August 28, 2008
Dear Shareholders:

During the second quarter, we continued to makgness advancing development of both our HSN1 AwWdluenza pandemic
and seasonal vaccine candidates, as well as @dtidiscussions with potential partners to commkézeisour manufacturing
technology globally.

In Q2, we discovered that our H5N1 VLP pandemiccirme provides significant immune protection levielserrets after a single
dose of 5 micrograms, in addition to providing lardevels of protection against three of the deatlé¢rains of H5N1, after two
doses. This is significant because if these famstits are replicated in humans our H5N1 VLP wechas the potential to
generate protection levels after just a single ddsaccination. Current FDA-approved H5N1 vacciivethe US require two 90-
microgram doses. Ferrets are the most predictiimaimmodel for the effectiveness of influenza vaesi in humans.

The ferret data and animal toxicity study are thalfsteps required for the submission of the céhirial application (CTA) to
initiate our Phase | clinical trial in 2009. Theeat cGMP qualification of our manufacturing fagilsupports this goal as it is a
prerequisite to produce clinical grade materiatjuineed for Phase | trials representing anotheriggmt technical milestone for
the Company.

Subsequent to the end of the quarter, we were adaadgrant of up to $279,700 from Canada's Nati®edearch Council
Industrial Research Assistance program ("NRC-IRAB"$upport the development our seasonal influ&iza vaccine program.
The development of a seasonal influenza vaccindidate is in line with our strategy to expand oroduct portfolio. The current
world market for seasonal influenza vaccines isveged to be about $4 billion per year. As with @andemic vaccine, our
seasonal vaccine candidate will offer speed antlambsantages over existing competitive technologies$ will be well positioned
in this growing market. We expect to receive fietults from our immunogenicity study in the finstif of 2009.

Our recent achievements have also begun to attrseest from new potential partners in Europeafand Africa, who believe
the capabilities of our technology could addresscivee production and supply challenges in theirka&arTo this end, we entered
into an agreement with Evry Genopole biopark toluate the establishment of a pandemic vaccine mtoatufacility in France
using our proprietary plant-based technology.

At the same time, we continue to pursue discussiatts different partners including our Fortune 1p@rtner to support our
development plans.

Despite the challenges presented by the macroedonoarket, we believe in the fundamental value of chnology and we
commit to set clear milestones and work to achiéven as a mean for you to evaluate our progresdbalf of our Board of
Directors, our employees and our stakeholders,ppeegiate your support and commitment of our vision

Yours truly,

Bidres. T holdon

Andrew J. Sheldon
President and CEO



SECOND QUARTER ENDED JUNE 30, 2008
MANAGEMENT’'S REPORT ON FINANCIAL POSITION AND OPERA TING RESULTS

General

The following analysis provides a review of the Qamy’s results of operations, financial conditiord a&ash flows for the three
and six-month periods ended June 30, 2008 and 208i& analysis should be read in conjunction i information contained
in the consolidated financial statements and rélatetes for the years ended December 31, 2007 @06, 2ppearing in the
annual report of the Company, which are preparedcitordance with generally accepted accountingciplies (“GAAP”) in
Canada.

The 2007 Annual Report of the Company and additiamfarmation regarding the business of the Comparg available on
SEDAR at the following Internet address: www.seckam.

All amounts included in this report are expresse@anadian dollars unless otherwise stated.

The consolidated financial statements and the apaaging notes included in this quarterly reportéhaot been subject to a
review engagement by the external auditors of then@any. At present, Medicago believes that the pelated to a review
engagement of its interim financial statements esldbe benefits inherent in such a review.

Forward-Looking Statements

This document contains forward-looking statemewtsich reflect the Company’s current expectatiorgarding future events.
The forward-looking statements involve risks andertainties, including the early stage developnaérthe Company, history of
operating losses, regulation of drug and produpt@pml, regulation of genetically engineered plansd other risks. Many risks
are inherent in the biotechnology industry; othare more specific to Medicago. For additional infation on risks and
uncertainties relating to these forward-lookingestaents, investors should consult the Annual Regfatie Company.

Company Overview

Medicago is committed to provide highly effectivedaaffordable vaccines based on our proprietarysflrike Particles (VLPS)
and manufacturing technologies. Medicago is devetp¥LP vaccines to protect against H5N1 pandemftuénza, using a
transient expression system which produces recanbivaccine antigens in the cells of non-transgefaats. This technology
has potential to offer advantages of speed and mgst competitive technologies. It promises to w®lia vaccine for testing
rapidly after the identification and reception angtic sequences from a pandemic strain. This ptmdutime frame has the
potential to allow vaccination of the populatiorfdre the first wave of a pandemic strikes and fopdularge volumes of vaccine
antigens to the world market.

Going Concern

While the accompanying consolidated financial steets have been prepared on a going concern bdsid) contemplates the
realization of assets and liquidation of liabiktiduring the normal course of operations, certdireese conditions and events cast
substantial doubt upon the validity of this assumptThe Company has not yet realized profitablerapons and has relied
mostly on non-operational sources of financinguod operations. The Company's ability to contins@ aoing concern will be
dependent on management's ability to successfutgige its business plan, which includes an ineréasevenue and product
development. The Company seeks additional formdedft or equity financing, but cannot provide assceathat it will be
successful in doing so. These financial stateméotsot include adjustments or disclosures that reault from the Company's
inability to continue as a going concern. If thangoconcern assumption is not appropriate for tHasmcial statements, then
adjustments would be necessary in the carryingevalfi assets and liabilities and the reported loss®$ balance sheet
classifications used.

Management is of the opinion that additional equaitydebt-based financing is required to continue @ompany's operations.
There is no assurance that management will be ssfttén this action.



Revenues and Expenses
Revenues are generated from licenses as well asacoresearch and related milestone payments.

Research and development expenses consist prin@rifyersonnel and related costs associated withares activities for
development of the Company’s portfolio of produahdidates.

