
  
  
  
August 29, 2007 
  
Dear Shareholders: 
 
On behalf of the board of directors of Medicago, I wish to thank you for your continued support.  The results obtained during the 
second fiscal quarter of 2007 will demonstrate that your support has been well placed and no doubt convey our excitement.  
 
In the second quarter of 2007 results obtained in our key influenza vaccine development program have ensured that Medicago 
remains on track with its key deliverables towards its Phase 1 clinical filing in 2008. 
 
I am pleased to announce that we have now succeeded in producing a vaccine candidate designed to protect against the H5N1 
Influenza virus otherwise known as Avian Flu. In about four weeks from receiving the genetic sequences, Medicago’s scientists 
were able to produce the two principal components of Avian Flu H5N1 Indonesia clade 2 strain currently circulating in Asia and 
parts of Europe. The two antigens Hemagglutinin and Neuraminidase were successfully produced at commercially viable levels 
and Medicago intends to start pre-clinical testing shortly. 
 

This is an excellent result and a major milestone for Medicago which takes us one step further toward full realization of the value 
of our technology. It is also a real-life demonstration of the power of our technology to deliver fast response and critical surge 
capacity to assist in protecting the worldwide population against new emerging Influenza strains. 

 
These results allow Medicago to move ahead with its Influenza program and further planned milestones that are to be attained in 
the coming weeks and months culminating in the deposition of our regulatory file in 2008 that precedes phase I clinical testing.   
 
The advantages of Medicago’s technology in preparation for an Influenza Pandemic are being recognized worldwide as authorities 
recognize the vulnerability of the world’s population with current vaccine technologies and supplies.  Medicago has received 
invitations to speak at several well recognized conferences including a closed door conference at the World Health Organization in 
December 2007.   
 
Partnering 
 
Medicago expects to announce further strategic partnerships in the coming months.   
 
Financials 
 
Financially the company continues to exercise rigorous controls over all expenses. Our focus is on attaining clinical phase I for our 
Influenza vaccine candidates.  We successfully completed a $2 million private placement in May 2007 which is allowing the 
company to reach its short-term milestones.  We intended to continue to enhance shareholder value as we attain our product and 
technology milestones.  In order to achieve these objectives, we must raise additional financings. 
 
On behalf of the management team and the Board of Directors, I would like to thank you for your support and interest in Medicago 
and I encourage you to follow our progress. 
 
Sincerely, 
  
  

   
  
Andrew J. Sheldon  
President and CEO  
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SECOND QUARTER ENDED JUNE 30, 2007   

MANAGEMENT’S REPORT ON FINANCIAL POSITION AND OPERATING RESULTS  

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

General  

The following analysis provides a review of the Company’s results of operations, financial condition and cash flows for the three 
and six-month periods ended June 30, 2007 and 2006.  This analysis should be read in conjunction with the information contained 
in the consolidated financial statements and related notes for the years ended December 31, 2006 and 2005, appearing in the 
annual report of the company, which are prepared in accordance with generally accepted accounting principles (“GAAP”) in 
Canada.  
 
On April 1 2007, the Company completed a corporate reorganization resulting in the creation of new entities to perform all of its 
research and development activities. 
 
The 2006 Annual Report of the Company and many other data regarding the business of the company are available on SEDAR at 
the following Internet address: www.sedar.com.  
 
The consolidated financial statements and the accompanying notes included in this quarterly report have not been subject to a 
review engagement by the external auditors of the company.  At present, Medicago believes that the cost related to a review 
engagement of its interim financial statements exceed the benefits inherent in such a review.  
 
Forward-looking statements  
 
This document contains forward-looking statements, which reflect the Company’s current expectations regarding future events.  
The forward-looking statements involve risks and uncertainties, including the early stage development of the Company, history of 
operating losses, regulation of drug and product approval, regulation of genetically engineered plants and other risks.  Many risks 
are inherent in the biotechnology industry; others are more specific to Medicago.  For additional information on risks and 
uncertainties relating to these forward-looking statements, investors should consult the Company’s annual report.  
 
Company Overview  
 
Medicago is a biotechnology company focused on the development, production and commercialization of protein-based 
biopharmaceuticals using a proprietary manufacturing system developed from its expertise in the genetic engineering of plants. 
Medicago's Proficia technology offers speed, flexibility and cost advantages that can greatly improve the accessibility of today's 
emerging biopharmaceuticals for both partners and patients.  
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Going Concern  

While the accompanying consolidated financial statements have been prepared on a going concern basis, which contemplates the 
realization of assets and liquidation of liabilities during the normal course of operations, certain adverse conditions and events cast 
substantial doubt upon the validity of this assumption. The company has not yet realized profitable operations and has relied 
mostly on non-operational sources of financing to fund operations. The company's ability to continue as a going concern will be 
dependent on management's ability to successfully execute its business plan, which includes an increase in revenue and product 
development. The company seeks additional forms of debt or equity financing, but cannot provide assurance that it will be 
successful in doing so.  These financial statements do not include adjustments or disclosures that may result from the company's 
inability to continue as a going concern. If the going concern assumption is not appropriate for these financial statements, then 
adjustments would be necessary in the carrying value of assets and liabilities and the reported losses and balance sheet 
classifications used.  

Management believes that additional equity or debt-based financing is required to continue the company's operations. There is no 
assurance that management will be successful in this action.  

Revenues and Expenses  

Revenues are generated from contract research and related milestone payments.   

Research and development expenses consist primarily of personnel and related costs associated with contract research activities 
and the development of the Company’s portfolio of pharmaceutical product candidates and non-pharmaceutical products.  

