April 22, 2008
Dear shareholders,

This was a year of great technical advancememthich we worked diligently to raise the necessamgricial capital that led to
the successful attainment of many value creatirigstaines.

Foremost of these milestones was our successf@lamwent of a H5N1 influenza virus vaccine, otheevknown as an Avian
Flu vaccine. Our vaccine is comprised of highly iomogenic particles known as virus like particled Pg). VLPs have
significant advantages over conventional vaccinegshay are known to broaden immunity and therefooeease protection
against disease. Our competitive advantage lattseirspeed with which we can produce vaccines usimgatented, plant-based
production technology.

We conducted a series of pre-clinical tests andatober 2007 we demonstrated that our H5N1 vacelisited a strong
protective immune response against disease withsdas low as 1 pg. Further testing has now subsdigukmonstrated that we
protect up to 100% of mice in a lethal challengéhwiarious deadly H5N1 viruses. From these reshl&slicago has established
that its candidate vaccine has the potential tdegtcagainst three of the deadliest strains of Banicd HSN1 Influenza viruses
circulating today.

The advantages of our technology in preparation a&opotential Influenza pandemic have been recodnizerldwide, as

authorities acknowledge the vulnerability of therld population with current vaccine supplies. Wentinue to receive
invitations to speak at highly prestigious confersn having just presented at the World Health Orgéions closed door
conference on Influenza vaccines in December 200i& continues on in 2008. During the first quadé&f008, we presented at
the World Global Health conference in Washingtomvell as the International conference on aviaruefiza in Bangkok.

The value of our technology was further validated?007, through the signing of an important collation agreement with a

Fortune 100 company. Under the terms of this agee¢nMedicago and its partner are collaboratingdeance our proprietary

transient expression system to produce a therapprdtein. In January 2008, we expanded our paf@mwith the signing of a

second non-exclusive licensing agreement for furdeselopment of our proprietary system. Sinceisigwe have received four

non-dilutive upfront or milestone-based paymentsnfiour partner, totaling $2.5 million. We expedttpartnerships such as this
will continue to generate milestone payments ageehinology advances closer to commercialization.

To strengthen our balance sheet, we completedvatprplacement of $2 million for four million unit§ common shares in May
2007; furthermore we completed a subsequent prplateement of $2.6 million in March 2008.

In the coming year, we plan to continue the devalept of our HSN1 vaccine with the goal of complgtin successful Phase |
trial in 2009. We will also begin a program to deyea seasonal Influenza vaccine. In addition,wilecontinue to work with
our partners to bring further financing to our c@myp and advance our technology closer to commeératain.

The successes of Medicago in 2007 are a direcitresuhe dedication and hard work of our employesanagement and
directors. On behalf of the Board of Directors dhd management of Medicago, | would like to thaok yor your continued
support in 2007.

Yours sincerely,

Pndens. 5. Soldon

Andrew J. Sheldon
President and CEO



YEAR ENDED DECEMBER 31, 2007
MANAGEMENT'S REPORT ON CONSOLIDATED FINANCIAL POSIT ION AND OPERATING RESULTS
All amounts included in this report are expresse@anadian dollars unless otherwise stated.

General

The following analysis provides a review of opevaél results, financial condition and cash flowstfee fourth quarter of 2007
and year ended December 31, 2007 and 2006 of Mgalice. (the Company). This analysis should bel isaconjunction with
the information contained in the consolidated fitiahstatements and related notes for years efeoémber 31, 2007, appearing
in the annual report of the Company, which are areg in accordance with generally accepted acauyiptiinciples (“GAAP”)

in Canada.

On April 1 2007, the Company completed a corporatgganization resulting in the creation of newitea# to perform all of its
research and development activities.

Company Overview

Medicago is committed to provide highly effectivedaaffordable vaccines based on our proprietarysfirike Particles (VLPS)

and manufacturing technologies. Medicago is devetp¥LP vaccines to protect against HSN1 pandemftuénza, using a

transient expression system which produces recanbiwaccine antigens in non-transgenic plants. fdubnology has potential
to offer advantages of speed and cost over compet@chnologies. It can deliver a vaccine foritegin less than a month after
the identification and reception of genetic seqasrfcom a pandemic strain. This production timenichas the potential to allow
vaccination of the population before the first wafea pandemic strikes and to supply large voluofegaccine 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 these asdiomp. The Company is not yet profitable and hd&demostly on non-
operational sources of financing to fund operatidifee Company's ability to continue as a going eomavill be dependent on
management's ability to successfully execute itsifmss plan, which includes an increase in reveang further 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 carryingevaiti assets and liabilities and the reported lossas balance sheet
classifications used.

Management believes that additional equity or detsted financing is required to continue the Com[samgerations. There is no
assurance that management will be successful simgaadditional funding. However, the Company hascessfully completed a
private placement of $2.6 million in March 2008.

Important Events in 2007

Collaboration agreements with an undisclosed Foet@d0 company

In December 2007, Medicago entered into a firdaboration and non-exclusive licensing agreemettt am undisclosed Fortune
100 company to develop a product outside of the fizow's core development pipeline. Under terms isf digreement, Medicago
has collaborated with the Fortune 100 company twaiack Medicago’s proprietary transient expressigstesn to produce a
therapeutic protein with a human-compatible glytasyn pattern. Medicago received a total paymen$s00,000 for this
collaboration, $350,000 in December 2007 and $1#Di0 January 2008.



On February 7, 2008, the company entered into aemctusive licensing agreement (the "Agreement'thvan undisclosed

Fortune 100 Company (the "Partner") for the develept and commercialization of the company's prdégne plant-based

production technology in exchange for an upfrongrpent of $1,500,000 and a payment of $500,000 anhiag an important

milestone. Under the terms of the Agreement, Meagtioaill grant the Partner 2,000,000 common sharehase warrants. Each
warrant entitles the Partner to acquire one comshame of the company for a period of three yedlsviing the execution of the
Agreement, at an exercise price of 15% over theketaprice at the time of execution of this Agreemeturing the first year,

increased by 10% for each of the two subsequemsyea

H5N1 Avian influenza VLP vaccine

In 2007 Medicago made a significant breakthroughusing its proprietary expression system to produsaccine candidate for
H5N1 Avian Influenza in highly immunogenic partislealled Virus-Like Particles (“VLPs”). VLPs havigsificant advantages
over conventional vaccines as they are known tcaeod immunity and therefore increase protectiorinagalisease. These
particles are similar to the virus from which thegre derived, however they lack viral nucleic adidhich results in the best
compromise between safety (not infectious) anaa€fy (highly immunogenic).

In October 2007, first positive preclinical reswtgere announced showing that Medicago’s Influent# Waccine triggered a

strong protective immune response against thellétBBl1l Indonesia strain currently in circulationhdse results demonstrated
Medicago’s Influenza VLP vaccine can provide a ective antibody response at doses as low ag. Further testing has now
demonstrated that we protect up to 100% of mica Iethal challenge with various deadly H5N1 virude®m these results,

Medicago has established that its candidate vadwsethe potential to protect against three ofddwdliest strains of Pandemic
H5N1 Influenza viruses circulating today.

Financing

In May 2007, Medicago announced the successful tetiop of a private placement of 4,000,000 unita atice of $0.50 per unit
for gross proceeds to Medicago of $2,000,000, esdihconsisting of one common share of Medicago amel common share
purchase warrant expiring in two years.

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

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

General and administrative, business developmeshiraallectual property costs consist of persorame related costs associated
with the Company’s functions as well as profesdidaas, office rent, utilities, insurance and otleerporate expenses. It also
includes intellectual property-related costs assed with the development and maintenance of thexgamy’s intellectual
property portfolio.



Consolidated Statements of Earnings
(In thousands of dollars, except per share amounts)

Year Quarters ended
December 31, September 30, June 30, March 31,
2007 2007 2007 2007 2007
Financial Results audited unaudited unaudited unaudited unaudited
Revenues $ 741 $ 556 $ - $ - $ 18,5
Expenses $ (63473) $ (2109,2) $ (10228) $  (1550,2) $ (1665,1)
Loss $ (62732 $ (20536) $ (10228) $  (1550,2) $ (1646,6)
Basic and diluted loss per share $ (0,32) $ (0,07) $ (0,06) $ (0,09) $ (0,10)
Year Quarters ended
December 31, September 30, June 30, March 31,
2006 2006 2006 2006 2006
Financial Results audited unaudited unaudited unaudited unaudited
Revenues $ 156,1 $ 200 $ 141 $ 775 $ 44,5
Expenses $ (7913,7) $ (2293,9) $ (1798,4) $ (17939) $ (2027,5)
Loss $ (77576) $ (22739) $ (1784,3) $ (1716,4) $ (1983,0)
Basic and diluted loss per share $ (0,68) $ (0,09) $ (0,16) $ (0,20) $ (0,23)

Comparison of the year 2007 and 2006
Revenues

Revenues from research agreements in 2007 wer@®&Y,4own from $156,000 in 2006. Work is prognegsn 2008-2009 on
our pandemic and seasonal vaccines which will teaslr first IND and phase 1clinical trial in 20608 our H5N1 vaccine. Please
refer to the “Outlook for 2008-2009” in this repdot further details.

Expenses

Research and development expenses totaled $3,04ih,@007, a reduction of $1,228,000 from $4,260,002006. The decrease
in research and development expenses in the y&at iB0mainly the result of a reduction of more ti$590,000 in salaries, of
which $288,000 was due to maternity leave. Moreoiedicago spent $164,000 less on outsourced ainvark in 2007
compared to 2006. Research and development expamsesconsistently lower in 2007 compared to 2Q36a result of the
Company’s focus with its new pandemic Influenzacuae.

Research grants and contribution decreased by @83 $4,000 for the year 2007 compared to 200GinQuthe year, this

amount increased due to the proceeds of a nondgemtierest loan (TPC) in the year 2006 from theleamentation in 2007 of
new accounting standards with the financial ins&ota described in note 3 of the financial statemeht year-end, $393,000 of
grants were reclassified as a reduction of othefim@ncial expenses to respect the substancasitéim.