General and administrative, business developmeshirdallectual property costs consist of persorame related costs associated
with the Company’s functions as well as profesdidees, office rent and utilities, insurance anleotcorporate expenses. It also
includes intellectual property-related costs assged with the development and maintenance of thengaoy’s intellectual
property portfolio.

Critical Accounting Policies and Estimates

There have been no significant changes in Medicagocounting policies and estimates since DeceBthe2007 with exception
of the application of new accounting standards excidbed below. Please refer to the corresponsatjon in the Company’s
annual report for a complete description of outical accounting policies and estimates.

New Accounting Standards and Future Accounting Chages

On January 1, 2008, the Company adopted the Can#ustitute of Chartered Accountants (‘CICA’) Hamdlk Sections 1535,
Capital Disclosure CICA Handbook Section 386Zinancial Instruments — DisclosureCICA Handbook Sections 3863,
Financial Instruments — Presentatioand CICA Handbook Section 303hyentories which replaces Section 3030.

Adoption of these new standards and Future Accognthanges are described in note 2 of our intedmsalidated financial
statements for the second quarter ended June 88, 20

In 2007, the CICA published an update to the ActiognStandards Board of Canada’s (‘AcSBlinplementation Plan for
Incorporating International Financial Reporting Stdards ('IFRS’) into Canadian GAAP'The plan outlines the key decisions
that the CICA will need to make as it implements Strategic Plan to converge Canadian GAAP stasdaith IFRS. While
IFRS uses a similar conceptual framework to thafafiadian GAAP, there are still significant accaumpolicies differences that
will need to be resolved. The CICA has confirmedJanuary 1, 2011 the change from current Cana@®AP to IFRS for
publicly accountable companies. In sequence Wiisé changes, the Company is currently develofgrigternal implementation
plans to meet the guidelines of the future repgrnaguirements.

Consolidated Statements of Earnings

Quarters ended

Unaudited June 30, 2008 March 31, 2008 December 31, 2007 September 30, 2007
Revenues $583,000 $1,665,000 $56,000 -
Loss ($1,577,000) ($326,000) ($2,054,000) ($1,002,83¢
Basic and diluted net loss per share ($0405) @$0.0 ($0.07) ($0.06)

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

Revenues - $18,500 $20,000 $14,128
Loss ($1,550,000) ($1,647,000) ($2,274,000)  ($1,784,324)
Basic and diluted net loss per share ($0.09) 0.1%) ($0.13) ($0.16)




Comparison of the three and six-month periods eddee 30, 2008 and 2007

Revenues from research agreements were $583,00Befdhree-month period ended June 30, 2008 cadpaith no revenues
for the three-month period ended June 30, 200% iHorease is mainly due to a milestone payme$66D,000, received in the
quarter, related to a non-exclusive license toga$i, 000,000 signed in February 2008 with an uhased Fortune 100 company.

For the six-month period ended June 30, 2008, @&ifrom research agreements were $2,248,000 cechpath $18,500 for
the six-month period ended June 30, 2007. Thiease is due to revenues generated by two nonsixellicensing agreements
signed with an undisclosed Fortune 100 companye firkt agreement of $500,000, signed in 2007 geadr$444,000 in the first
six-month of 2008 and revenues from the second sigaed in February 2008 were $2,000,000. Thosengys were diminished
by $196,000 representing the value of the 2,000@%0mon share purchase warrants granted at thatsignthe second non-
exclusive licensing agreement. Each warrant estithe holder thereof to purchase one common shaerice of $0.23 for the
first year, $0.25 for the second year and $0.27THerthird year ending February 7, 2011.

Research and development (R&D) expenses increas$@d41,000 to $1,116,000 in the second quartef6B8Zompared to 2007.
R&D expenses were higher mainly a result of the @amy’s preclinical studies on its H5N1 Avian Infhm VLP vaccine
performed in the quarter. More laboratory suppbesl analysis ($58,000) and a higher level of autsed contract work
($91,000) were required for the production of plisical materials and the performance of pre-clhistudies. Wage and salaries
were higher ($82,000) in the second quarter of 2€@8pared to 2007 explained by hiring of new empésyrequired by the
upcoming Phase I.

For the six-month period ended June 30, 2008 R&Penses increased by $617,000 to $2,232,000 compar2d07. R&D
expenses were higher mainly a result of the Comipgmgclinical studies on its HSN1 Avian InfluenzZaP vaccine performed in
that period. More laboratory supplies and anal{$i58,000) and a higher level of outsourced cehtwrk ($132,000) were
required for the production of pre-clinical matésiand the performance of pre-clinical studies. gé&/and salaries were higher
($232,000) in the first half of 2008 compared t@2@&xplained by the payment of bonuses in the djustrter when no bonuses
were paid in 2007 and hiring of new employees meglby the upcoming Phase I.

Investment tax credits were at $352,000 for thegtmonth period ended June 30, 2008, $42,000 higlaer the three-month
period ended June 30, 2007. The increase in sti@larter is due to the increase in R&D experisasthe six-month ended June
30, 2008 investment tax credits increased by $3U6t0 $691,000. It is explained by the increasB&D expenses and the fact
that the Company could not claim federal 35% inwestt tax credits from its initial public offering August 2006 until June 30,
2007; on April 1 2007, the Company completed a aafe reorganization resulting in the creation @fvrentities to perform all
of its research and development activities and thasimizing its R&D tax credits.

General and administrative, business developmeahtrgallectual property expenses increased by ®I8B,to $747,000 for the

three-month period ended June 30, 2008 compar2d(d. The main increases are in consultants #&%%(00) and stock-based
compensation ($57,000). The increase in consultsed is related to fees paid for the recovery o tex credits from previous

years and represent 50% of the tax credits receedthe six-month ended June 30, 2008 generabdntnistrative, business

development and intellectual property expensesased by $243,000, to $1,434,000 compared to 206@. main variations are

an increase in consultants fees ($94,000), stoskebaompensation ($66,000), salaries ($60,000)raadtsourced contract work

($75,000). The increase in salaries is relatethégpayment of bonuses in the first quarter of 2888n no bonuses were paid in
2007. Outsourced contract expenses increaseddhe teplacement of the chief financial by a citasd.