General and administrative, business development and intellectual property costs consist of personnel and related costs associated 
with the Company’s administrative, finance and business development functions as well as its professional fees, office rent and 
utilities, insurance and other corporate expenses. It also includes intellectual property-related costs that consist of personnel and 
related costs associated with the development and maintenance of the Company’s intellectual property portfolio.   

Critical Accounting Policies and Estimates  

There have been no significant changes in Medicago’s accounting policies and estimates since December 31, 2006.  Please refer to 
the corresponding section in the company’s annual report for a complete description of our critical accounting policies and 
estimates.  

New Accounting Standards   

In January 2005, the CICA issued four new accounting standards in relation with financial instruments: Section 3855 "Financial 
Instruments – Recognition and Measurement", Section 3865 "Hedges", section 1530 "Comprehensive Income" and Section 3251 
"Equity".  
  
Sections 3855, 3865 and 1530 have been adopted by the Company on January 1, 2007. Adoption of these standards is described in 
note 2 of our interim consolidated financial statements for the second quarter ended June 30, 2007.  
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Consolidated Statements of Earnings  

  Quarters ended  

Unaudited  June 30, 2007 March 31, 2007 December 31, 2006 September 30, 2006 

Revenues  -  $18,500   $20,000   $14,000  

Loss and comprehensive loss  ($1,550,000 )  ($1,647,000 )  ($2,274,000 )  ($1,784,000 ) 

Basic and diluted net loss per 
share  

 ($0.09 )  ($0.10 )  ($0.13 )  ($0.16 ) 

  June 30, 2006 March 31,2006  December 31, 2005 September 30, 2005 

Revenues   $77,000   $44,000   $42,000  $155,000  

Loss and comprehensive loss  ($1,716,000 )  ($1,983,000 )  ($1,954,000 )  ($1,498,000 ) 

Basic and diluted net loss per 
share  

 ($0.20 )  ($0.23 )  ($0.23 )  ($0.17 ) 

 
Comparison of the three and six-month periods ended June 30, 2007 and 2006  

Revenues from research agreements decreased by $77,000 to nil for the three-month period ended June 30, 2007 compared to the 
three-month period ended June 30, 2006. For the six-month period ending June 30, 2007, revenues from research agreements 
decreased by $103,000 to $18,500 compared to the same period in 2006. This decrease is due to milestone payments in 2006 
higher than milestone payments in 2007.   

Research and development expenses decreased by $243,000 to $875,000 in the second quarter of 2007 compared to 2006 and by 
$692,000 to $1,615,000 in the period of six months ending June 30, 2007 compared to 2006.  

The decrease in research and development expenses in the second quarter is mainly the result of lower wages and salaries 
($108,000), lower travelling charges ($73,000) and lower level of outsourced contract work ($62,000). The decrease in research 
and development in the six-month period ended June 30, 2007 compared to the same period in 2006 is primarily due to lower 
wages and salaries ($368,000), less supplies ($74,000) and a decrease in travelling costs ($86,000).These reductions result from 
the fact that the Company has been focusing on fewer but, in its opinion, more promising research and development projects since 
the mid-2006. 

Research grants and contribution increased by $132,000 to $159,000 for the quarter ended June 30, 2007 compared to the same 
period in 2006 and increased by $167,000 to $222,000 in the six-month period ended June 30, 2007 compared to the same period 
in 2006.  This increase is due to the grant portion ($146,000) of the proceeds of a non-bearing interest loan (TPC) in the quarter.  
This grant comes from the implementation in 2007 of new accounting standards in relation with financial instruments as described 
in note 2 of the financial statements. 

Investment tax credits were at $310,000 for the three-month period ended June 30, 2007, $28,000 lower than the three-month 
period ended June 30, 2006.  These credits are on admissible research and development charges; the refundable credit rate was the 
same in the second quarter of 2007 as in the same quarter in 2006. The investment tax credits reached $386,000 for the six-month 
period ended June 30, 2007, $217,000 lower than the same period in 2007. The decrease is explained by the fact that the Company 
could not claim federal 35% investment tax credits from its initial public offering in August 2006 until March 31, 2007. 

General and administrative, business development and intellectual property expenses increased by $24,000, or 8%, to $614,000 for 
the three-month period ended June 30, 2007 compared to 2006 and decreased by $128,000, or 8%, to $1,157,000 during the six-
month period ended June 30, 2007 compare to 2006.   

The main variations in general and administrative, business development and intellectual property expenses in the second quarter 
of 2007 compared to the same quarter in 2006 are a decrease in salaries ($80,000) compensated by new direct charges resulting 
from the fact that the Company is now a reporting issuer ($111,000).  
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The main variations in general and administrative, business development and intellectual property expenses in the six-month 
period ended June 30, 2007 compared to the same period in 2006 are a decrease in salaries ($162,000) compensated by new direct 
charges resulting from the fact that the Company is now a reporting issuer ($182,000). Moreover, the Company decreased its 
contract charges by $95,000 and travelling charges by $38,000. 

Depreciation of property, plant and equipment amounted to $154,000 for the three-month period ended June 30, 2007, $3,000 
higher than the corresponding period in 2006. These charges were $292,000 for the six-month period ended June 30, 2007, $8,000 
lower than the same period in 2006.  The variations are not material, representing.  

Amortization of intangible assets stood at $18,000 during the three-month period ended June 30, 2007, $9,000 lower than the 
corresponding period in 2006. These charges were $49,000 during the six-month period ended June 30, 2007, $6,000 lower than 
the same period in 2006.  The variations are not material.  