Research and development tax credits were at $98Xdr the year 2007, $29,000 higher than the P&A6. After its initial
public offering in August 2006, Medicago was nolealp claim the federal 35% investment tax cretite Company completed a
corporate reorganization in April 2007 that redtilie the creation of new entities to perform allitsfresearch and development
activities and therefore maximizing its federaldstment tax credits. Moreover, the Company has detkits 2006 provincial tax
returns during the quarter claiming an additionh7&000 credits. The calculations of investmentdeedits contain a reserve
concerning the perceived risks associated to tkesdits. Lower research and development expenselseiryear 2007 have
reduced the absolute amounts of allowable reseandhdevelopment expenses claimed for investmenttadits but the tax
reorganization has increased the combined rate f&prih 1 2007.



General and administrative expenses decreased 65,8, or 10%, to $2,429,000 in 2007 from $2,60d,; 2006. The main
variations in general and administrative expensggear 2007 compared to the 2006 are a decreds2956{000 in salaries. This
decrease in salaries was due to the replacemettteohief financial officer by a consultant and texmployees that left the
Company during the year without being replaced. édger, the Company has reduced its travel andtairtarent expenses by
$66,000 in 2007 compared to 2006 given the conapjdied throughout the Company.

Depreciation of property, plant and equipment antedirio $567,000 for the year 2007, $54,000 lowantthe same period in
2006. The variation is due to the declining balashepreciation method.

Amortization of intangible assets stood at $125,d00ng the year 2007, $8,000 lower than the sapréog in 2006. The
variation is due to the straight-line amortizatmopthod.

Other net financial expenses amounted to $1,08&@0Me year 2007, $69,000 lower and comparabthésame period in 2006.
Although interest rates have increased on the teng- Bio-Levier debt resulting in an increase off&®00, at years-end,
however, $393,000 of research grants and contabutiave been reclassified to other net financigdeases to respect the
substance of this element. A total of $1,275,00Miefrests on the Bio-Levier debt were capitalitethe principal during the year
2007 ($1,052,000 in 2006).

Consolidated loss for the year 2007 was $6,273,00060.32 per basic and diluted share compared ltzss of respectively
$7,758,000, or $0.68 per basic and diluted shag®06.

Comparison of the quarter ended December 31, 20@72806
Revenues

Revenues from research agreements in 2007 wer@®&¥dpwn from $156,000 in 2006. Work is progregdim2008-2009 on
our pandemic and seasonal vaccines which will teaalr first IND and phase 1 in 2009 on our H5Ntoiae. Please refer to the
“Outlook for 2008-2009” in this report for furthdetails.

Expenses

Research and development expenses decreased byp@1 73 $844,000 in the fourth quarter of 2007 cared to 2006. The
decrease in research and development expensess lastiguarter of 2007 is mainly the result of duion of $74,000 in salaries,
compared to the last quarter of 2006. Researchdamdlopment expenses were consistently lower irv 2Z@fnpared to 2006,
resulting from the Company’s tight focus on its neandemic Influenza vaccine.

Research and development tax credits were at $7g®Ghe three-month period ended December 317 2699,000 higher than
the three-month period ended December 31, 2006 Ciimepany completed a corporate reorganization ol AfR007 resulting
in the creation of new entities to perform all t&f iesearch and development activities and thusmizirg its federal investment
tax credits. The calculations of investment taxditeecontain a reserve concerning the perceivedd @ssociated to these credits.
Lower research and development expenses in the 3@@ar have reduced the absolute amounts of all@veddearch and
development expenses claimed for investment taditsrbut the tax reorganization has increased dinebined the rate from April

1 2007.

General and administrative, business developmentirsellectual property expenses increased by ®1010 $808,000 for the
three-month period ended December 31, 2007 compar2@06. This variation is minimal compared te #ame period in 2006.

Depreciation of property, plant and equipment antedirto $145,000 for the three-month period endedebwer 31, 2007,
$18,000 lower than the corresponding period in 200@ variation is due to the declining balancerdejation method.

Amortization of intangible assets stood at $31,680€ing the three-month period ended December 307,2819,000 lower than
the corresponding period in 2006. The variatiodus to the straight-line amortization method.

Other net financial expenses amounted to $19,000the three-month period ended December 31, 20@87,$00 lower
compared to the same period in 2006. Althoughrésterates have increased on the long-term Biodredebt, the Company
reclassified at year-end $393,000 of research giam contribution to other net financial experitsegspect the substance of this
element.



Consolidated loss for the three-month period endedember 31, 2007 was $2,054,000, or $0.07 pec lzami diluted share
compared to a loss of $2,274,000, or $0.09 in 2006.

Generally, our quarterly losses decreased durir@y 2fecause of tight controls on expenses. The meloction occurred in
research and development activities as a restlteo€ompany’s tight focus on targeted and promisgsgarch and development
projects, principally with its new pandemic Inflenvaccine program.

Financial position
(In thousands of dollars)

As of December As of December

31 31

2007 2006
Balance Sheet audited audited
Curent assets $ 13116 $ 2622,8
Property, plant and equipement $ 40609 $ 4536,6
Curent liabilities $ 20413 $ 1303,4
Long-term debt $ 144511 $ 14 005,3
Shareholder's deficiency $ (98309 $ (5 757,6)

The Company had cash and cash equivalents andtshortdeposits totaling $224,000 on December 307268 decrease of $1.4
million from December 31, 2006. The Company hadegative working capital of $0.7 million as at Dedmmmn 31, 2007, a
decrease of $2 million compared to 2006.

Total consolidated assets were $6.7 million asefddnber 31, 2007, a decrease of $2.9 million frOré #illion as of December
31, 2006. The variation is mainly due to a decreafs81.4 million in the total of cash and cash eglents and short-term
deposits.

The Company’s primary capital needs are the furdsired to support its scientific research and ligreent activities including
preclinical and clinical trials and capital expendes for development of its pilot plant facilitias well as working capital. Since
its inception, the Company has financed its casjuirements primarily through issuances of secitinvestment tax credits,
government funding, cost recoveries, contract mesegvenues, long-term debt and short-term deatagueed by its investment
tax credits.

Work is progressing in 2008-2009 on our pandemit sgasonal vaccines which will lead to our firsDIind phase 1 in 2009 on
our H5N1 vaccine. These steps will require impdrtumds. Medicago is working on closing additiofisancings in 2008.
Please refer to the “Outlook for 2008-2009" in théport for further details.

The Company believes that, with the financial reses currently at its disposal, it needs to rawéitaonal 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 additdfinancing. The Company
seeks additional forms of debt or equity financibgt cannot provide assurance that it will be sssfié in doing so. See ‘Risk
Factors™ of this report.

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

Long-term debt

At December 31, 2007, the Company's long-term defmunted to $14.5 million, an increase of $0.5iarilffrom the balance of
$14 million as of December 31, 2006. Under the teohthe Bio-Levier loan agreement, the Companydsde maintain its
current ratio of 1.3/1 or higher. As at Decembgr 3007, this ratio stood at 0.6/1 (2.0/1 as atebdwer 31, 2006). However,
Medicago obtained a waiver from Investissement @uaéb that regard.



As a result of the application of the new accountstandards, the opening balance of those debts hagn decreased by
$271,368 considering an effective interest rat@@%. Additional non interest-bearing debts weretiamted in fiscal year 2007.
Since these debts are non-interest bearing, theg haen decreased by $392,582 and reflected inngaras grants so as to
consider an effective interest rate of 20%.

Cash flow
(In thousands of dollars)

Periods ending Periods ending

December 31, 2007 December 31, 2006

Audited Year 2007 Q4 Year 2006 Q4
Audited Unaudited Audited Unaudited

Operating activities $ (4154,2)| $ (947,00 $ (4261,9)| $ (472,0)
Financing activities $ 2810,7| % 10374 $ 39332| $ 233,5
Investing activities $ 112441 % 64 $ 58251 $ 984,5
Net change in cash $ (219,1)] $ 96,8 $ 25381 $ 746,0

Operating Activities

Cash used in operating activities decreased by®0libn during the year ended December 31, 200%gared to the same period
in 2006. This reduction is mainly the result of thecrease of $1.5 million in the loss for that yehis is however almost all
compensated by the changes in non-cash workingataeims which required $1.3 million less cashinigithe period compared
to the same period in 2006.

Financing Activities

Cash from financing activities decreased by $1Hianito $2.8 million during the year 2007. Althglnthe Company raised $2.0
million in equity in May 2007, it contracted $2,9llion of long-term debt in the year ended DecenibEr2006 compared to $0.6
million in 2007.

I nvesting Activities

Cash used in investing activities, excluding threntdeposit, has been minimal during 2007.

Use of proceeds of the IPO

The following table provides information concernitige use of proceeds resulting from the Compamyitsal public offering
pursuant to a final prospectus dated July 31, 2006.

Per prospectus From September 1, 2006
through

Use of Proceeds December 31, 2007
Development of the Company's endogenous molecule of alfalfa $250 000 $250 000
and aprotinin product candidates, including preclinical trials
Investment in business development activities to secure $1 000 000 $1 000 000
partnership and alliances
General corporate purposes $111 000 $111 000
Total : $1 360 000 $1 360 000

The Company completed most of the preclinical r@h its endogenous molecule prior to the closinp® IPO and did not start
preclinical trials on aprotinin. The Company doeg anticipate doing any work on aprotinin as B&yédrrasylol product is
actually under review by the FDA for safety reasoiitis money was used in preclinical trials butda influenza vaccine based
on Hemagglutinin (HA).
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Contractual Obligations

The Company has certain contractual obligationscamdmercial commitments. The following table ind&sathe Company’s cash
requirements to comply with these obligations:

Minimum payments under the Company’s contractutigations are as follows as at December 31, 2007:

Total 2008 2009 2010 2011 2012 Thereafter
Operating leases 999 405 153 378 203 046 152 286 203 046 203 046 84 603
Licenses 737 000 72 000 102 000 122 000 147 000 147 000 147 000
Long-Term Debt 15578 816 13 072 173 069 160 000 160 000 160 000 14 912 675

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

Outstanding Share Data

As of April 22, 2008, there were 34,112,440 comnstrares issued and outstanding, 1,679,808 stocknsptutstanding,
16,574,530 warrants outstanding and 420,268 optiatstanding.