Depreciation of property, plant and equipment antediio $122,000 for the three-month period endert B0, 2008 ($244,000
since the beginning of the year), $32,000 lowentthee corresponding period in 2007 ($48,000 lovilecesthe beginning of the
year). Lesser acquisitions in 2007 explaineddkisrease.

Amortization of intangible assets stood at $27,d0@ng the three-month period ended June 30, 20@B8%56,000 since the
beginning of the year, comparable with the corresjimy periods in 2007.

Other net financial expenses amounted to $507,60thé three-month period ended June 30, 2008,,8805%igher compared to
the same period in 2007. This increase is thdtresiigher interest on bank loans for $51,00@her amortization of deferred
financing expenses for $86,000 and no grants ir82@npared to $159,000 in 2007. The increase ior@aation of deferred

financing expenses is related to the agreementttieaCompany reached with Investissement Québecvil@re they agreed to
capitalize 50% of the interests of 2008. In coesation for this, in May 2008, the company grardd,877 warrants to purchase
an equivalent number of common shares, at a pfi&®.@0 per share, for a period of three yearse fHir value of those warrant
amounts to $258,260 and is amortized in 2008. tif@three-month period ended June 30, 2008 $151/@0€ capitalized to the

principal compared to $311,000 in 2007 when 100%hefinterests were capitalized. Since the begmoif the year other net
financial expenses increased by $437,000 to $896,0is increase is the result of higher intemstbank loans for $73,000,
higher amortization of deferred financing experfee$86,000, higher interest on the Bio-Levier dielst$15,000 and no grants in
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2008 compared to $252,000 in 2007. For the sixtmgeriod ended June 30, 2008 $311,000 were capitto the principal
compared to $611,000 in 2007 when 100% of theestsrwere capitalized.

Consolidated loss for the three-month period entiew 30, 2008 was $1,577,000, or $0.05 per basdid#uted share compared
to a loss of $1,550,000, or $0.09 per basic andedtll share for the same period in 2007. For thensinth period ended June 30,
2008 consolidated loss amounted to $1,902,000 67%fer basic and diluted share compared to a0fo$3,197,000, or $0.18 per
basic and diluted share in the first six month8@37.

Financial position

As at June 30, 2008 As at December 31, 2007
(unaudited) (audited)
Current assets $2,621,000 $1,312,000
Property, plant and equipment $3,987,000 $4,061,000
Current liabilities ($1,995,000) ($2,041,000)
Long-term debt ($14,699,000) ($14,451,000)
Shareholders’ deficiency $8,829,000 $9,831,000

The Company had cash and cash equivalents totBlirggmillion at June 30, 2008, an increase of $Allfon from December 31,
2007. The Company had working capital of $0.6 millas at June 30, 2008.

Total consolidated assets were $7.9 million asua£J30, 2008, an increase of $1.2 million from $8ilfion as of December 31,
2007. The variation is mainly due to an increasahim total of cash and cash equivalents for $0.lfomi Long-term debt
increased by $0.2 million to $14.7 million, maitthe result of the capitalized interest on the Besker debt.

The Company’s primary capital needs are the furdsired to support its scientific research and bgreent activities including

preclinical and clinical trials and capital expendés for development of its pilot plant facilitiesd working capital. Since its
inception, the Company has financed its cash rements primarily through issuances of securitissestment tax credits,
government funding, cost recoveries, contract mesegvenues, long-term debt and short-term deatagueed by its investment
tax credits.

The Company believes that, with the financial reses currently at its disposal, it needs to rasditeonal funds to be able to
continue operations. The Company is in the prooéseeking investment in both equity and debt.

The Company’s ability to continue as a going condsrcontingent upon its ability to obtain additidfinancing. The Company
seeks additional forms of debt or equity financibgt cannot provide assurance that it will be sssfié in doing so. See ‘Risk
Factors’ in the 2007 Annual Report.

The investment activities are subject to the gindsl contained in the Company’s investment polidye Company invests only
in liquid, high grade investment securities of rigfmle banks.

At June 30, 2008, the Company's long-term debt aeduto $14.7 million. Under the terms of the Bievier loan agreement, the
Company needs to maintain its current ratio at11@/ higher. As at June 30, 2008 this ratio stabd..31/1 (0.64/1 as at
December 31, 2007 the Company had a waiver from 1Q)



Cash flow

Three-month Three-month Six-month Six-month period
Unaudited period ending June | Period ending June period ending ending June 30,
30, 2008 30, 2007 June 30, 2008 2007
Operating activities ($1,510,000) ($1,453,000) ($1,528,000) ($2,481,000)
Financing activities ($128,000) $1,957,000 $2,395,000 $1,800,000
Investing activities ($92,000) $(64,000) ($147,000) $1,111,000
Net change in cash ($1,730,000) $467,000 $720,000 $431,000

Operating Activities

Cash used in operating activities increased by(EErto $1,510,000 for the quarter ended June 308 20mpared to the same
period in 2007. Since the beginning of the yeahcased in operating activities decreased by $@83t6 $1,528,000 This

decreased is mainly explained by the decreaseeofods net of items not affecting cash and caslivalguts for $1,557,000.

Changes in non-cash working capital items requi@@b,000 more cash in than the same period in 208%is mainly due to the

increase of $566,000 in investment tax credits.

Financing Activities

Since the beginning of the year cash from finanantyvities increased by $0.6 million to $2.4 nafii compared to the same
period in 2007. The increase is mainly the restifs private placement of 13,000,000 units at agpaf $0.20 per unit for total

gross proceeds of $2,600,000 in 2008 comparedptavate placement of $2,000,000 in 2007. For the&private placement,

each unit consists of one common share of the coyngad one-half common share purchase warrant. @hole warrant entitles

the holder thereof to purchase one of common sitameorice of $0.25 for two years

Investing Activities

Cash used in investing activities (excluding vaoiain term deposit) increased by $28,000 in thmed quarter of 2008 ($28,000
since the beginning of the year) related to mowitahs of property, plant and equipment.