Other net financial expenses amounted to $361,000 for the three-month period ended June 30, 2007, $88,000 higher compared to 
the same period in 2006.  These expenses amounted to $711,000 for the six-month period ended June 30, 2007, $175,000 higher 
than the same period in 2006.This increase is mainly the result of higher interest on the long-term Bio-Levier debt.  Concerning the 
Bio-Levier debt, interests amounting to $311,000 and $611,000 were capitalized to the principal during the three and six-month 
periods, respectively, ended June 30, 2007 ($249,000 and $458,000 in 2006).  

Consolidated loss for the three and six-month period ended June 30, 2007 was respectively $1,550,000 and $3,197,000, or $0.09 
and $0.18 per basic and diluted share compared to a loss of respectively $1,716,000 and $3,699,405, or $0.20 and $0.43 per basic 
and diluted share in 2006.  

Generally, our quarterly losses decreased during 2007. Revenues have been lower but expenses have decreased to a higher degree. 
The main reduction occurred in research and development activities where management decided to focus on fewer but promising 
activities and, as a consequence, expenses have decreased by 30%. Investment tax credits have decreased considering the fact that 
federal investment tax credits are not refundable for public companies.  

Financial position 

Unaudited  As at June 30, 2007 As at December 31, 2006 

Current assets   $1,664,000   $2,623,000  

Property, plant and equipment   $ 4,305,000   $4,537,000  

Current liabilities   ($667,000 )   ($1,303,000 )  

Long term debt   ($13,590,000 )   ($13,067,000 )  

Shareholders’ deficiency   $6,868,000   $5,758,000  

 
The Company had cash and cash equivalents totaling $0.9 million at June 30, 2007, a decrease of $0.8 million from December 31, 
2006. The Company had working capital of $1.0 million as at June 30, 2007.  

Total consolidated assets were $7.4 million as of June 30, 2007, a decrease of $1.2 million from $8.6 million as of December 31, 
2006. The variation is due to a decrease in the total of cash and term deposit for $0.8 million and investment tax credits receivable 
for $0.3 million. Long-term debt increased by $0.5 million to $13.6 million, mainly the result of the capitalized interest on the Bio-
Levier debt.    

The Company’s primary capital needs are the funds required to support its scientific research and development activities including 
preclinical and clinical trials and capital expenditures for development of its pilot plant facilities and working capital. Since its 
inception, the Company has financed its cash requirements primarily through issuances of securities, investment tax credits, 
government funding, cost recoveries, contract research revenues, long-term debt and interest income.  

The Company believes that, with the financial resources currently at its disposal, it needs to immediately raise additional funds to 
be able to continue operations. The Company has begun the process of seeking investment in whether equity or debt. 
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The Company’s ability to continue as a going concern is contingent upon its ability to obtain additional financing.  The company 
seeks additional forms of debt or equity financing, but cannot provide assurance that it will be successful in doing so.  See ‘Risk 
Factors’ in the 2006 Annual Report.  

The investment activities are subject to the guidelines contained in the Company’s investment policy. The Company invests only 
in liquid, high grade investment securities of reputable banks.  

At June 30, 2007, the Company's long-term debt amounted to $13.6 million. Under the terms of the Bio-Levier loan agreement, the 
Company needs to maintain its current ratio at 1.3/1 or higher.  As at June 30, 2007, this ratio stood at 2.5/1 (2.0/1 as at 
December 31, 2006).  

Cash flow  

  Periods ending  
June 30, 2007 

Periods ending  
June 30, 2006 

Unaudited Q2   Six months  Q2  Six months   

Operating activities  ($1,266,000 )   ($2,228,000)   ($1,900,000 )  ($3,066,000 )   

Financing activities  $1,798,000    $1,548,000   $3,138,000   $2,661,000   

Investing activities  ($64,000 )   $1,112,000   ($1,395,000 )   $93,000   

Net change in cash  $467,000    $431,000   ($156,000 )   ($312,000 )    

 
Operating Activities  

Cash used in operating activities decreased by $0.4 million to $1.5 million for the quarter ended June 30, 2007 and by $0.6 million 
to $2.5 million for the six-month period ended June 30, 2007, compared to the same periods in 2006.  This decrease is largely 
explained by the smaller loss in 2007.  

Financing Activities  

Cash from financing activities (excluding variation in bank loan) decreased by $1.1 million to $2.0 million during the quarter 
ended June 30, 2007 and by $0.9 million to $1.8 for the six-month period ended June 30, 2007, compared to the same periods in 
2006.  Although the Company raised $2.0 million in equity in May 2007, it did collect a higher level in debt in the second quarter 
of 2006. 

Investing Activities  

Cash used in investing activities (excluding the term deposit) during 2007 has been minimal and comparable to the level of 2006.   

Use of proceeds of the IPO  

The following table provides information concerning the use of proceeds resulting from the Company’s initial public offering 
pursuant to a final prospectus dated July 31, 2006.  
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Use of Proceeds Per prospectus   From September 1, 2006 
through June 30, 2007 

Development of the Company’s endogenous molecule of alfalfa 
and aprotinin product candidates, including preclinical trials  

$250,000    $250,000 

Investment in business development activities to secure 
partnerships and alliances  

$1,000,000    $648,819  

General corporate purposes  $111,000    $111,000  

Total:  $1,360,000    $1,007,819  

 
The Company completed most of the preclinical trials on its endogenous molecule prior the closing of the IPO and did not start 
preclinical trials on aprotinin.  The Company does not anticipate doing any work on aprotinin as Bayer’s Trasylol product is 
actually under review by the FDA for safety reasons.  This money is still dedicated to preclinical trials but for an influenza vaccine 
based on Hemagglutinin (HA).  The remaining money dedicated to business development is going to be invested in the balance of 
2007 as the Company continues to focus on obtaining new contracts.  