Subsequent Events

On January 28, 2008, the Company collected thensktrtanche of $150,000 for a total payment of $800,0f the collaboration
and non-exclusive licensing agreement with an whabed Fortune 100 company to develop a produsidaibf the Company’s
core development pipeline.

On February 7, 2008, the Company entered into aemalusive license agreement for the developmedtcammercialization of

the Company's proprietary plant-based productiohrtelogy in exchange for an upfront payment of 82,600 and a payment of
$500,000 upon attainment of an important milestddeder the terms of the Agreement, Medicago withrgrthe Partner

2,000,000 common share purchase warrants. Eaclantamntitles the Partner the right to acquire amrmon share of Medicago
for a period of three years following the executiddrthe Agreement, at an exercise price of 15% tivemarket price at the time
of execution of this Agreement, during the firstiyd@ncreased by 10% for each of the following tyears.

On March 11, 2008, the Company granted 180,00k siptions to employees and directors. The stoclonptwere issued at an
exercise price of $0.66 and expire in five years.

On March 14, 2008, the Company completed a pripkteement of 13,000,000 units (the “Units”) at &@mf $0.20 per Unit for

gross proceeds of $2,6 million, each Unit consistdri one common share of Medicago and one-half comshare purchase
warrant. Each share purchase warrant entitlehdlder thereof to purchase one common share ate @i $0.25 until March 14,

2010. The Company paid a cash finder's fee offo&onnection with this placement.

On March 26, 2008, the Company amended the terrnts lofan from Investissement Québec whereby ok Bf the interests of
the year 2008 will be capitalized to the loan irtleange for the issuance of 643,877 warrants expirinthree years with an
exercise price corresponding to the weighted aee@gthe last five days preceding the issue reqt@ediSX Venture. This
agreement is subject to the TSX Venture’'s acceptanc

On March 31, 2008, the Company granted 83,850 sbptions to an officer and director. The stock opsi were issued at an
exercise price of $0.62 and expire in five years.



Outlook for 2008-2009

Medicago continues to work towards the developnuérits HS5N1 vaccine in 2008 as well as to begin deselopment of its
annual influenza vaccine. The Company expectsdt@fing milestones to be completed in 2008 and200

H5N1 pandemic vaccine:

- Immunogenicity and lethal challenge study in fesret
- Pre-IND meeting with regulatory authorities;

- Toxicology study;

- IND filing and initialization of Phase | studies;

- Completion of phase | study;

Seasonal vaccine:

- Production of a trivalent VLP based seasonal vagcin
- Initial immmunogenicity studies;
- Pre-IND meeting with regulatory authorities.

Partnerships:
- Ongoing discussion with potential and existing pers.
Financing:
- In order to attain these milestones, additionatsesiof financing will be completed in 2008.

Critical Accounting Policies and Estimates

Use of Estimates

The preparation of financial statements in confoynwith Canadian GAAP requires management to maktmates and
assumptions that affect the reported amounts adteisnd liabilities reported in the financial staémts. These estimates and
assumptions also affect the disclosure of contioigasnat the date of the financial statements aadaported amounts of revenues
and expenses during the year. Actual results odiffier from those estimates.

The Company is entitled to tax credits on scientiisearch and experimental development expenditiiteese tax credits and
grants are recorded when there is a reasonableaasswof their recovery using the costs reductiethad.

Long-Lived Assets

Long-lived assets are reviewed for impairment wlements or circumstances indicate that costs maybeotecoverable.
Impairment exists when the carrying value of theea$s greater than the pre-tax undiscounted futash flows expected to be
provided by the asset. The amount of impairmery, ldsny, is the excess of the carrying value dtesfair value.

Research and Development Costs

All expenses related to development activities,clvido not meet generally accepted criteria for miefeand research activities
are expensed as incurred. Development expenses wiget generally accepted criteria for deferralcagitalized and amortized
against earnings over the estimated period of ltered at December 31, 2007 and 2006, no developroests have been
capitalized.

Research and Development Tax Credits and Grants

The Company is entitled to scientific research axgerimental development tax credits granted by Glamadian federal
government and the government of the Province @h@a. These tax credits and grants are accounteiftg the cost reduction
method. Accordingly, tax credits and grants areomded as a reduction of the related expenses dtat&xpenditures in the
period the expenses are incurred.



During and following the taxation year during whitie Offering is completed, federal tax creditated to scientific research and
experimental development expenditures incurredetifear would no longer be refundable and may oelysed by the Company
to reduce future income taxes payable, if any. Chmpany completed on April 1 2007 a corporate raoiation resulting in the
creation of new entities to perform all of its resgh and development activities and thus maximimfederal credit rates related
to scientific research and experimental developregpéenditures.

Revenue Recognition

Revenues related to research agreements are bounilestone agreements and are recorded as thetomiés are reached and
upon customer acceptance. Under these agreembatgayments received in advance are recognized tbeeterm of the
agreement.

Development agreements are at fixed prices andos@stuns are assumed by the Company.
New Accounting Standards

On January 1, 2007, the company adopted prosphcthve following new accounting standards issuedhgyCanadian Institute
of Chartered Accountants ("CICA"):

» Section 1506, "Accounting Changes." This secti@spribes the criteria for changing accounting pedictogether with
the accounting treatment and disclosure of changeaccounting policies, changes in accounting ests and
corrections of errors.

e Section 1530, "Comprehensive Income." This seatistablishes standards for reporting and displagedtiin gains and
losses recognized in comprehensive income, butidzd from net income.

» Section 3251, "Equity". This section establishemdéards for the presentation of equity and chamge=quity. The
requirements of this section are in addition tosthin "Comprehensive Income", Section 1530, "Skastal”, Section
3240, and "Reserves", Section 3260.

e Section 3855 "Financial Instruments — Recognitiord aMeasurement”. This section describes the stdadéor
recognizing and measuring financial instrumenttha balance sheet and the standards for reporsimg gnd losses in
the consolidated financial statements. Financiaktssavailable for sale, assets and liabilities Hel trading and
derivative financial instruments, whether they jpagt of a hedging relationship or not, have to lBasured at fair value.
The company does not use hedge accounting.

e Section 3865, "Hedges." This section provides dermdtive to Section 3855 for entities that chotsedesignate
qualifying transactions as hedges for accountingp@ses. It replaces and expands on Accounting Guoédé&cG-13,
"Hedging Relationships," and on the hedging guiddancSection 1650, "Foreign Currency Translation."

As a result of the adoption of these standardsgdingpany has made the following classifications:

Cash and cash equivalents Held for trading
Other receivables Loans and receivables
Financing receivable Loans and receivables
Bank loans Other financial liabilities
Accounts payable and accrued liabilities Otheatficial liabilities
Long-term debt Other financial liabilities

Financial and Other Instruments
Fair Value

The Company's financial instruments recognizedchan lialance sheet consist of cash and cash equsjaéatounts receivable,
financing receivable, grants receivable, bank lpansounts payable and accrued liabilities and-teng debt. The fair values of
these financial instruments approximate their éagywalue due to their short-term maturity or tarent market rates. The fair
value of the long-term debt approximates its cagwalue due to the use of the effective interats method.
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Credit Risk

Financial instruments which potentially subject ®empany to credit risk consist principally of castd cash equivalents. The
Company's cash and cash equivalents are held wittswed by high-credit quality financial instittis; therefore the company
considers the risk of non-performance on theseunsnts to be remote.

Currency Risk

Certain Company's operations are denominated inseukccordingly, certain items recorded in the beéasheet or in the
statement of earnings are exposed to currencyuiticins. The Company has no forward exchange cdrdsaof December 31,
2007.

Risk factors and Uncertainties

Early Stage Development

Medicago is still at an early stage of developméalying commenced its operations in 1999, and Is&fl a short operating
history. The Company’s product candidates or tpady products will require additional investmerits move through
commercialization and it is not certain that theseducts will be produced at reasonable cost arditywor be successfully
marketed. It is not known whether the Company’stment in such products or product candidatesbwiltecovered through
sales or royalties.

Since the Company’s more advanced products argetlipical development, the Company still has remdnstrated efficacy in
humans for any of the Company’s plant producedgmmetor received any regulatory authorization fiamical trials. It is not
known whether the Company will meet applicable theadgulatory standards and obtain the requiredla¢gyy approvals for its
current products or product candidates.

Currently, the Company'’s ability to produce a comeiad quantity of its products and product candidahhas not been proven
and the Company still does not have the manufajwapacity to produce at such a commercial |eAgtlitional investments
will be required to build the manufacturing cappdid meet the market needs and these scale-uptmperanay change the
Company’s cost structure that may affect somesgbliatform benefits or lower capital costs and Iothe cost of goods sold.

The Company is still several years away from conoméreation and it may encounter unforeseen diffies or delays in its
operations and it is possible that competitors mheyelop alternative production methods which caelduce the Company’s
competitive advantages.

History of Operating Losses

As at the present date, the Company has not redomdg revenues from the sale of products or prodacdidates. The
Company has an accumulated deficit, since its immeghrough December 31, 2007 of $36,271,760. éaswe expected to
increase in the near term as the Company contitsiggoduct development and, in the case of phaentéal proteins, seeks
regulatory approval for the sale of its productdidates. Operating losses are expected to be egtumtil such time as product
sales and royalty payments are sufficient to geaesvenues to fund its continuing operations. @uéao-quarter fluctuations in
revenues, expenses and losses are also expected.

Regulation of Drug and Product Approval

Potential investors should be aware of the risksblems, delays, expenses and difficulties whigh@mpany may encounter
in light of the extensive regulatory environmentihich its business is carried on.

Numerous statutes and regulations govern the metunéaand sale of human therapeutic products ira@anthe United States
and other countries, the intended markets for thmg@any’s products and product candidates. Sucklégin and regulation

bears upon the approval of manufacturing faciljttesting procedures and controlled research, ipieal and clinical data prior

to marketing approval, including adherence to cGit#hdards during production and storage, as web@dation of marketing

activities, including advertising and labelling.