Contractual Obligations

There has been no significant change in contracthigdations and commercial commitments facing Mado, as described in the
Company’s 2007 annual report.

Related Party Transactions and Off-Balance Sheet Agements
There were no related party transactions and défHoe sheet agreements.
Outstanding Share Data

As of August 28, 2008, there were 34,262,440 comrsiweres issued and outstanding, 2,156,919 stodé&nspoutstanding,
16,424,530 warrants outstanding and 420,268 corapiensoptions outstanding.



Outlook for the Remaining of 2008 and 2009

Medicago continues to work towards the developnuérits HS5N1 vaccine in 2008 as well as to begin deselopment of its
annual influenza vaccine. The Company is workingaim completing the following milestones in 2008l 2009:

H5N1 pandemic vaccine:

- Complete lethal challenge study in ferrets

- Hold Pre-CTA meeting with regulatory authorities
- Complete toxicology study

- File CTA and initiate Phase | studies

- Complete Phase | study

Seasonal vaccine:
- Production of a trivalent VLP based seasonal vaccin

- Complete initial immunogenicity studies
- Hold Pre-CTA meeting with regulatory authorities

Partnerships:
- Expand existing relationship with actual partnard aeek new ones
Financing:

- Raise additional money in 2008 in order to atth#se milestones

Financial Instruments risk factors

The Company is exposed to various types of riskm@ihe nature of the business activities it caroa, including those related
to the use of financial instruments. The Compamssthot use financial derivatives.

Market risk

Market risk corresponds to the financial losse$ the company could incur because of unfavourattlesuations in the value of
financial instruments, following variations in tharameters underlying their evaluation, such asést rates and exchange rates.
The exposure to variation to interest rates is matias described in the Annual Report. For theoswpe to foreign exchange
rates, we operate internationally and a portioowf expenses are incurred in US dollars and Euubghese exposures are not
material.

Credit risk

Credit risk exposure represents the risk of finahtdss arising from a counterparty's inability refusal to fully honour its
contractual obligations. Our cash is held with ajan bank. Amounts receivable are mainly commodityes receivable,
investment tax credits and financing from governte@md the risk is minimal.

Liquidity risk

Liquidity risk represents the possibility that tt@mpany may not be able to gather sufficient casburces, when required and
under reasonable conditions, to meet its finaratdibations.



Contractual liabilities as of June 30, 2008

Carrying Less than 1to3 Over
Amount 1 year years 3 years
$ $ $ $
Bank loan 807,00( 807,000 - -
Accounts payable and accrued liabilities
1,175,000 1,175,000 - -

Operating leases 911,000 161,000 359,p00 391,000
Licenses 687,000 102,00( 269,000 316,000
Long term debt 15,646,000 13,000 320,000 15,313|000

The company monitors cash resources on a weeklg had when management believes it's required ssadditional financing
through the issuance of new equity instruments,etkercise of existing warrants for the purchaseahmon shares and the
exercise of stock options to continue its actigitées a going concern, and while it has been suct@ssloing so in the past, there
can be no assurance it will be able to do so iffuhee. For more information, see noté@ping concern'

Risk factors and Uncertainties

There has been no significant change in the ristofa and uncertainties facing the Company as tbestin Medicago’s 2007
annual report.

Changes in Internal Controls over Financial Reportng

There has been no change in the Company’s inteowdtol over financial reporting that occurred dagrithe quarter ended June
30, 2008 that have materially affected, or arearably likely to materially affect, the Companyrgdrnal control over financial
reporting.

On behalf of management,

(signed)

Pierre Labbé, CA

Vice-president and Chief Financial Officer

August 28, 2008
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Medicago Inc.
Consolidated Balance Sheets

Assets

Current assets

Cash and cash equivalents
Accounts receivable

Financing receivable

Investment tax credits receivable
Grants receivable

Prepaid expenses

Property, plant and equipment

Intangible assets

Liabilitie s

Current liabilities

Bank loans

Accounts payable and accrued liabilities

Deferred revenues on research agreements
Current portion of long-term debt

Long-term debt (note 4)

Shareholders' Deficiency
Share capital(note 7)
Contributed surplus

Other equity components(note 7)
Stock Options

Unit Options

Warrants

Deficit

Going concern(note 3)

The accompanying notes are an integral part oethrgsrim consolidated financial statements.

Approved by the Board of Directors

(signed) RNDAL CHASE, PH.D.

As at As at
June 30, December 31,
2008 2007
% %
(unaudited) (audited)
944,102 223,711
183,084 69,745
- 71,641
1,410,304 844,245
3,058 9,308
80,530 92,963
2,621,078 1,311,613
3,986,755 4,060,918
1,256,608 1,289,052
7,864,441 6,661,583
806,745 750,000
1,174,754 983,849
- 294,400
13,072 13,072
1,994,571 2,041,321
14,699,133 14,451,147
16,693,704 16,492,468
25,454,904 23,465,147
802,514 802,219
368,097 263,821
122,135 122,135
2,597,278 1,787,553

(38,174,191)

(36,271,760)

(8,829,263)

(9,830,885)

7,864,441

6,661,583

(signed) AIDREWJ. SHELDON

Director
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Medicago Inc.
Interim Consolidated Statements of Earnings (urtaddli

