IFRS had no significant impact on cash flows generated by
the Company.

Explanatory notes of significant difference in accounting policy between Canadian GAAP
and IFRS

IFRS 1 exemptions

(i)

IFRS 2, “ Share-based Payments”, encourages application of its provisions to equity
instruments granted on or before November 7, 2002, but permits the application only to equity
instruments granted after November 7, 2002 that had not vested by the transition date. The
Company elected to avail itself of the exemption provided under IFRS 1 and applied IFRS 2
for al equity instruments granted after January 1, 2006 that had not vested by its transition
date.

Measurement

(i) Under IFRS, an estimate is required of the number of grants which are expected to vest, which

isrevised if subsequent information indicates that actual forfeitures are to differ from
estimates. Under Canadian GAAP, forfeitures are recognized as they occur. Moreover, under
IFRS 2, each tranche in an award with graded vesting is considered a separate grant with a
different vesting date and fair value. Each grant is accounted for on that basis. As aresult, the
Company adjusted its expense for share-based awards to reflect this difference in recognition.

Other changes in accounting policies

(iif) Financia instruments

The term deposit and security deposit are no longer classified as available-for-sale financial
instruments but reclassified as loans and receivables. Accordingly, they are initialy recognized
at fair value plus transaction costs and subsequently carried at amortized cost using the
effective interest method. The reclassification has no significant impact on the financial
Statement.

Cash and cash equivalents are classified as |oans and receivables, while under Canadian GAAP
they were classified as held-for-trading financial instruments. The reclassification has no
impact on the financial statements.
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18 Additional IFRS information for the year ended December 31, 2010

a)

b)

Compensation of key management

Compensation awarded to key management included:

Salaries and short-term employee benefits
Share-based payments

Expense by nature

Research grants and contribution

Research and development tax credits

Other research and devel opment costs

Employee benefit expenses (note 18c)

General administrative, business devel opment and intellectual
property

Depreciation of property, plant and equipment

Amortization of intangible assets

Financial expenses

Employee benefits

Salaries and wages
Stock-based compensation granted to directors and employees

Year ended
December 31,
2010

§

1,604,548
371,487

1,976,035

Year ended
December 31,
2010

$

(1,036,384)
(1,327,663)
7,983,256
7,720,986

2,752,930
406,643

89,746

1,077,840

17,667,354

Year ended
December 31,
2010

$

7,076,032
644,954

7,720,986
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