Many of the products, product candidates and pemseghat the Company is currently developing reguignificant

development, testing and the investment of sigaifidunds prior to their commercialization. Thees e no assurance that any
of such products, product candidates or procesikeactually be developed to a commercial level.
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Before obtaining regulatory clearance for the comuiaé sale of any of the Company’s pharmaceuticatipct candidates, the
Company must demonstrate through preclinical studied clinical trials that the potential produchdidate is safe and
efficacious for use in humans for each target @iim. The results from preclinical studies andyealinical trials may not be

predictive of results that will be obtained in largcale testing, and there can be no assurancthth@ompany’s clinical trials

will demonstrate sufficient safety for an IND orbsequent phases or steps in human trials evenpaéelinical testing and/or
human data is submitted. The failure to adequateiyionstrate the safety and efficacy of a produntlickate under development
could delay or prevent regulatory clearance ofpbeential product candidate and would have a nadtadverse effect on the
Company’s success.

Any drug is likely to produce some toxicity or usi@ble side effects in animals and in humans wheéministered as a
monotherapy or in combination with other drugs. rEhean be no assurance that unacceptable toxadtyerse events or side
effects will not occur at any dose level at anyetim the course of toxicological studies or of huntdinical trials of the
Company’s potential product candidates as a monaplyeor in combination with other drugs. The appaee of any such
unacceptable toxicity, adverse events or side &ffet toxicology studies or in clinical trials coutause the Company or
regulatory authorities to interrupt, limit, delay @abort the development of any of the Company’sdpod candidates and could
ultimately prevent their clearance by Health Candlda FDA or other regulatory authorities, for anyall targeted indications.
There can be no assurance that a phase, comparstapof a trial will be successful or safely cdetpd allowing a subsequent
phase, step or component of a trial or a trial'sigteto commence. There is no assurance that HEaltlada, the FDA or other
regulatory authorities will accept a specific pagbor protocol design regardless of phase, stepsomponents of a phase.
Furthermore, after a trial or phase of a trial basimenced, Health Canada, the FDA or other regylatothorities could place
the trial on clinical hold if Health Canada, the &Dr other regulatory authorities determine a toialts design may be unsafe or
require clarifications regarding protocol desidgrthe Company is placed on clinical hold, theradgsassurance the objections or
issues will be overcome or resolved and such toalld be postponed and/or terminated. Even aftergbeleared by Health
Canada, FDA or other regulatory authorities, a pobdandidate may later be shown to be unsafe ptonbave its purported
effect, thereby preventing its widespread use quireng withdrawal from the market. There can beassurance that any
product candidates the Company has developed bdevielop will be safe when administered to patent

The rate of completion of clinical trials in relati to the Company’s products will be dependent ypomong other factors, the
rate of patient enrolment. Patient enrolment igrecion of many factors, including the size of gaient population, the nature
of the protocol, competing trials for the same gratipopulation, the proximity of parties to clinicites, the eligibility criteria
for the study and interest of clinical investigatoDelays in planned patient enrolment may resuihéreased costs, delays or
termination of clinical trials, which could havenmterial adverse effect on the Company’s succesaddlition, the Company’s
staff has limited clinical experience and, as altesvill rely on third parties to assist the Compgan overseeing and monitoring
the clinical trials, which may result in delayscompleting clinical trials, or them not being coetegld at all, if such third parties
fail to perform under their agreements with the @any or fail to meet regulatory standards in thefgpmance of their
obligations under such agreements. There can lasswance that the Company will be able to submévadrug application as
scheduled if clinical trials are completed or thay such applications will be reviewed and cledrgdiealth Canada or FDA in
a timely manner or at all.

Regulation of Genetically Engineered Plants

The Company must comply with regulations of the WSEhe CFIA and other regulatory authorities fortdmor releases of
genetically engineered organisms as well as ottayets designed for use on or with agriculturalducts. The USDA and the
CFIA prohibit growing and transporting geneticatiypdified plants except pursuant to an exemptioanger special permits. In
order to obtain the required permits, the Compaitlyb® required to demonstrate that the Companydagisfactory procedures
for the growth of its genetically modified plantsdafor the control of seed stocks, harvested natgsiocessing facilities, and
waste material from such plants. There can be sorasce that permits will be granted to the Comparaytimely fashion, if at
all. In addition, the conditions to the grant otkyermits may be time consuming or expensive lier Gompany to fulfill.
Furthermore, changes in regulations or policiethefUSDA, the CFIA and other regulatory authoritiegarding the growth and
movement or field release of genetically modifiddnp hosts could adversely affect the Company’sriass by increasing the
cost of its products and technologies or decreasiogsumer demand for those products and technaslogiecausing
governments to prohibit their sale or use. If themPany fails to comply with such rules or policidgsmay be subject to
financial loss or be liable for costs incurred asesult of non-compliance. To the knowledge of @@mpany, no regulatory
requirement for the outdoor commercial growth ahsgenic plants producing pharmaceutical protefissbieen promulgated in
Canada, the United States or elsewhere.

12



Rapid Technological Change

Considering the rapid evolution and the substariBahnological change of the industry, there cannbeassurance that
developments by others will not render the Compamgthnologies non-competitive or that the Compaitybe able to keep
pace with technological developments. The Compatyrspetitors may also have developed or may belaieivg technologies
which could become the basis for competitive présland product candidates. Some of these prodondtp@duct candidates
may prove to be more effective and less costly thanproducts and product candidates developelabrare being developed
by the Company.

Dependence on Key Personnel

The Company depends on certain members of its neamagt and scientific staff and the loss of servafesne or more of said
persons could adversely affect the Company. Iteésensary for the Company to continue to implemewt inprove its
management systems and to continue to recruitraminew employees in order to manage its growficgfely. In particular,
the Company will need to recruit personnel with erignce in cGMP manufacturing, drug development quality control.
While the Company has been able to attract andhrekdled and experienced personnel in the past&assurance can be given
that it will be able to do so in the future.

Competition

Technological competition is intense in the indysir which the Company operates. Competition cofre® pharmaceutical
companies, biotechnology companies and universitiewell as companies that participate in eacthe@fmion-pharmaceuticals
markets the Company is attempting to address ustiprioducts and product candidates. Many of the fi2my's competitors
have substantially more financial and technicabueses, more extensive research and developmeabitiips and greater
marketing, distribution, production and human reses than the Company. Moreover, competitors maglde products before
the Company develops its own products and prodaoctlidates and may obtain regulatory approval fahsproducts and
product candidates more rapidly than the Companyduts and product candidates and processes wwhicimore effective
than those that the Company intends to developbeajeveloped by the Company’s competitors. Researdldevelopment by
others may render the Company’s technology, predaetl product candidates or processes non-compstitiobsolete.

Negative Public Reaction to Genetically Engineefedhnology

Future commercial success of some of the Compamgducts and product candidates and of the prochfcsome of its
partners will depend in part on public acceptarfah® use of genetically engineered products andymst candidates, including
drugs, plants and plant products. Claims that geaibt engineered products and product candidatesiasafe for consumption
or pose a danger to the environment may influenddip attitudes, regardless of their veracity. Nagapublic reaction to
genetically modified organisms and products andipco candidates could result in greater governmegilation of genetic
research and resultant products and product caedidimcluding stricter labeling requirements, @aodld cause a decrease in
the demand for the Company’s products and produntlidates, even if such products and product cateiddo not result from
genetically modified organisms.
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Patents and Proprietary Rights

The Company’s success depends, in part, on itgyatulsecure and protect its intellectual propeigyts and to operate without
infringing on the proprietary rights of others aving third parties circumvent the rights ownedicensed by the Company.
Applications for patents in Canada, the United edtand in other jurisdictions have been filed dm €ompany is actively
pursuing them. The patent positions of pharmacaluand biotechnology firms, including the Compaaye uncertain and
involve complex questions of law and fact for whiofportant legal issues remain unresolved. Theegfibis not clear whether
the Company'’s pending patent applications will leisuthe issuance of patents or whether the Comppeél develop additional
proprietary products and product candidates whiehpatentable. Part of the Company’s strategy essioh its ability to secure
a patent position around the production of a redoarti protein using its Proficia™ technology platfo There is no assurance
that the Company will be successful in this apphoaied failure to secure patent protection may leweaterial adverse effect
upon the Company and its financial condition. Alde Company may fail in its attempt to commerez®lproducts and product
candidates without having to license additionaépts, such as patents relating to plant transfoomatr the use of certain plant
specific genetic elements. Moreover, it is not clehether the patents issued or to be issued t€dmepany will provide it with
any competitive advantages or if any such pateiitde the target of challenges by third partiebetiher the patents of others
will interfere with its ability to market its prodts and product candidates or whether third pawid<ircumvent its patents by
means of alternate processes. Furthermore, itgsilple for others to develop products and prodantates which have the
same effect as the Company’s products and produmtidates or production technologies on an indepetioasis or to design
around technologies patented by the Company.

Patent applications relating to or affecting thempany’s business have been filed by a number ofnpheeutical and
biotechnology companies and academic institutidnaumber of these technologies, applications oematmay conflict with
the Company’s technologies or patent applicatiomd$ such conflict could reduce the scope of pateateption which the
Company could otherwise obtain or even lead tos@faf its patent applications.

There is no assurance that the Company will be &bnter into licensing arrangements on reasonzadnemercial terms, or
develop or obtain alternative technology in respafcpatents issued to third parties that incidéytabver its products or
production technologies. Any inability to secureelses or alternative technology could result liaydein the introduction of
some of the Company’s products or product candsdatesven lead to prohibition of the developmerdnafacture or sale of
certain products by the Company. Moreover, the Gomgpcould potentially incur substantial legal costsdefending legal
actions which allege patent infringement, or byitang patent infringement suits against others.

It is not possible for the Company to be certait this the creator of inventions covered by pagdiatent applications or that
the Company was the first to file patent applicagidor any such inventions. No assurance can bendivat the Company’s
patents, once issued, would be upheld by a couthah a competitor’s technology or product woukdfbund to infringe on the
Company’s patents.

Moreover, much of the Company’s know-how technolegyich is not patentable may constitute trade $eciiéherefore, the
Company requires its employees, consultants, advieod collaborators to enter into confidentialityreements. However, no
assurance can be given that such agreements wifider for a meaningful protection of the Comparty&le secrets, know-how
or other proprietary information in the event offamauthorized use or disclosure of information.