Contractual Obligations  

There has been no significant change in contractual obligations and commercial commitments facing Medicago, as described in the 
Company’s 2006 annual report.  

Related Party Transactions and Off-Balance Sheet Agreements  

There were no related party transactions and off-balance sheet agreements.  

Outstanding Share Data  

As of August 29, 2007, there were 21,112,440 common shares issued and outstanding, 1,468,778 stock options outstanding, 
3,872,321 warrants outstanding and 420,268 compensation options outstanding.  

Outlook for the Remaining of 2007  

The Company expects the following milestones to be completed in 2007 and 2008: 
     

- Completion of preclinical studies for our Avian Flu pandemic vaccine (H5N1); 
- Submission of our first Regulatory Filing (CTA) for our Avian Flu pandemic vaccine; 
- Initialization of Phase I clinical studies. 

 
In order to attain these milestones, Medicago needs to raise additional financing. 
  
Financial and Other Instruments  

Foreign Currency Risk  

The Company is exposed to currency risks due to its operations on an international scale.  The Company has no forward exchange 
contract as of June 30, 2007.  
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Credit Risk  

Financial instruments, which potentially subject the Company to concentrations of credit risk, consist primarily of cash and cash 
equivalents, and term deposits.  Cash and cash equivalents, and term deposits are maintained with high-credit quality financial 
institutions.  Therefore, management considers the risk of non-performance on these instruments to be remote.  

Risk factors and Uncertainties  
  
There has been no significant change in the risk factors and uncertainties facing the Company as described in Medicago’s 2006 
annual report.  

Changes in Internal Controls over Financial Reporting  
  
There has been no change in the Company’s internal control over financial reporting that occurred during the quarter ended June 
30, 2007 that have materially affected, or are reasonably likely to materially affect, the Company’s internal control over financial 
reporting.  

  

On behalf or management,  

   
  
(signed)  
Vincent Bélanger, CA  
Chief Financial Officer  
  
August 29, 2007 
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Approved by the Board of Directors 
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 Director 
(signed) RANDAL CHASE, PH.D. 
 Director 

  

As at 
June 30, 

2007 
$ 

(unaudited)  

As at 
December 31, 

2006 
$ 

(audited) 
     
Assets     
     
Current assets     
Cash and cash equivalents  873,574  442,929 
Term deposit  100  1,230,188 
Current portion of security deposit on a lease agreement  20,000  20,000 
Accounts receivable  108,526  79,130 
Financing receivable (note 4)  228,852  171,926 
Investment tax credits receivable   316,850  581,167 
Grants receivable  10,000  23,125 
Prepaid expenses  105,680  74,312 
     
  1,663,582  2,622,777 
     
Security deposit on a lease agreement  20,000  20,000 
     
Property, plant and equipment   4,305,062  4,536,560 
     
Intangible assets  1,400,369  1,433,552 
     
  7,389,013  8,612,889 
     
Liabilities     
     
Current liabilities     
Bank loan  -  300,000 
Accounts payable and accrued liabilities   654,317  990,338 
Current portion of long-term debt  13,072  13,072 
     
  667,389  1,303,410 
     
Long-term debt (note 4)  13,589,826  13,067,121 
     
  14,257,215  14,370,531 
     
Shareholders' Deficiency     
     
Share capital (note 5)  23,463,903  22,152,413 
     
Contributed surplus   801,868  798,034 
     
Other equity components  2,061,428  1,561,858 
     
Deficit  (33,195,401)  (30,269,947) 
     
  (6,868,202)  (5,757,642) 
     
  7,389,013  8,612,889 
Going concern (note 3)     
     
 
The accompanying notes are an integral part of these interim consolidated financial statements. 
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Interim Consolidated Statements of Earnings (unaudited) 
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 Three Months Ended 

June 30,  
Six Months Ended 

June 30, 
         

 
 2007 

$  
2006 

$  
2007 

$  
2006 

$ 
         

Revenues from research agreements  -  77,474 18,500 121,959
         
         
Expenses          
Research and development  875,430 1,119,061 1,614,911 2,306,687
Research grants and contributions  (159,358) (27,660) (222,426) (55,243)
Research and development tax credits  (310,000) (338,437) (386,000) (603,199)
General and administrative  614,161 590,173 1,156,613 1,284,336
Exchange loss (gain)  (3,116) (1,747) (357) (2,173)
Depreciation of property, plant and equipment  153,810 151,249 292,134 299,669
Amortization of intangible assets  18,212 27,843 49,233 55,472
Other financial expenses, net  361,097 273,362 711,214 535,815
         
  1,550,236 1,793,844 3,215,322 3,821,364
         
Loss and comprehensive loss for the period  (1,550,236) (1,716,370) (3,196,822) (3,699,405)
         
Basic and diluted loss per share (note 7)  (0.09) (0.20) (0.18)  (0.43)
         
Going concern (note 3)         
 
 
 
Interim Consolidated Statements of Deficit (unaudited) 
 
 
 

 
 Three Months Ended 

June 30, 
 Six Months Ended 

June 30, 
         

 
 2007 

$  
2006 

$ 
 2007 

$  
2006 

$ 
         

Balance at the beginning of the period  31,645,165 24,495,351 30,269,947 22,512,316
         