Three Months Ended

Six Months Ended

June 30 June 30
2008 2007 2008 2007
$ $ $ $
Revenues from research agreements 583,333 - 2,248,264 18,500
Expenses
Research and development 1,116,174 875,430 2781,8 1,614,911
Research grants and contributions (6,250) (13,75  (4,375)
Research and development tax credits (352,248) 0,@80) (691,248) (386,000)
General and administrative, business development
and intellectual property 747,460 614,161 1,434,482 1,190,656
Exchange loss (gain) (1,833) (3,116) (6,555) (357)
Depreciation of property, plant and equipment 322, 153,810 244,166 292,134
Amortization of intangible assets 27,227 18,212 ,798 49,233
Other financial expenses, net (note 8) 507,174 , 12301 895,928 459,120
2,160,085 1,550,236 4,150,695 3,215,322
Loss and comprehensive loss for the period (1,576,752) (1,550,236)  (1,902,431) (3,196,822)
Basic and diluted loss per sharénote 10) (0.05) (0.09) (0.07) (0.18)

Going conern (note 3)

Interim Consolidated Statements of Def{cihaudited)

Three Months Ended

Six Months Ended

June 30, June 30,

2008 2007 2008 2007

$ $ $ $
Balance at the beginning of the period 36,597,439 31,645,165 36,271,760 30,269,947

Adjustment related to the implementation of new
accounting standards - - - (271,368)

Loss and comprehensive loss for the period 1,576,752 1,550,236 1,902,431 3,196,822
Balance at the end of the period 38,174,191 33,195,401 38,174,191 33,195,401

The accompanying notes are an integral part obthrgsrim consolidated financial statements.
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Medicago Inc.
Interim Consolidated Statements of Cash Flows (died)

Three Months Ended

Six Months Ended

June 30, June 30,
2008 2007 2008 2007
$ $ $ $
Cash flows from operating activities
Loss and comprehensive loss for the period (1775, (1,550,235) (1,902,431) (3,196,821)
Items not affecting cash and cash equivalents
Stock-based compensation costs 62,339 4,614 104,57 38,861
Depreciation and amortization 265,069 201,397 708, 400,116
Interest capitalized on long-term debt 195,852 , 348 367,945 663,812
Grants - (159,357) - (252,094)
Warrants issued pursuant a licensing
agreement - - 196,136 -
(1,053,488) (1,158,353) (788,984) (2,346,126)
Change in non-cash working capital items (note 9) (456,287) (267,465) (738,858) (134,410)
(1,509,775) (1,452,818) (1,527,842) (2,480,536)

Cash flows from financing activities

Bank loan contracted (repaid) (128,255) - 56,745 300(000)
Non-interest-bearing long-debt contracted - 181,196 - 330,143
Payments on long-term debt - - (6,536) (6,536)
Issuance of units - 2,000,000 2,600,000 2,000,000
Issue expenses - (223,969) (254,914) (223,969)
(128,255) 1,957,227 2,395,295 1,799,638
Cash flows investing activities
Term deposit - (100) - 1,230,088
Additions to property, plant and equipment (68)496 (48,604) (123,712) (70,715)
Additions to intangible assets (23,350) (15,490) 23,8350) (47,830)
(91,846)  (64,194) (147,062) 1,111,543
Net change in cash and cash equivalents (1,729,876) 467,215 720,391 430,645
Cash and cash equivalents at the beginning
of the period 2,673,978 406,359 223,711 442,929
Cash and cash equivalents at the end of the
period 944,102 873,574 944,102 873,574
Additional information
Interest paid 309,705 2,178 336,272 4,836

The accompanying notes are an integral part oethrgsrim consolidated financial statements.
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Medicago Inc.

Notes to Interim Consolidated Financial Statem@dtsudited)
June 30, 2008

1 Interim financial information

The financial information for the three-month arig months periods ended June 30, 2008 and 2007 are
unaudited. However, in the opinion of managemehtadjustments necessary to present fairly theltesi
these periods have been recorded. The adjustmerts were of a normal recurring nature. The resiltbe
interims period are not necessarily indicative egults which may be expected for any other intgr@mod or

for the full year.

The unaudited interim consolidated financial staets have been prepared by management in accordance
with Canadian generally accepted accounting priesifGAAP), using the same accounting policieshas t
audited consolidated financial statements for tharyended December 31, 2007 with the exceptiorhef t
application of new accounting standards as destiib@ote 2 hereunder. All disclosures requiredaionual
financial statements have not been included inethiasancial statements. These consolidated firghnci
statements should be read in conjunction with tleeng@any’'s most recent annual consolidated financial
statements.

Consolidated financial statements

On April 1, 2007, the Company completed a corporateganization resulting in the creation of newtes to
perform all of its research and development adtivit Consequently, the consolidated financial statds
include the accounts of Medicago Inc. and thosMedlicago R&D Inc., 9177-4083 Québec Inc., 9157-4265
Québec Inc., 9177-4299 Québec Inc., Fiducie Firaadiledicago and SAS Medicago Europa.

2 New accounting standards

Adopted in 2008
On January 1, 2008 the Company adopted the folgpwaw sections:

- Section 3862, “Financial Instruments — Disclostire his section describes the required disclosue
evaluate the significance of financial instrumeotsthe entity’s financial position and performarasewell
as the nature and extent of risks arising fromrfai@ instruments to which the entity is exposed haw
the entity manages those risks, see note 6.

- Section 3863, "Financial Instruments — PresentétioThis section establishes standards for preegim
of financial instruments and non-financial derivas. It details the presentation of standardsriestin
Section3861, “Financial Instruments — Disclosunel #resentation”, see note 6.

- Section 1535, "Capital Disclosures”. This sectiestablishes standards for disclosing informagibout
an entity’s capital and how it is managed. It déss the disclosure of the entity’s objectivedjges and
processes for managing capital as well as summaaytfgative data on the elements included in the
management of capital. The section seeks to daterifithe entity has complied with capital requilents
and if not, the consequences of such non-compljaseenote 5.
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- Section 3031, “Inventories”. This section prabes the accounting treatment for inventoriesprdivides
guidance on the determination of cost and its sye® recognition as an expense, including any
writedown to net realizable value. It also progdglidance on the cost formulas that are usedsigras
costs to inventories. The Company has adoptedtaiglard and there has been no impact on thecfalan
statements.