Potential Product Liability

A risk of product liability claims and related néiga publicity is inherent in the development ofntan therapeutic and other
products. Product liability insurance is expensiteavailability is limited, and may not be onrter acceptable to the Company,
if at all. The commercialization of the Company&tgntial products and product candidates coulchbibited or prevented by
an inability to maintain sufficient insurance coage on reasonable terms or to otherwise protedhstgpotential product
liability claims. A product liability claim againghe Company or the withdrawal of a product or piiccandidates from the
market could have a material adverse effect uperCibmpany and its financial condition.
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Additional Financing Requirements and Access toitahp

The Company requires significant additional funds further research and development, planned dlinigals, regulatory
approvals, establishment of pilot scale and comialencanufacturing capabilities and the marketingt®froducts and product
candidates. An attempt may be made to raise addlitimnds for the aforementioned purposes throughip or private equity
or debt financing, and collaborations with othestbchnology companies, or financing from other sesrmay be undertaken.
There can be no assurance that additional fundilighe available on terms which are acceptablehts €Company and which
would result in successful commercialization of pt®ducts and product candidates. If adequate figndi not available, the
Company may be required to delay, reduce, or etiteirone or more of its product development programebtain funds
through corporate partners or others who may reghig Company to relinquish significant rights totpct candidates or obtain
funds on less favorable terms than the Companydwvotlierwise accept.

Unproven Market

Much of the Company'’s strategy is based on theeb#tiat the application of its technologies to depeproducts and product
candidates for the markets it is addressing wélikein the creation of new, commercially viabl®egucts. Notwithstanding the
Company'’s estimated market potential for its prasiand product candidates, no assurance can be tigethese beliefs will

prove to be correct owing to, in particular, conjg@t from existing or new products and the yebtestablished commercial
viability of its products and product candidates.

Market Acceptance

Even if the Company develops safe and effectivelyets and obtains the necessary regulatory ap,oe process will take
years, and by the time this occurs, because ofdhepetitive and dynamic nature of the drug develpnindustry, there is a
risk that at such time, any such product:

— will not be economical to market, reimbursable byd party payers, or marketable at prices that allow the
Company to achieve profitability;

— will not be successfully marketed or achieve madgeeptance;

— will not be preferable to existing or newly devedopproducts marketed by third parties; or

- will infringe proprietary rights held by third ps&$ now or in the future that would preclude Medwdrom marketing
any such product.

The degree of market acceptance of products deseélbp Medicago, if any, will depend on a numbefaators, including the
establishment and demonstration in the medical comity of the clinical efficacy and safety of the Bpany’s products and
their potential advantage over alternative treatrmathods. There is no assurance that physicisatsents or the medical
community in general will accept and utilize anpgucts that may be developed by the Company.

In addition, by the time the Company’s productsanfy, are ready to be commercialized, what the Gombelieves to be the
market for these products may have changed. Anmatds referenced herein of the number of patietis have received or
might have been candidates to use a specific ptotkay not accurately reflect the true market or ketprices for such
products or the extent to which such productsyétessfully developed, will actually be used byigras.

The Company’s failure to successfully introduce amarket its products that are under developmentldvbave a material
adverse effect on its business, financial condiéind results of operations.

Sales, Marketing and Distribution Capabilities

The Company currently has no sales, marketinggiridution capability. The Company intends to refimarily on its partners
to market its product candidates, if and when aygalp however, there can be no assurance that srtieps or collaborators
have effective marketing, sales and distributiopatslities.

If the Company or its partners are unable to eistalolr maintain relationships with partners wittesamarketing or distribution
capabilities and the Company or its partners ageaired to market any of the Company’s productsatliyethe Company or its
partners will have to develop a marketing and sidese with technical expertise and with supportiistribution capabilities.
There can be no assurance that the Company oaiitsgps will be able to establish or maintain stelationships with third
parties or develop in-house marketing, sales asttilolition capabilities.
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Cost Overruns

As a contract manufacturer organization, the Compeas entered and will enter into agreements witéras agreed to execute
specific obligations for a fixed price. The Companfailure to successfully execute its obligatiomghout incurring cost
overruns, for which the Company is liable, woulddna material adverse effect on its business, fiiahoondition and results of
operations.

Commercial Manufacturing

The Company has no experience manufacturing coniahepeantities of products and does not currentlyehthe resources to
commercially manufacture any products that the Gaomgpmay develop. Accordingly, if the Company becsreaccessful in
developing any product with commercial potentidle tCompany would either be required to develop famwdlities to
manufacture independently or secure a contract faaturer or enter into another arrangement wittdtparties to manufacture
such products. If the Company is unable to develagh capabilities or enter into any such arrangémeriavorable terms, the
Company may be unable to compete effectively innttaeketplace. If the Company is unable to manufactu contract for a
sufficient supply of product on acceptable termsjfdhe Company encounters delays or difficultirdts relationships with
manufacturers or collaborators, its preclinicalnichl testing and/or product sales could be delaybereby delaying the
submission of products for regulatory approval anddarket introduction and subsequent sales of pumtiucts.

Establishment of Internal Drug Development Capébai

The drug development process is inherently comgleg. preparation of cGMP quality material for atiali trials, the design and
implementation of those trials and the reportinghafse results to the FDA and other agencies reguinigh level of expertise
and experience from the Company if this processoibe successful. The Company does not have perbamithin its
organization who have such experience, nor is there assurance that the Company will be able teuitesuch people as
employees. Failure to do so could lead to delaybenimplementation and completion of clinical Isjeor even lead to clinical
failure due to poor clinical design or execution.

Dependence on Collaborative Partners

The Company’s strategy is to enter into variousragements for clinical testing, and eventual mastufing, marketing and

commercialization of its products and product cdatits. The Company also expects to enter intolmitdions for the potential
development and commercialization of its producetd product candidates with other firms, pursuantviich the Company

may receive additional funding, including milestop@yments. The Company also intends to enter idthtianal corporate

partnership agreements to develop and commerciataucts and product candidates based upon isteohnology. There can
be no assurance, however, that the Company willlbihe to establish such additional collaborationdawmorable terms, if at all,

or that its current or future collaborative arramgats will be successful.

Should any collaborative partner fail to succe$gfdévelop or commercialize any product or produamdidate to which it has
rights, or any of the partners’ products or prodeemdidates to which the Company has rights, isn@ss may be adversely
affected. In addition, while the Company believiattits current and eventual collaborative partneils have sufficient
economic motivation to continue their funding, thean be no assurance that any of these collabosatiill be continued or
will result in successfully commercialized produotsproduct candidates. Failure of a collaboratigetner to continue funding
any particular program could delay or halt the d@weent or commercialization of any products orduct candidates arising
out of such program. In addition, there can bessuence that the collaborative partners will nospe alternative technologies
or develop alternative products or product caneéslagither on their own or in collaboration with e$y including the
Company’s competitors.
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Hazardous Materials: Environmental Matters

The Company’s discovery and development processasve the controlled use of hazardous and radieachaterials. The
Company is subject to federal, provincial and Idaals and regulations governing the use, manufactiorage, handling and
disposal of such materials and certain waste ptsdéddthough the Company believes that its safebcedures for handling and
disposing of such materials comply with the staddaprescribed by such laws and regulations, thie ofs accidental
contamination or injury from these materials canpetcompletely eliminated. In the event of suchaacident, the Company
could be held liable for any damages and any siathility could exceed its financial capabilitieshd Company is not
specifically insured with respect to this liabilitAlthough the Company believes that it is in coipte with applicable
environmental laws and regulations in all materéspects and currently does not expect to makeri@atapital expenditures
for environmental control facilities in the nearrte there can be no assurance that the Companynatilbe required to incur
significant costs to comply with environmental laarsd regulations in the future, or that currentubure environmental laws or
regulations will not have a material adverse aftectts operations, business or assets.

Income Tax Matters

The Company has determined that it was eligiblepfawvincial and federal investment tax credits @penditures incurred on
scientific research and experimental developmenérd is a risk that the governmental agency cooittlade that some or all
of the expenditures were not incurred on scientdgearch and experimental development activitiels gnerefore, could reduce
or disallow claims for such credits, including nefiable credits.

Management of Growth

Recent rapid growth in all areas of the Companysiress has placed, and is expected to continpkte, a significant strain
on its managerial, operational and technical resesurThe Company expects operating expenses dfidgstavels to increase
in the future. To manage its growth, the Companystmexpand its operational and technical capalilisi@d manage its
employee base while effectively administering nplétirelationships with various third parties. Theem be no assurance that
the Company will be able to manage its expandingratons effectively. Any failure to implement cehe management and
operating systems, add resources on a cost-effebtigis or properly manage the Company’s expartsiald have a material
adverse effect on its business and results of tipasa

Continuous Disclosure and Disclosure Controls

The Company is a reporting issuer under the séesifizgislation of many provinces of Canada arid, itherefore, required to
file continuous disclosure documents such as mtemd annual financial statements, a proxy circidarannual information
form, material change reports and press releasisswch securities regulatory authorities. Copiethese documents may be
obtained free of charge on request from the offit¢he Secretary of the Company or through therhateat the following
addressesvww.sedar.com

The Company’s Chief Executive Officer and Chiefdfinial Officer are responsible for establishing armaintaining disclosure
controls and procedures of the Company. Theseadis controls and procedures are designed to eetsat information
required to be disclosed by the Company in redded with securities regulatory authorities is seded and/or disclosed on a
timely basis, as required by law, and is accumdlaed communicated to the Company’s managemeritding its Chief
Executive Officer and its Chief Financial Officels appropriate to allow timely decisions regardeguired disclosure.

The Company’s management, including the CompantigfExecutive Officer and Chief Financial Officéras evaluated the
effectiveness of the Company’s disclosure contesld procedures as of December 31, 2007. Basedabretaluation, the
Company’s Chief Executive Officer and Chief FinacDfficer concluded that the Company’s discloseamntrols and
procedures are effective in all material respest®faDecember 31, 2007, to ensure that materialrindition relating to the
Company and its subsidiaries would have been madek to them.