Adjustment related to the implementation of new 

accounting standards (note 2) 
  

- 
  

- 
 

(271,368)
 

- 
         
Loss and comprehensive loss for the period  1,550,236 1,716,370 3,196,822 3,699,405
         
Balance at the end of the period  33,195,401 26,211,721 33,195,401 26,211,721
 

The accompanying notes are an integral part of these interim consolidated financial statements. 
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 Three Months Ended 
June 30, 

 Six Months Ended 
June 30, 

        
 2007 

$ 
 2006 

$ 
 2007 

$ 
 2006 

$ 
         

Cash flows from operating activities         
Loss and comprehensive loss for the period  (1,550,235) (1,716,370) (3,196,821) (3,699,405)
Items not affecting cash and cash equivalents         

Stock-based compensation costs  4,614 9,382 38,861 15,645
Depreciation and amortization  201,397 217,500 400,116 431,957
Interest capitalized on long-term debt  345,228 248,949 663,812 458,082

         
  (998,996) (1,240,539) (2,094,032) (2,793,721)
         
Change in non-cash working capital items (note 6)  (267,465) (659,293) (134,410) (272,558)
         
  (1,266,461) (1,899,832) (2,228,442) (3,066,279)
         
Cash flows from financing activities         
Bank loan contracted (repaid)  -  578,000 (300,000) 100,394
Long-term debt contracted   21,839 2,566,651 78,049 2,566,651
Payments on long-term debt  -  (6,536) (6,536) (6,536)
Issuance of units  2,000,000   2,000,000  
Issue expenses  (223,969) -  (223,969)  
         
  1,797,870 3,138,115 1,547,544 2,660,509
         
Cash flows investing activities         
Term deposit  (100 ) (1,384,965) 1,230,088 290,035
Additions to property, plant and equipment  (48,604) (9,445) (70,715) (126,343)
Additions to intangible assets  (15,490) (364) (47,830) (70,788)
         
  (64,194) (1,394,774) 1,111,543 92,904
         
Net change in cash and cash equivalents  467,215 (156,491) 430,645 (312,866)
         
Cash and cash equivalents at the beginning 

of the period 
 

406,359
 

32,746
 

442,929
 

189,121
         
Cash and cash equivalents at the end of the 

period 
 

873,574
 

(123,745
 
) 873,574

 
(123,745)

         
         
Additional information         
Interest paid  2,178 10,921 4,836 30,351
 
 

The accompanying notes are an integral part of these interim consolidated financial statements. 
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1 Interim financial information 

The financial information for the six-month periods ended June 30, 2007 and 2006 is unaudited. However, in 
the opinion of management, all adjustments necessary to present fairly the results of these periods have been 
included. The adjustments made were of a normal recurring nature. Interim results may not necessarily be 
indicative of results anticipated for the year. 

The unaudited interim consolidated financial statements have been prepared by management in accordance 
with Canadian generally accepted accounting principles (GAAP), using the same accounting policies as the 
audited consolidated financial statements for the year ended December 31, 2006 with the exception of the 
application of new accounting standards as described in note 2 hereunder.  All disclosures required for annual 
financial statements have not been included in these financial statements.  These consolidated financial 
statements should be read in conjunction with the company’s most recent annual consolidated financial 
statements. 

On April 1 2007, the Company completed a corporate reorganization resulting in the creation of new entities to 
perform all of its research and development activities. 

 
2 New accounting standards 

In January 2005, the CICA issued four new accounting standards in relation with financial instruments: section 
3855 "Financial Instruments – Recognition and measurement", section 3865 "Hedges", section 1530 
"Comprehensive Income" and section 3251 "Equity". 
 
Section 3855 expands on section 3860 "Financial Instruments – Disclosure and Presentation", by prescribing 
when a financial instrument is to be recognized on the balance sheet and at what amount. It also specifies how 
financial instrument gains and losses are to be presented. 
 
Section 3865 provides alternative treatments to section 3855 for entities which choose to designate qualifying 
transactions as hedges for accounting purposes. It replaces and expands on Accounting Guideline AcG-13 
"Hedging Relationships", and the hedging guidance in Section 1650 "Foreign Currency Translation" by 
specifying how hedge accounting is applied and what disclosure is necessary when it is applied. 
 
Section 1530 "Comprehensive Income" introduces a new requirement to temporarily present certain gains and 
losses outside net income. 
 
Consequently, Section 3250 "Surplus" has been revised as Section 3251 "Equity". 
 
Sections 1530, 3251, 3855 and 3865 were adopted by the company on January 1, 2007. 
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Recognition of financial assets and liabilities 
 
Short-term investments 
 
The short-term investments are classified as available-for-sale investments. The company recognizes 
transactions on the settlement date. 
 
These investments are recognized at fair value. Unrealized gains and losses are recognized, net of income taxes, 
if any, in "Accumulated other comprehensive income". Upon the disposal or impairment of these investments, 
these gains or losses are reclassified in the consolidated statement of operations. 
 
Effective interest rate method 
 
Premiums and discounts on short-term investments and long-term debt are accounted for using the effective 
interest rate method. 
 
The impact of the use of the effective interest rate method on long-term debt for an amount of $271,368 is 
recognized as an adjustment to the opening balance of deficit. 
 
Impact of the adoption of these new standards 
 
The adjustments related to the classification of short-term investments as financial instruments held for trading 
were nil and therefore no adjustment was recorded in the deficit’s opening balance as at January 1st, 2007. 
Adjustments due to the classification of long-term debt in the category other liabilities, net from related 
transaction fees depreciated, were recorded in the opening balance of deficit as at January 1st, 2007. The result 
of this adjustment is a decrease in the opening balance of deficit of $271,368.   
 