The CICA amended Section 1400, “General Standafd$-inancial Statement Presentation” to include
requirements to assess and disclose an entityldyaby continue as a going concern (going concern
assumption).

Future accounting changes

Section 3064, "Goodwill and Intangible Assets”ptacing Section 3062, "Goodwill and Other Intangib
Assets” and Section 3450, "Research and Developgn@osts”. The new sections will be applicable to
financial statements relating to fiscal years beigig on or after October 1, 2008. Accordingly, empany
will adopt the new standards for its fiscal yeagibaing January 1, 2009. Section 3064 establiste@sdards
for the recognition, measurement, presentationdislosure of goodwill subsequent to its initiat@gnition
and of intangible assets by profit-oriented enisgs. Standards concerning goodwill are unchafiged the
standards included in the previous Section 3062e Company has not yet determined that the imdattteo
adoption of this section on its consolidated finahstatements.

In 2007 the CICA published an update to the AccogntStandards Board of Canada’'s ("AcSB")
"Implementation Plan for Incorporating Internatibf@nancial Reporting Standards ("IFRS") into Canad
GAAP". The plan outlines the key decisions that @ICA will need to make as it implement the Sgate
Plan to converge Canadian GAAP standards with IRASile IFRS uses a similar conceptual framework to
that of Canadian GAAP, there are still significantounting policies differences that will need &rbsolved.
The CICA has confirmed January 1, 2011 as the ahanwgr from current Canadian GAAP to IFRS for
publicly accountable companies. In sequence wigsé changes, the Company is currently developgng i
internal implementation plans to meet the guidaliokthe future reporting requirements.

3 Going concern

After reviewing its strategic plan and the corregting budget and forecasts, management believéshba
Company currently has sufficient cash and accesagb to fund planned expenditures and execustrittegy
until the beginning of the fourth quarter of 2008.

While the accompanying consolidated financial st&tets have been prepared on a going concern ldmsi)
contemplates the realization of assets and liguaidadf liabilities during the normal course of oatons,
certain adverse conditions and events cast sulztdotibt upon the validity of this assumption. T®empany
has not yet realized profitable operations andrékesd mostly on non-operational sources of finagdio fund
operations. The Company's ability to continue gsiag concern will be dependent on managementiyatioi
successfully execute its business plan, which deduan increase in revenue and product developrbat.
Company seeks additional forms of debt or equibaricing, but cannot provide assurance that it kel
successful in doing so. These financial stateméatsot include adjustments or disclosures that reaylt
from the Company's inability to continue as a gaingcern. If the going concern assumption is npt@griate
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for these financial statements, then adjustmentaldvbe necessary in the carrying value of assets an
liabilities and the reported losses and balancetstiassifications used.

Management is of the opinion that additional equtydebt-based financing is required to continue th
Company's operations. There is no assurance thagaament will be successful in this action.

4 Long-term debt

As at As at
June 30, December 31,
2008 2007
$ $
(audited)
Loan from Investissement Québec ("1Q"), bearingriest at prime
rate plus 3%, payable annually from March 2008 ratt@ of
25% of net earnings plus depreciation and amoitizat
generated in the preceding year over a period gnubriater
than December 21, 2014, secured by a senior firnddlaating
charge of $16,000,000 over all property, plant agdipment
and intellectual property of the Company (@) 15,028 14,717,187
Contribution under an innovation program, payabledémi-annual
instalments of $6,536 since April 2005, non-intekesaring 17,010 21,653
Refundable contribution granted under the Technolaytnerships
Canada program, non-interest bearing (b) 423,371 384,618
Contribution under an innovation program, payablannual
instalments of $28,458 from January 2009, non-@stelbearingc) 177,597 161,452
Deferred financing expenses (934,113) (820,691)
14,712,205 14,464,219
Less: Current portion 13,072 13,072
14,699,133 14,451,147

(@ On July 28, 2003, the Company signed a loan agneeofe$12,000,000 with IQ under the Bio-Levier
Program. As at June 30, 2008, the Company has$is600,000 plus capitalized interest of $3,028,340

The terms and conditions of the loan agreemenasfellows:

(i) For the first three years, the Company may defeptincipal instalments and may capitalize interest
Afterwards, interest is payable on a monthly b&sisy December 21, 2007.

(i) In April 2008, 1Q agreed to capitalize 50% of theerest for 2008. In consideration for this,

Medicago issued 643,877 warrants to purchase amadgunt number of common shares, at a price of
$0.70 per share, for a period of three years.
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(b)

(c)

(i) At the Company's request, and under certain camdifilQ may release the fixed and floating senior
charge on any selected intellectual property inethent the Company executes a license agreement, a
commercialization agreement or an operating agraeme

(iv) Under the terms of the agreement, the Company touwleto meet a current ratio exceeding 1.3:1.
As at June 30, 2008, the current ratio was 1,31.

Under the federal contribution program called Textbgy Partnerships Canada ("TPC"), the Company is
entitled to receive a refundable contribution eglént to 33% of the eligible expenses incurred Hey t
Company in the optimization and scale-up of itsdpietion unit up to a maximum of $848,200. Royalties
of 2% on gross cash proceeds of any kind will bgapke from January 1, 2009 based on gross cash
proceeds of the prior year. These royalties wilpbgable at the earlier of the complete repaymétie
contribution or by January 1, 2019; subsequenhi®date, no further payments will be required. &mnd
this program, the Company undertook to meet a ntiredio exceeding 1.3:1.

Under a federal innovation program, the Companyeived a refundable contribution of $300,000
equivalent to 47.1% of the eligible expenses iredirby the Company for business development and
intellectual property. This contribution is refwaide in annual instalments, beginning after a teary
period following the end of the project, which eddgeptember 1, 2007.