Internal Controls over Financial Reporting

Internal control over financial reporting (“ICFR designed to provide reasonable assurance regatde reliability of the
Company’s financial reporting and its compliancéhwBAAP in its financial statements. The Compar@tief Executive Officer
and Chief Financial Officer are responsible forablshing and maintaining internal controls overaficial reporting to the
issuers. They established or made establish umddér supervision the internal control over the fic@l reporting to obtain
reasonable insurance about the financial repodifertiveness and that the financial statement® Wweing prepared accordingly
with GAAP.
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The Chief Executive Officer and the Chief Finanddficer have evaluated whether there were chatgéts ICFR during the
year ended December 31, 2007 that have materitidgtad, or that are reasonably likely to mateyiaffect its ICFR. No such
changes were identified through their evaluation.

Forward-Looking Statements

This report contains certain forward-looking stagems with respect to the Company. These forwar#impstatements, by their
nature, necessarily involve risks and uncertairtti@$ could cause actual results to differ matisrittobm those contemplated by
these forward-looking statements. We consider gsumptions on which these forward-looking statement based to be
reasonable, but caution the reader that these atsms regarding future events, many of which aggamd our control, may
ultimately prove to be incorrect since they arejecito risks and uncertainties that affect us. iHfiermation contained herein is
dated as of April 22, 2008, date of the Board'srapal for the MD&A and the Consolidated Financight®ments. The Company
disclaims any intention or obligation to updaterevise any forward-looking statements, whether essalt of new information,

future events or otherwise, other than as requoselw.

On behalf or management,

(signed)
Vincent Bélanger, CA
Chief Financial Officer

April 22, 2008
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MANAGEMENT REPORT

The following consolidated financial statementsMedicago Inc. and all other financial informatioontained in this annual
report are the responsibility of management. Mansge has prepared the consolidated financial sttésrin accordance with
Canadian generally accepted accounting principd®en it was possible to choose different accountigghods, management
chose those that it felt were the most appropiiatke circumstances.

The financial statements include amounts baseh®mse of estimates and best judgment. Managerasntidtermined these
amounts in a reasonable way in order to ensuretlieafinancial statements are presented accuratedyl important regards.
Management has also prepared the financial infoomairesented elsewhere in the annual report, asdehsured that it is in
accordance with the financial statements.

Management maintains systems of internal accoumtimtgadministrative controls. The systems are ts@dovide a reasonable
degree of certainty that the financial informatisrrelevant, reliable and accurate, and that theg2my’s assets are correctly
accounted for and effectively protected.

The Board of Directors is responsible for ensutimgt management assumes its responsibilities wijand to the presentation
of financial information, and has ultimate respbiigy for examining and approving the financiab@ments. The Board
assumes this responsibility principally through Asdit Committee which is comprised of outside amoh-management
directors. The Audit Committee met with managenantvell as with external auditors to discuss therival monitoring system
for presenting financial information, to addressuiss related to the audit and the presentatiomafidial information, to ensure
that all parties carry out their duties correctlyd to examine the financial statements and therrep the external auditors.

The consolidated financial statements have beeiteaudn behalf of shareholders by external audiRrisewaterhouseCoopers
LLP/s.r.l./s.e.n.c. for each of the years endedebdmer 31, 2007 and 2006, in accordance with Canagkaerally accepted

accounting principles. The external auditors, hguireen appointed by the shareholders to serveea€dmpany’s external

auditors, were given full and unrestricted accedbé¢ Audit Committee to discuss matters relatetthé@r audit and the reporting
of information.

The Board of Directors has approved the Compangissalidated financial statements on the recomm@amatf the Audit
Committee.

(s) Andrew J. Sheldon (s) Vincent Bélanger
Andrew J. Sheldon Vincent Bélanger, CA
President and Chief Executive Officer Chief ricial Officer

Quebec City, Quebec, Canada
April 22, 2008
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Auditors' Report

To the Shareholders of
Medicago Inc.

We have audited the consolidated balance sheets of Medicago Inc. as at December 31, 2007 and
2006 and the consolidated statements of earnings and comprehensive loss, deficit and cash flows for
the years then ended. These financial statements are the responsibility of the company's
management. Our responsibility is to express an opinion on these financial statements based on our
audits.

We conducted our audits in accordance with Canadian generally accepted auditing standards. Those
standards require that we plan and perform an audit to obtain reasonable assurance whether the
financial statements are free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation.

In our opinion, these consolidated financial statements present fairly, in all material respects, the
financial position of the company as at December 31, 2007 and 2006 and the results of its operations

and its cash flows for the years then ended in accordance with Canadian generally accepted accounting
principles.

%WWW LLP
Chartered Accountants

Québec, Quebec, Canada
April 22, 2008

PricewaterhouseCoopers refers to the Canadian firm of PricewaterhouseCoopers LLP/s.r.l./s.e.n.c.r.l. and the other member firms of (1)
PricewaterhouseCoopers International Limited, each of which is a separate and independent legal entity.



Medicago Inc.

Consolidated Balance Sheets
As at December 31,

2007 2006

Assets

Current assets
Cash and cash equivalents 223,711 442,929

Term deposit 1,230,188
Current portion of security deposit on a lease agreement - 20,000
Accounts receivable (note 5) 69,745 79,130
Financing receivable (note 11b) 71,641 171,926
Investment tax credits receivable (note 9) 844,245 581,167
Grants receivable 9,308 23,125
Prepaid expenses 92,963 74,312
1,311,613 2,622,777
Security deposit on a lease agreement - 20,000
Property, plant and equipment (notes 6 and 11) 4,060,918 4,536,560
Intangible assets (note 7) 1,289,052 1,433,552
Deferred financing expenses (notes 8 and 11) - 938,189
6,661,583 9,551,078
Liabilities
Current liabilities
Bank loans (note 9) 750,000 300,000
Accounts payable and accrued liabilities (note 10) 983,849 990,338
Deferred revenues on research agreements 294,400 -
Current portion of long-term debt 13,072 13,072
2,041,321 1,303,410
Long-term debt (note 11) 14,451,147 14,005,310
Retractable shares (note 12) - -
16,492,468 15,308,720
Shareholders' Deficiency
Share capital (note 13) 23,465,147 22,152,413
Contributed surplus (note 14a) 802,219 798,034
Other equity comPonents (note 14)
Stock options (note [4a) 263,821 110,926
Unit options (note 14b) 122,135 55,495
Warrants (note 14c) 1,787,553 1,395,437
Deficit (36,271,760) (30,269,947)
(9,830,885) (5,757,642)
6,661,583 9,551,078
Going concern (note 1)
Commitments (note 18)
Subsequent events (note 21)
The accompanying notes are an integral part of these consolidated financial statements.
Approved by the Board of Directors 2)

(signed) RANDAL CHASE, PH.D. Director (signed) ANDREW J. SHELDON Director




Medicago Inc.
Consolidated Statements of Deficit
For the years ended December 31,

2007 2006

$ $

Balance — Beginning of year 30,269,947 22,512,316
Adjustment related to the implementation of the new accounting standard on

financial instruments (note 3) (271,368) -

Loss for the year 6,273,181 7,757,631

Balance — End of year 36,271,760 30,269,947

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

Consolidated Statements of Earnings and Comprehensive Loss

For the years ended December 31,

Revenues from research agreements

Expenses

Research and development

Research grants and contributions

Research and development tax credits

General and administrative

Exchange loss (gain)

Depreciation of property, plant and equipment
Amortization of intangible assets

Gain on disposal of property, plant and equipment
Writeoff of intangible assets

Financial expenses, net (note 15)

Loss and comprehensive loss for the year
Basic and diluted loss per share (note 20)

Going concern (note 1)

2007 2006
$ $
74,100 156,087
3,040,750 4,269,184
(4,375) (72,544)
(930,876) (901,715)
2,429,281 2,693,751
(3,310) 14,067
567,478 620,792
125,307 132,760
(14,135) -
48,838 -
1,088,323 1,157,423
6,347,281 7,913,718
(6,273,181) (7,757,631)
(0.32) (0.68)

The accompanying notes are an integral part of these consolidated financial statements.
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Medicago Inc.
Consolidated Statements of Cash Flows
For the years ended December 31,

Cash flows from operating activities

Loss for the year

Items not affecting cash and cash equivalents
Stock-based compensation costs
Depreciation and amortization
Gain on disposal of property, plant and equipment
Interest capitalized on long-term debt
Writeoff of intangible assets
Grants (note 11d)

Change in non-cash working capital items (note 16a)

Cash flows from financing activities
Bank loans contracted (reimbursed)
Non-interest-bearing long-term debt contracted
Long-term debt contracted

Payments on long-term debt

Issuance of units

Issue expenses

Cash flows from investing activities

Term deposit cashed

Decrease in security deposit on a lease agreement
Additions to property, plant and equipment

Proceeds from disposal of property, plant and equipment
Additions to intangible assets

Net change in cash and cash equivalents
Cash and cash equivalents — Beginning of year
Cash and cash equivalents — End of year

Additional information (note 16b)
Interest paid

2007 2006
$ $
(6,273,181) (7,757,631)
157,080 57,239
810,283 895,141
(14,135) -
1,341,309 1,052,105
48,838 -
(392,582) -
(4,322,388) (5,753,146)
168,141 1,491,295
(4,154,247) (4,261,851)
450,000 (177,606)
602,241 457,925
- 2,447,929
(13,072) (13,072)
2,000,000 2,003,834
(228,510) (785,801)
2,810,659 3,933,209
1,230,188 969,812
40,000 20,000
(102,893) (281,369)
18,500 -
(61,425) (125,993)
1,124,370 582,450
(219,218) 253,808
442,929 189,121
223,711 442,929
87,438 40,440
(%)

The accompanying notes are an integral part of these consolidated financial statements.



Medicago Inc.
Notes to Consolidated Financial Statements
December 31, 2007 and 2006

1 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.

The company's current strategy is to increase its revenues from existing products by entering into additional
product development agreements. Medicago will generate revenues through timely delivery of clinical
quantities, milestone payments on successful completion of clinical studies and royalties from product sales or
from product development agreements.