Here is a summary of the impact of these new accounting standards on the opening balance. 
 

 

December 31, 
2006 

$ 
(audited)  

Adjustments 
$ 

(unaudited)  

January 1, 
2007 

$ 
(unaudited) 

       
Assets       
Deferred financing expenses  938,189 (938,189) - 

       
Liabilities and Shareholder’s Deficiency       
Long-term debt  14,005,310 (1,209,557) 12,795,753

       
Deficit  (30,269,947) 271,368 (29,998,579)

       
    (938,189)  
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Transition 
 
The recognition, derecognition and measurement methods used as well as the hedge accounting policies used to 
prepare the consolidated financial statements of periods prior to the effective date of the new standards were 
unchanged and, therefore those financial statements have not been restated. 
 
 

3 Going concern 

While the accompanying consolidated financial statements have been prepared on a going concern basis, which 
contemplates the realization of assets and liquidation of liabilities during the normal course of operations, 
certain adverse conditions and events cast substantial doubt upon the validity of this assumption. The company 
has not yet realized profitable operations and has relied mostly on non-operational sources of financing to fund 
operations. The company's ability to continue as a going concern will be dependent on management's ability to 
successfully execute its business plan, which includes an increase in revenue and product development. The 
company seeks additional forms of debt or equity financing, but cannot provide assurance that it will be 
successful in doing so.  These financial statements do not include adjustments or disclosures that may result 
from the company's inability to continue as a going concern. If the going concern assumption is not appropriate 
for these financial statements, then adjustments would be necessary in the carrying value of assets and 
liabilities and the reported losses and balance sheet classifications used. 

Management believes that additional equity or debt-based financing is required to continue the company's 
operations. There is no assurance that management will be successful in this action. 
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4 Long-term debt 

  

As at 
June 30, 

2007 
$  

As at 
December 31, 

2006 
$ 

    (audited) 
     

Loan from Investissement Québec ("IQ"), bearing interest at prime 
rate plus 3%, payable annually from March 2008 at a rate of 25% 
of net earnings plus depreciation and amortization generated in 
the preceding year over a period ending no later than December 
21, 2014, secured by a senior fixed and floating charge of 
$16,000,000 over all property, plant and equipment and 
intellectual property of the company (a) 13,173,302 12,503,391

Contribution under an innovation program, payable in semi-annual 
instalments of $6,536 since April 2005, non-interest bearing (b) 25,923 39,213

Refundable contribution granted under the Technology Partnerships 
Canada program, non-interest bearing (c) 306,828 395,300

Contribution under an innovation program, payable in annual 
instalments of $28,458 from January 2009, non-interest bearing (d) 96,844 142,289

     
  13,602,897 13,080,193
     
Less: Current portion  13,072 13,072
     
  13,589,825 13,067,121

 
(a) On July 28, 2003, the company signed a loan agreement of $12,000,000 with IQ under the Bio-Levier 

Program. As at December 31, 2006, the company has used $12,000,000 plus capitalized interest of 
$1,742,081.  

The terms and conditions of the loan agreement are as follows:  
 

(i) For the first three years, the company may defer the principal instalments and may capitalize interest. 
Afterwards, interest is payable on a monthly basis from December 21, 2007.  

(ii) The interest rate may be converted into a fixed rate upon the complete use of the available balance of 
the loan. 

(iii) At the company's request, and under certain conditions, IQ may release the fixed and floating senior 
charge on any selected intellectual property in the event the company executes a license agreement, a 
commercialization agreement or an operating agreement.  

With the implementation of new accounting standards in relation with financial instruments (see note 2) 
the debt balance was decreased by $938,189 corresponding to Deferred financing expenses. 
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(b) With the implementation of new accounting standards in relation with financial instruments (see note 2) 
the opening debt balance was decreased by $9,475 to take into account an effective interest rate of 20%. 

(c) Under the federal contribution program called Technology Partnerships Canada ("TPC"), the company is 
entitled to receive a refundable contribution equivalent to 33% of the eligible expenses incurred by the 
company in the optimization and scale-up of its production unit up to a maximum of $848,200. Royalties 
of 2% on gross cash proceeds of any kind will be payable from January 1, 2009 based on gross cash 
proceeds of the prior year. These royalties will be payable at the earlier of the complete repayment of the 
contribution or by January 1, 2019; subsequent to this date, no further payments will be required. As at 
June 30, 2007, an amount of $263,612 is receivable under this program. Under this program, the company 
undertook to meet a current ratio exceeding 1.3:1. 

With the implementation of new accounting standards in relation with financial instruments (see note 2) 
the opening debt balance was decreased by $181,461 to take into account an effective interest rate of 20%. 

(d) Under a federal innovation program, the company is entitled to receive a refundable contribution 
equivalent to 47.1% of the eligible expenses incurred by the company for business development and 
intellectual property up to a maximum of $300,000. This contribution is refundable in annual instalments, 
beginning after a two-year period following the end of the project, which project shall not end later than 
September 1, 2007. 

With the implementation of new accounting standards in relation with financial instruments (see note 2) 
the opening debt balance was decreased by $80,432 to take into account an effective interest rate of 20%. 