The principal instalments for each of the next frears, excluding 1Q loan, are as follows:

$
2008 13,072
2009 173,069
2010 160,000
2011 160,000
2012 160,000

5 Capital management

The Company’s objectives when managing capital safeguard the Company’s ability to continue gsiag
concern in order to provide an adequate returnhtreholders and maintain a sufficient level of ®rtd
finance its research and development activitiesiegd and administrative expenses, working capaital
overall capital expenditures, including those alsded with patents and trademarks. The Companyemak
every effort to manage its fund to minimize dilutim its shareholders.

In the management of capital, the Company incleteseholders’ equity and long-term debt in therfgdin
of capital.

The Company manages the capital structure and naajastments to it, based on the level of fundslaie
to the Company to manage its activities.
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To maintain or adjust the capital structure, themany may attempt to issue new shares, issue nbty de
acquire or dispose of assets. There are no asag#mt these initiatives will be successful.

The Company is not subject to any capital requirgsgnposed by a regulator.
6 Financial risk factors

The Company is exposed to various types of riskex@whe nature of the business activities it carida,
including those related to the use of financiatrimments. The Company does not use financial diévies.

Market risk

Market risk corresponds to the financial lossed ti@ Company could incur because of unfavourable
fluctuations in the value of financial instrumentsllowing variations in the parameters underlyitigeir
evaluation, such as interest rates and exchangs. rdthe exposure to variation to interest ratesimsmal as
described in the Annual Report. For the exposor®reign exchange rates, we operate internatipralt a
portion of our expenses are incurred in US dolanrd Euros but these exposures are not material.

Credit risk

Credit risk exposure represents the risk of finainkiss arising from a counterparty's inability refusal to
fully honour its contractual obligations. Our casheld with a major bank. Amounts receivable mgenly
commodity taxes receivable, investment tax creait financing from governments and the risk is mati
Liquidity risk

Liquidity risk represents the possibility that tiempany may not be able to gather sufficient casburces,
when required and under reasonable conditions gt its financial obligations.

Contractual liabilities as of June 30, 2008

Carrying Less than 1to3 Over
Amount 1 year years 3 years
$ $ $ $
Bank loan 807,000 807,000 - -
Accounts payable and accrued
liabilities 1,175,000 1,175,000 - -
Operating leases 911,000 161,000 359,000 391,000
Licenses 687,000 102,000 269,000 316,000
Long term debt 15,646,000 13,000 320,000, 15,313,000
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The Company monitors cash resources on a weeklg bad when management believes it's required sseek
additional financing through the issuance of newitggnstruments, the exercise of existing warrdotsthe
purchase of common shares and the exercise of sfuiaks to continue its activities as a going @ng¢and
while it has been successful in doing so in the,ghere can be no assurance it will be able tsaa the
future. For more information, see noté@ping concern'

7 Share capital

e Authorized
o] Unlimited number of shares, without par valuethaf following classes:
= Common shares, voting and participating
= Preferred shares, with rights, privileges and domas to be determined by the Board of
Directors before issuance.

The share capital issued has varied as follows:

Six Months Ended Twelve Months Ended
June 30, 2008 December 31, 2007
Number $ Number $
Common shares
Balance — Beginning of period 21,112,440 23,465,14717,112,44 22,152,413
Issued pursuant to a private
placement (i,i) 13,000,000 2,158,000 4,000,00 1,540,000
Issue expenses * - (168,243) - (227,266)
Balance — End of period 34,112,440 25,454,904 21,112,44 23,465,147

* [ssue expenses were share out between commoassiiad warrants pro rata to their fair value.

(i) On March 14, 2008, the Company issued 13,000,086 aha price of $0.20 per unit for total gross
proceeds of $2,600,000 ("the Private Placemen#hBEunit consists of one common share of the
Company and one-half common share purchase watanh warrant entitles the holder thereof to
purchase one of common share at a price of $0.25.

(i) The gross proceeds of the Private Placement of08260 is shared out between the 13,000,000
common shares for a gross amount of $2,158,00Grené,500,000 warrants attached to each unit
for a gross amount of $442,000 (note 7c). In cotimeavith this investment, the Company paid a
cash compensation of $215,070.

(i) On May 29, 2007, the Company issued 4,000,000 anits price of $0.50 per unit for total gross
proceeds of $2,000,000 ("the Private Placemen#@hEunit consists of one common share of the
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(@)

Company and one common share purchase warrant. Eaalant entitles the holder thereof to
purchase one common share at a price of $0.75.

(iv) The gross proceeds of the Private Placement of08000 is shared out between the 4,000,000
common shares for a gross amount of $1,540,000h&nd,000,000 warrants attached to each unit for
a gross amount of $460,000 (c). In connection iitis investment, the Company paid a cash
compensation equivalent to 7% of the gross procéeas the investment, being $140,000. The
Company has also granted a non-transferable utivrofo the agent entitling to subscribe, before
May 29, 2009, for 280,000 options at a price of5®0per share as financing expenses (b). Each
option entitles the holder thereof to purchaseammon share at a price of $0.50.

Stock option plan
The following table summarizes the stock optionvagtsince January 1, 2007:
Six Months Ended Twelve Months Ended
June 30, 2008 December 31, 2007
Weighted Weighted
average average
Carrying  exercise Carrying exercise
Number value price Number value price
$ $ $ $
Outstanding — Beginning
of period 1,415,958 263,821 1.10 1,628,97: 110,926 1.12
Granted 742,294 - 0.66 97,00( - 0.91
Exercised - - - - - -
Forfeited (1,333) (295) 1.00 (310,020 (4,185) 1.17
Compensation costs for t
period - 104,571 - - 157,080 -
Outstanding — End of
period 2,156,919 368,097 0.94 1,415,95 263,821 1.10
Options exercisable — End -
of period 824,617 1.16 751,25! - 1.13

0 During the six-month period ended June 30, 20@33Lstock options were forfeited (310,020 in
2007). The corresponding credit amounting to $&@5185 in 2007) has been recorded as contributed
surplus.
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The following table summarizes information aboutstanding and exercisable stock options as at June