Notwithstanding note 21, management believes that additional equity or debt-based financing will be required
to continue the company's operations. Furthermore, in management's opinion, the company's continued
existence is dependent on the latter's ability to increase revenue from existing products through product
development with selected partners. There is no assurance that management will be successful in these actions.

2  Statutes and nature of activities

The company was incorporated under Part 1A of the Companies Act (Québec) on July 17, 1997. Since the
beginning of its operations, most of the company's activities have been devoted to research and development.
Medicago is a biotechnology company focused on the development, production and commercialization of
vaccines using its unique and proprietary manufacturing systems.

3 Changes in accounting policies

On January 1, 2007, the company adopted prospectively the following new accounting standards issued by the
Canadian Institute of Chartered Accountants ("CICA"):

e  Section 1506, "Accounting Changes." This section prescribes the criteria for changing accounting policies,
together with the accounting treatment and disclosure of changes in accounting policies, changes in

accounting estimates and corrections of errors.

e  Section 1530, "Comprehensive Income." This section establishes standards for reporting and display of
certain gains and losses recognized in comprehensive income, but excluded from net income.

(6)



Medicago Inc.
Notes to Consolidated Financial Statements
December 31, 2007 and 2006

e  Section 3251, "Equity". This section establishes standards for the presentation of equity and changes in
equity. The requirements of this section are in addition to those in "Comprehensive Income", Section
1530, "Share capital”, Section 3240, and "Reserves", Section 3260.

e  Section 3855 "Financial Instruments — Recognition and Measurement". This section describes the
standards for recognizing and measuring financial instruments in the balance sheet and the standards for
reporting gains and losses in the consolidated financial statements. Financial assets available for sale,
assets and liabilities held for trading and derivative financial instruments, whether they are part of a
hedging relationship or not, have to be measured at fair value. The company does not use hedge
accounting.

e  Section 3865, "Hedges." This section provides an alternative to Section 3855 for entities that choose to
designate qualifying transactions as hedges for accounting purposes. It replaces and expands on
Accounting Guideline AcG-13, "Hedging Relationships," and on the hedging guidance in Section 1650,
"Foreign Currency Translation."

As a result of the adoption of these standards, the company has made the following classifications:

Cash and cash equivalents Held for trading
Other receivables Loans and receivables
Financing receivable Loans and receivables
Bank loans Other financial liabilities
Accounts payable and accrued liabilities Other financial liabilities
Long-term debt Other financial liabilities

Financial assets and liabilities

In accordance with the new standards, financial assets and liabilities are initially recognized at fair value and
subsequently recognized according to their classification as described below. The classification depends on the
intention with which the financial instruments were acquired and their characteristics. Unless in the presence of
specific circumstances, the classification is not modified following the initial recognition.

Assets and liabilities held for trading

Financial instruments classified as assets or liabilities held for trading are recognized at fair value at each
balance sheet date, and any change in the fair value is reflected in net earnings in the period during which these
changes take place.

Held-to-maturity investments, loans and receivables and other financial liabilities

Financial instruments classified as held-to-maturity investments, loans and receivables, and other financial

liabilities are accounted for at amortized cost using the effective interest rate method. Interest income or
expense is included in net earnings over the expected life of the financial instrument.

(7



Medicago Inc.

Notes to Consolidated Financial Statements
December 31, 2007 and 2006

Available-for-sale assets

Financial instruments classified as available for sale are recorded at fair value, and the gains/losses resulting
from the revaluation at the end of each period are recognized as comprehensive income. Securities classified as
available for sale that do not have a readily available price quoted on an active market are recognized at cost.
Available-for-sale securities are reduced to fair value (recognition of a loss in earnings) when it is necessary to
reflect a permanent decline in value. Upon derecognition, all gains or losses cumulated in accumulated other
comprehensive income are reflected in net earnings.

Transaction costs

Transaction costs related to financial instruments that are not classified as held for trading are recognized on the
balance sheet as an adjustment to the cost of the financial instrument upon initial recognition and amortized
using the effective interest rate method. Consequently, deferred financing expenses have been reclassified and
applied against the related debts.

Recognition of financial assets and liabilities

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 is recognized as an adjustment to
the opening balance of deficit.

Here is a summary of the impact of these new accounting standards on the 2007 opening balances.

December 31, January 1,
2006 Adjustments 2007
$ $ $
Assets
Deferred financing expenses (note 8) 938,189 (938,189) -
Liabilities and Shareholders' Deficiency
Long-term debt 14,005,310 (1,209,557) 12,795,753
Deficit (30,269,947) 271,368 (29,998,579)

®)



Medicago Inc.
Notes to Consolidated Financial Statements
December 31, 2007 and 2006

Future accounting changes

The CICA published the following new sections that will apply to interim and annual financial statements
relating to fiscal years beginning on or after January 1, 2008, except for Section 3064:

e  Section 3862, "Financial Instruments — Disclosures". This section describes the required disclosures to
evaluate the significance of financial instruments for the entity's financial position and performance as
well as the nature and extent of risks arising from financial instruments to which the entity is exposed and
how the entity manages those risks.

e  Section 3863, "Financial Instruments — Presentation". This section establishes standards for presentation of
financial instruments and non-financial derivatives. It details the presentation of standards described in
Section 3861, "Financial Instruments — Disclosure and Presentation".

e  Section 1535, "Capital Disclosures". This section establishes standards for disclosing information about an
entity's capital and how it is managed. It describes the disclosure of the entity's objectives, policies and
processes for managing capital as well as summary quantitative data on the elements included in the
management of capital. The section seeks to determine if the entity has complied with capital requirements
and if not, the consequences of such non-compliance.

e  Section 3031, "Inventories". This section prescribes the accounting treatment for inventories. It provides
guidance on the determination of cost and its subsequent recognition as an expense, including any
writedown to net realizable value. It also provides guidance on the cost formulas that are used to assign
costs to inventories.

The CICA amended Section 1400, "General Standards of Financial Statement Presentation" to include
requirements to assess and disclose an entity's ability to continue as a going concern (going concern
assumption).

Section 3064, "Goodwill and Intangible Assets", replacing Section 3062, "Goodwill and Other Intangible
Assets" and Section 3450, "Research and Development Costs". The new sections will be applicable to financial
statements relating to fiscal years beginning on or after October 1, 2008. Accordingly, the company will adopt
the new standards for its fiscal year beginning January 1, 2009. Section 3064 establishes standards for the
recognition, measurement, presentation and disclosure of goodwill subsequent to its initial recognition and of
intangible assets by profit-oriented enterprises. Standards concerning goodwill are unchanged from the
standards included in the previous Section 3062.

The company is currently evaluating the impact of the adoption of these new sections on its consolidated
financial statements.

)



Medicago Inc.
Notes to Consolidated Financial Statements
December 31, 2007 and 2006

4 Summary of significant accounting policies

Basis of presentation

These financial statements have been prepared in accordance with Canadian generally accepted accounting
principles. The company's significant accounting policies are summarized as follows:

Basis of consolidation

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. Consequently, the consolidated financial statements
include the accounts of Medicago Inc. and those of Medicago R&D Inc., 9177-4083 Québec Inc., 9157-4265
Québec Inc., 9177-4299 Québec Inc., Fiducie Financiere Medicago and Medicago Europa SAS.

Use of estimates

The preparation of financial statements in conformity with Canadian generally accepted accounting principles
requires management to make estimates and assumptions that affect the amounts of assets and liabilities
reported in the financial statements. Those estimates and assumptions also affect the disclosure of
contingencies at the date of the financial statements and the reported amounts of revenues and expenses during
the year. Actual results could differ from those estimates.

Foreign currency translation
Foreign subsidiary

Medicago Europa SAS, the company's subsidiary, is considered to be an integrated foreign entity. As a result,
the foreign subsidiary's accounts are translated into Canadian dollars using the temporal method. Under this
method, monetary assets and liabilities denominated in foreign currencies are translated at the exchange rates in
effect at the balance sheet date. Non-monetary assets and liabilities are translated at historical rates. Revenues
and expenses are translated at the average exchange rate for the year. Exchange gains or losses resulting from
translation are reflected in the statements of earnings.

Foreign currency transactions

Transactions denominated in foreign currencies are translated into Canadian dollars as follows: monetary assets
and liabilities are translated at the exchange rate in effect at the balance sheet date and revenues and expenses
are translated at the average exchange rate for the year. Non-monetary assets and liabilities are translated at
historical rates. Exchange gains or losses resulting from translation are reflected in the statements of earnings.

Cash and cash equivalents

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

(10)



Medicago Inc.
Notes to Consolidated Financial Statements
December 31, 2007 and 2006

Property, plant and equipment

Property, plant and equipment are recorded at cost, net of related tax credits and accumulated depreciation.
Depreciation is calculated using the following methods, period and annual rates:

Period and

Methods rates

Production unit Straight-line 5%
Leasehold improvements Straight-line Lease term
Computer equipment Declining balance 30%
Laboratory equipment Declining balance 30%
Office furniture Declining balance 20%

Intangible assets

Intangible assets consist of a license, patents and software. The license and patents represent the costs,
including professional fees, incurred for the registration of trademarks for product marketing and
manufacturing purposes, net of related government grants and accumulated amortization. The license and
patents are amortized using the straight-line method over their estimative useful lives of twenty years. Software
is recorded at cost, net of related tax credits. Amortization is calculated using the straight-line method at an
annual rate of 33%.

Deferred financing expenses

For 2006, deferred financing expenses were amortized using the straight-line method over the term of the
related financing (note 3).

Impairment of long-lived assets

Long-lived assets are reviewed for impairment when events or circumstances indicate that costs may not be
recoverable. Impairment exists when the carrying value of the asset is greater than the pre-tax undiscounted
future cash flows expected to be provided by the asset. The amount of impairment loss, if any, is the excess of
the carrying value of the asset over its fair value. During fiscal years 2007 and 2006, no impairment loss has
been recognized.

Income taxes

The company follows the liability method of accounting for income taxes. Under this method, future income
tax assets and liabilities are determined based on deductible or taxable temporary differences between the
carrying amounts and tax bases of the assets and liabilities. Changes in the future income tax assets or liabilities
are included in the statements of earnings. Future income tax assets and liabilities are measured using enacted
or substantively enacted tax rates expected to be in effect for the year in which the differences are expected to
reverse.