(i) The principal instalments for each of the next five years, excluding IQ loan, TPC refundable 
contribution and the uncompleted federal innovation program, are as follows: 

  $   
     

2007  6,536  
2008  13,072  
2009  41,528  
2010  28,458  
2011  28,457  
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5 Share capital 

(a) The share capital of the company, which was made up of an unlimited number of Class A, B and C shares, 
all of them without par value, was modified as follows on July 31, 2006. The effective date of the 
reorganization was concurrent with the closing of the initial public offering, being August 30, 2006: 

• Creation of common shares, without par value, voting and participating; 

• Creation of preferred shares, without par value, with rights, privileges and conditions to be determined 
by the Board of Directors before issuance; 

• Three-for-one consolidation of Class A, B and C shares into common shares; 

• Cancellation of Class A, B and C shares. 

The authorized share capital of the company is now as follows: 

• Authorized 

o 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: 

  
Six Months Ended 

June 30, 2007  
Twelve Months Ended 

December 31, 2006 
         
  Number  $  Number   $ 
         

Common shares         
Balance – Beginning of period  17,112,440 22,152,413 -  - 
Conversion of Class A shares  - - 4,870,408  6,186,433 
Conversion of Class B shares  - - 3,785,617  4,309,957 
Conversion of Class C shares  - - 1,111  1,666 
Conversion of retractable Class 

A shares  - - 480,163  809,664 
Conversion of retractable Class B 

shares  - - 5,971,307  10,044,118 
Retractable share issue expenses  - - -  (141,521 )
Issued pursuant to the initial 

public offering (i) - - 2,003,834  1,623,864 
Issue expenses *  - - -  (681,768 )
Issued pursuant to a private 

placement (vi) 4,000,000 1,535,459 -  - 
Issue expenses *  - (223,969) -  - 

      
Balance – End of period  21,112,440 23,463,903 17,112,440  22,152,413 

      
Class A shares      
Balance – Beginning of period  - - 4,870,408  6,186,433 
Conversion into common shares  - - (4,870,408)  (6,186,433 )
      
Balance – End of period  - - -  - 

      
Class B shares      
Balance – Beginning of period  - - 3,785,617  4,309,957 
Conversion into common shares  - - (3,785,617)  (4,309,957 )
      
Balance – End of period  - - 3,785,617  4,309,957 

      
Class C shares      
Balance – Beginning of period  - - 1,111  1,666 
Conversion into common shares  - - (1,111)  (1,666 )
      
Balance – End of period  - - 1,111  1,666 

      
Total share capital  21,112,440 23,463,903 20,899,168  26,464,036 

 
* Issue expenses were shared out between common shares and warrants pro rata to their fair market 

value. 
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(i) On August 30, 2006, the company issued 2,003,834 units at a price of $1.00 per unit for total gross 
proceeds of $2,003,834 ("the Offering"). Each unit consists of one common share of the company and 
one common share purchase warrant. Each warrant entitles the holder thereof to purchase one 
common share at a price of $1.10. 

(ii) Prior to the closing of the Offering, the shareholders of the company approved a three-for-one 
consolidation of all the company's common and retractable shares and warrants and the conversion 
into common shares of all retractable shares. In addition, a similar consolidation was made regarding 
all outstanding common share options. The share consolidation has been reflected in these financial 
statements. 

(iii) Prior to the closing of the Offering, the company completed a corporate reorganization as follows: 
each of Dr. Louis-P. Vézina and François Arcand have each sold to a holding company entirely 
controlled by each of them (respectively, "LPV NewCo" and "FA NewCo") shares that they 
respectively owned in the share capital of the company, in consideration for shares of those newly 
created holding companies. Immediately thereafter, Dr. Vézina sold to another wholly-owned holding 
company, ("LPV HoldCo"), the balance of its shares of Medicago. In consideration for such sale, 
LPV HoldCo issued, in favour of Dr. Vézina, shares of its share capital. On May 30, 2006, the 
company, LPV NewCo and FA NewCo have entered into an amalgamation agreement pursuant to 
which the company, LPV NewCo and FA NewCo have filed articles, as of July 31, 2006, of 
amalgamation pursuant to Part IA of the Companies Act (Québec) to form a new company named 
Medicago Inc. 

(iv) The gross proceeds of the Offering of $2,003,834 is shared out between the 2,003,834 common shares 
for a gross amount of $1,623,864 and the 2,003,834 warrants attached to each unit for a gross amount 
of $379,970 (note 5d). In connection with this investment, the company paid a cash compensation 
equivalent to 7% of the gross proceeds from the investment, being $140,268. The company has also 
granted a non-transferable unit option to the agent entitling to subscribe, before August 30, 2008, for 
140,268 units at a price of $1.00 per unit as financing expenses (note 5c). Each unit consists of one 
common share of the company and one common share purchase warrant. Each warrant entitles the 
holder thereof to purchase one common share at a price of $1.10.  

(v) On May 29, 2007, the company issued 4,000,000 units at a price of $0.50 per unit for total gross 
proceeds of $2,000,000 ("the Private Placement"). Each unit consists of one common share of the 
company and one common share purchase warrant. Each warrant entitles the holder thereof to 
purchase one common share at a price of $0.75. 