30, 2008:

Stock options outstanding

Stock options
currently exercisable

Weighted
average Weighted Weighted
remaining average average
contractual exercise exercise
Exercise price Number life price Number price
(months) $
$0.62 to $0.66 767,294 57 0.65 - -
$1.00 858,831 37 1.00 310,830 1.00
$1.11 378,706 27 1.11 378,706 1.11
$1.50 to $1.68 152,088 36 1.68 135,081 1.68
2,156,919 42 0.94 824,617 1.16

Assumptions used in determining stock-based compeatfon costs

The table below shows the assumptions used inrdetielg stock-based compensation costs under the

Black-Scholes option pricing model:

Dividend yield

Expected volatility

Risk-free interest rate

Expected life (years)

Number of stock options granted

Weighted average fair value of options granted ($)

Six Months For the year
Ended ended
June 30, December 31,
2008 2007
Nil Nil
95% 82.73%
3.08% 4.12%
5.00 5.00
742,294 97,000
0.45 0.58
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(b) Unit options

The following table summarizes information about options outstanding and exercisable as at Jgnuar
1, 2007:

For the six-month period For the year ended
Ending June 30, 2008 December 31, 2007
Weighted Weighted
average average
Carrying exercise Carrying exercise
Number value prise  Number value price
$ $ $ $
Outstanding and exercisable
— Beginning of period 420,268 122,13! 0.83 140,268 55,495 1.00
Granted to the agépursuan
to a private placement - - - 280,000 66,640 0.75
Outstanding and exercisable
- End of period 420,268 122,13! 0.83 420,268 122,135 0.83

The following table summarizes information about options outstanding and exercisable as at JOne 3

2008:
Weighted
average
remaining
Exercise price Number (years)
$1.00 140,268 0.17
$0.75 280,000 0.91
420,268 0.66
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(c) Warrants

The following table summarizes the information tielg to warrants outstanding as at January 1, 2007:

For the six-month period To the year ended
Ending June 30, 2008 December 31, 2007
Weighted Weighted
average average
Carrying exercise Carrying exercise
Number valug prise  Number valug price
$ $

Outstanding and exercisable
— Beginning of period 7,430,653 1,787,55: 1.05 3,872,321 1,395,437 1.11
Granted at the signature
of a non- exclusive
licensing agreement* 2,000,000 196,13 0.23 - - -
Granted to the
subscribers in
connection with a

private offering 6,500,000 42,00( 0.25 4,000,000 460,000 0.75
Granted to

Investissement Québec

(see note 4a) ii)) 643,877 258,26( 0.70 - - -
Cancelled ** - - - (441,668) - -
Warrant issue expenses - (86,671 - - (67,884) -

Outstanding and exercisable
- End of period 16,574,530 2,597,27 0.56 7,430,653 1,787,553 0.92

* Under the terms of a non exclusive licensing agrent, the Company issued 2,000,000 warrants.
Each warrants entitles the holder thereof to pusehane common share at a price of $0.23 for the
first year, $0.25 for the second year and $0.27Herthird year ending February 7, 2011.

** No carrying value has been allocated to theseravdas since they were granted before January 1,
2003.

(14)



Medicago Inc.
Notes to Interim Consolidated Financial Statem@dtsudited)
June 30, 2008

The following table summarizes the information tielg to warrants outstanding and exercisable dsira

30, 2008:

Weighted

average

remaining

Exercise price Number (years)
$0,23 2,000,000 2.61
$0,25 6,500,000 1.70
$0.70 643,877 2.85
$0.75 4,000,000 0.91
$1.10 2,003,834 0.16
$1.12 1,426,819 3.17
16,574,530 2.85

The fair value of warrants was estimated using3laek-Scholes valuation model with the following
assumptions:

Six Months Ended Year ended
June 30, December 31,
2008 2007
Dividend yield Nil Nil
Expected volatility 93% 85%
Risk-free interest rate 2.62% 4.53%
Expected life (years) 2.29 2
Fair value of warrants granted ($) 0.098 0.115
8 Financial expenses, net
Three Months Ended Six Months Ended
June 30, June 30,
2008 2007 2008 2007
$ $ $ $
Interest on long-term debt 339,338 345,228 672,032 663,812
Interest and bank charges 52,833 2,736 78,865 6,365
Amortization of deferred financing
expenses 115,462 29,375 144,837 58,750
Interest income (459) (16,242) (806) (17,713)
Grants - (159,358) - (252,094)
507,174 201,741 895,928 459,120
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9 Additional information on cash flows

(@) Change in non-cash working capital items

Three Months Ended Six Months Ended
June 30, June 30,
2008 2007 2008 2007
$ $ $ $
Accounts receivable, grants and
financing receivable (71,597 (114,795) (35,448) (73,197)
Investment tax credits receivable (227,059 (60,150) (566,059) 264,317
Prepaid expenses 584 27,215 12,433 (31,368)
Accounts payable and accrued
liabilities (132,466 (119,735) 144,616 (294,162)
Deferred revenues on research
agreements (83,333 - (294,400) -
(456,287 (267,465) (738,858) (272,558)

10 Earnings per share

The following table summarizes the reconciliatidritee basic weighted average number of sharesamaistg
and the diluted weighted average number of shatgstamding used in the diluted earnings per share

calculations:
Three Months Ended Six Months Ended
June 30, June 30,
2008 2007 2008 2007
$ $ $ $
Basic and diluted weighted average
number of shares outstanding 34,112,44 21,112,440 28,826,726 17,445,773

For the three-month and six month periods ended 3(n 2008 and 2007, the diluted loss per sharetheas
same as the basic net loss per share since theeligifect of stock options and warrants was notuded in
the calculation; otherwise the effect would haverbanti-dilutive. Accordingly, the diluted lossrshare for
those periods was calculated using the basic wesigiiterage number of shares outstanding.

11 Comparative figures

Certain comparative figures have been reclassifienform with the current year's presentation.
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