(vi) The gross proceeds of the Private Placement of $2,000,000 is shared out between the 4,000,000 
common shares for a gross amount of $1,535,459 and the 4,000,000 warrants attached to each unit for 
a gross amount of $464,541 (note 5d). In connection with this investment, the company paid a cash 
compensation equivalent to 7% of the gross proceeds from the investment, being $140,000. The 
company has also granted a non-transferable unit option to the agent entitling to subscribe, before 
May 29, 2009, for 280,000 options at a price of $0.50 per share as financing expenses (note 5c). Each 
option entitles the holder thereof to purchase one common share at a price of $0.50.  
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(b) Stock option plan 

On April 27, 2006, the Board of Directors of the company adopted amendments to the company's stock 
option plan (the "Plan"), which had entered into effect upon the closing of the company's initial public 
offering. All options issued and outstanding under the company's original stock option plan were subject to 
these amendments to the Plan. Under the Plan, the Board of Directors may, from time to time, at its 
discretion, and in accordance with the Exchange requirements, grant non-transferable options to purchase 
common shares of the company (an "option"). The number of common shares reserved under the Plan is 
fixed at 1,710,000 common shares. 

The Board of Directors may grant options to directors, officers, key employees and consultants of the 
company expiring after a maximum period of ten years. The number of common shares that may be issued 
(i) to any one individual, in any 12-month period, cannot exceed 5% of the total number of issued and 
outstanding common shares; (ii) to any consultant, in any 12-month period, cannot exceed 2% of the total 
number of issued and outstanding common shares; and (iii) to any employee, who provides investor 
relations services, in any 12-month period, cannot exceed 2% of the total number of issued and 
outstanding common shares. Except as the Board of Directors may otherwise decide upon the grant of an 
option, the options are vested and may only be exercised as follows: (i) 1/3 of the options upon the first 
anniversary of the grant; (ii) 1/3 of the options upon the second anniversary of the grant; and (iii) 1/3 of 
the options upon the third anniversary of the grant. 

The following table summarizes the stock option activity since January 1, 2006:  

  
Six Months Ended 

June 30, 2007 
 Twelve Months Ended 

December 31, 2006 
         

  
Number 

 

 Weighted 
average 
exercise 

price 
$ 

 

Number 
 

 Weighted 
average 
exercise 

price 
$ 

         
Outstanding – Beginning of 

period  1,628,978 1.12 708,188 1.65 
Granted  72,000 1.00 1,096,400 1.04 
Exercised  - - - - 
Forfeited  (257,200) 1.06 (175,610) 2.15 

     
Outstanding – End of period  1,443,778 1.13 1,628,978 1.12 

     
Options exercisable – End of 

period  478,924 1.20 436,657 1.17 
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The following table summarizes information about outstanding and exercisable stock options as at June 
30, 2007: 

  Stock options outstanding  
Stock options  

currently exercisable 
           

Exercise price 
  

Number 
  

Weighted 
average 

remaining 
contractual 

life 
(months)  

Weighted 
average 
exercise 

price 
$  

Number 
  

Weighted 
average 
exercise 

price 
$ 

           
$1.00  880,664  48  1.00  58,664  1.00
$1.11  389,817  39  1.11  359,027  1.11
$1.50 to $1.68  163,298  46  1.65  42,984  1.65
$4.08  9,999  6  4.08  9,999  4.08

          
  1,443,778  45  1.13  470,674  1.21
 

Assumptions used in determining stock-based compensation costs 

The table below shows the assumptions used in determining stock-based compensation costs under the 
Black-Scholes option pricing model: 

  

Six Months 
Ended 

June 30, 
2007  

As at 
December 31, 

2006 
     

Dividend yield  Nil  Nil 
Expected volatility  79.16%  72.11% 
Risk-free interest rate  4.03%  4.04% 
Expected life (years)  5  4.78 
Number of stock options granted  72,000  1,096,400 
Weighted average fair value of options granted ($)   0.662   0.49 

     
Compensation costs  $70,955  $57,239 
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(c) Unit options 

The following table summarizes information about unit options outstanding and exercisable as at June 30, 
2007: 

  
Number 

  

Carrying 
value 

$  

Weighted 
average 

 exercise 
price 

$  

Weighted 
average 

remaining 
contractual 

life 
(years) 

         
Outstanding and exercisable – 

Beginning and end of period  420,268 122,135 0.67 1.67 
 

(d) Warrants  

The following table summarizes the information relating to warrants outstanding as at June 30, 2007: 

  
Number 

  

Weighted 
average 
exercise 

price 
$  

Weighted 
average 

remaining 
contractual 

life 
(years) 

       
Outstanding and exercisable – Beginning 

and end of period  7,872,321  0.93  2.03 
 
 

6 Additional information on cash flows  

 Three Months Ended 
June 30, 

 Six Months Ended 
June 30, 

        
 2007 

$ 
 2006 

$ 
 2007 

$ 
 2006 

$ 
         

Accounts receivable, financing and grants 
receivable 

 (114,795) (12,238) (73,197) 36,995

Investment tax credits receivable  (60,150) (338,437) 264,317 103,769
Prepaid expenses  27,215 (298,942) (31,368) (283,980)
Accounts payable and accrued liabilities  (119,735) (4,428) (294,162) (108,349)
Deferred revenues on research agreements   -  (5,248) -  (20,993)

         
  (267,465) (659,293) (134,410) (272,558)
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7 Earnings per share 

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 earnings per share 
calculations: 
 

 
 Six Months Ended 

June 30, 
     
  2007  2006 
     

Basic and diluted weighted average number of shares outstanding  17,445,773  8,657,136 
 
For the six-month periods ended June 30, 2007 and 2006, the diluted loss per share was the same as the basic 
net loss per share since there were no dilutive items. Accordingly, the diluted loss per share for those periods 
and years was calculated using the basic weighted average number of shares outstanding. All the stock options 
and warrants are anti-dilutive. 

 
8 Comparative figures 

Certain comparative figures have been reclassified to conform with the current year’s presentation. 
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