(11



Medicago Inc.
Notes to Consolidated Financial Statements
December 31, 2007 and 2006

The company establishes a valuation allowance against future income tax assets if, based on available
information, it is more likely than not that some or all of the future income tax assets will not be realized.

Research and development costs

All expenses related to development activities, which do not meet generally accepted criteria for deferral, and
research activities are expensed as incurred. Development expenses which meet generally accepted criteria for
deferral are capitalized and amortized against earnings over the estimated period of benefit. As at December 31,
2007 and 2006, no development costs have been deferred.

Research and development tax credits and grants

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

SR&ED tax credits and grants are accounted for using the cost reduction method. Accordingly, tax credits and
grants are recorded as a reduction of the related expenses or capital expenditures in the year in which those
expenses are incurred.

Revenue recognition

Revenues related to research agreements are bound to milestone agreements and are recorded as the milestones
are reached and upon customer acceptance. Under these agreements, the payments received in advance are
recognized over the term of the agreement.

Development agreements are at fixed price and cost overruns are assumed by the company.
Stock-based compensation and other stock-based payments

The company has a stock option plan which is described in note 14. The company used the minimum value for
stock options granted to employees between January 1, 2003 and December 31, 2006. As regards stock options
granted to non-employees, the company uses the fair value-based method of accounting. The fair value of stock
options is determined using the Black-Scholes option pricing model and stock-based compensation costs are
recognized over the vesting period of the options and are recorded in Shareholders' Equity under caption "Other
equity components". Any consideration received by the company on the exercise of stock options and the
carrying value of those stock options are recorded in Shareholders' Equity under caption "Share capital" upon
the issuance of shares.

Basic and diluted earnings per share

Basic earnings per share are determined using the weighted average number of participating shares outstanding
during the year.

(12)



Medicago Inc.
Notes to Consolidated Financial Statements
December 31, 2007 and 2006

Diluted earnings per share are determined using the weighted average number of participating shares
outstanding during the year, plus the effects of dilutive potential participating shares outstanding during the
year. The calculation of diluted earnings per share is made using the treasury stock method, as if all dilutive
potential shares had been exercised at the later of the beginning of the year or the issuance date, as the case may
be, and that the funds obtained thereby be used to purchase participating shares of the company at the average
market value of the participating shares during the year.

Comparative figures

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

5 Accounts receivable

2007 2006
$ $
Commodity taxes receivable 51,694 64,112
Other receivables 18,051 15,018
69,745 79,130
6 Property, plant and equipment
2007 2006
Accumulated Accumulated
Cost depreciation Cost depreciation
$ $ $
Land 276,612 - 276,612 -
Production unit 3,490,335 478,530 3,490,335 303,014
Leasehold improvements 302,506 266,566 293,756 166,067
Computer equipment 363,469 291,472 363,469 260,595
Laboratory equipment 2,064,024 1,413,794 2,022,793 1,192,196
Office furniture 165,800 115,651 165,800 103,360
6,662,746 2,566,013 6,612,765 2,025,232
Research and development tax
credits (227,512) (191,697) (227,512) (176,539)
6,435,234 2,374,316 6,385,253 1,848,693
Less: Accumulated
depreciation 2,374,316 1,848,693
Net amount 4,060,918 4,536,560
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Medicago Inc.
Notes to Consolidated Financial Statements
December 31, 2007 and 2006

7 Intangible assets

2007 2006
Accumulated Accumulated
Cost amortization Cost amortization
$ $ $ $
License 1,136,982 460,501 1,138,996 405,675
Patents 804,728 205,452 829,434 166,082
Software 57,660 44,365 225,370 187,177
1,999,370 710,318 2,193,800 758,934
Research and development tax
credits (15,106) (15,106) (15,106) (13,792)
1,984,264 695,212 2,178,694 745,142
Less: Accumulated
amortization 695,212 745,142
Net amount 1,289,052 1,433,552
8 Deferred financing expenses
2007 2006
Amortization Accumulated Accumulated
period Cost  amortization Cost amortization
(years) $ $ $ $
Financing expenses related to the loan from
Investissement Québec 10 - - 1,174,995 236,806
Less: Accumulated amortization - 236,806
Net amount (note 3) - 938,189
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Medicago Inc.
Notes to Consolidated Financial Statements
December 31, 2007 and 2006

9 Bank loans

Bearing interest at prime rate plus 1.75% annually, repayable at the
earlier through the investment tax credits receivable, maturing in
June 30, 2009 *

Bearing interest at 18% annually, repayable at the earlier of the
following: upon receipt of tax credits or on September 18, 2008 *

Bearing interest at prime rate plus 3.5% annually, repayable at the
earlier of the following: upon receipt of tax credits or on June 30,
2009 *

Reimbursed during the year

*  Investments tax credits have been given as security for those bank loans.

10 Accounts payable and accrued liabilities

Accounts payable

Salaries and fringe benefits

Accrued liabilities

Balance of purchase price of property, plant and equipment

2007 2006

$ $
250,000 -
300,000 -
200,000 -
- 300,000
750,000 300,000
2007 2006

$ $
624,594 452,577
210,802 289,826
148,453 206,076
- 41,859
983,849 990,338
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Medicago Inc.
Notes to Consolidated Financial Statements
December 31, 2007 and 2006

11 Long-term debt

Loan from Investissement Québec ("IQ"), bearing interest at prime
rate plus 3%, payable annually from December 2007 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 (note 21) ()
Contribution under an innovation program, payable in semiannual

instalments of $6,536 since April 2005, non-interest bearing d
Refundable contribution granted under the Technology Partnerships

Canada program, non-interest bearing (b), (d)

Contribution under an innovation program, payable in annual

instalments of $28,458 from January 2007, non-interest

bearing (c), (d)
Deferred financing expenses (note 3)

Less: Current portion

2007 2006

$ $
14,717,187 13,441,580
21,653 39,213
384,618 395,300
161,452 142,289
(820,691) -
14,464,219 14,018,382
13,072 13,072
14,451,147 14,005,310

(a) OnJuly 28, 2003, the company signed a loan agreement of $12,000,000 with IQ under the Bio-Levier
Program. As at December 31, 2007, the company has used $12,000,000 plus capitalized interest of

$2,717,187.

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

(1) 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.

(i) 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.

(iv) Under the terms of the agreement, in 2004, the company has granted 1Q 1,426,819 warrants for
the purchase of common stock at a price of $1.12 for a period ending no later than August 30,
2011. Their fair value of $1,174,995 has been recorded as deferred financing expenses (note 8).
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Medicago Inc.
Notes to Consolidated Financial Statements
December 31, 2007 and 2006

(v) Under the terms of the agreement, the company undertook to meet a current ratio exceeding
1.3:1. As at December 31, 2007, the current ratio has not been met. However, the company
obtained a waiver from IQ in that regard.

(b) 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
December 31, 2007, an amount of $71,641 is receivable under this program.

(¢) 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. As at December 31, 2007, no amount is receivable under this program.

(d) As aresult of the application of the new accounting standard (see note 3), the opening balance of the non-
interest-bearing debts have been decreased by $271,368 so as to consider an effective interest rate of 20%.
Additional non-interest-bearing debts were contracted in fiscal year 2007. Since these debts are non-
interest bearing, they have been decreased by $392,582 and reflected in earnings as grants so as to
consider an effective interest rate of 20%.

The principal instalments for each of the next five years, excluding IQ loan, are as follows:

$
2008 13,072
2009 173,069
2010 160,000
2011 160,000
2012 160,000
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December 31, 2007 and 2006

12 Retractable shares

As part of the initial public offering as described in note 14, retractable shares have been converted into
common shares. The corporate reorganization is detailed in note 14.

Retractable shares have varied as follows:

For the years ended December 31,

2007 2006

Number $ Number $
Class A shares
Balance — Beginning of year - - 480,163 809,664
Conversion into common shares (480,163) (809,664)
Balance — End of year - - - -
Class B shares
Balance — Beginning of year - - 5,971,307 10,044,118
Conversion into common shares (5,971,307)  (10,044,118)

Balance — End of year - - - -

Total retractable shares - - - -

13 Share capital

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:

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

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

e  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:

e  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:

For the years ended December 31,

2007 2006
Number $ Number $
Common shares
Balance — Beginning of year 17,112,440 22,152,413 - -
Issued pursuant to a private
placement @, G 4,000,000 1,540,000 - -
Issue expenses * - (227,266) - -
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 (i),
public offering (vi) - - 2,003,834 1,623,864
Issue expenses * - - - (681,768)
Balance — End of year 21,112,440 23,465,147 17,112,440 22,152,413
Class A shares
Balance — Beginning of year - - 4,870,408 6,186,433
Conversion into common shares - (4,870,408) (6,186,433)
Balance — End of year - - - -
Class B shares
Balance — Beginning of year - - 3,785,617 4,309,957
Conversion into common shares (3,785,617) (4,309,957)
Balance — End of year - - - -
Class C shares
Balance — Beginning of year - - 1,111 1,666
Conversion into common shares (1,111) (1,666)
Balance — End of year - - - -
Total share capital 21,112,440 23,465,147 17,112,440 22,152,413

Issue expenses were shared out between common shares and warrants pro rata to their fair value.
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(1)

(i)

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.

The gross proceeds of the Private Placement of $2,000,000 are shared out between the 4,000,000
common shares for a gross amount of $1,540,000 and the 4,000,000 warrants attached to each unit
for a gross amount of $460,000 (note 14d). In connection with this financing, the company paid a
cash compensation equivalent to 7% of the gross proceeds from the financing, 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 14c).
Each option entitles the holder thereof to purchase one common share at a price of $0.50.

(iii) 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 pursuant to the initial public offering (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.

(iv) 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.

Prior to the closing of the Offering, the company completed a corporate reorganization as follows:
each of Dr. Louis-P. Vézina and Frangois 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.

(vi) The gross proceeds of the Offering of $2,003,834 are 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 13d). 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 14c). 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.
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14 Other equity components
(a) 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 entered into effect upon the closing of the company's 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
(1) 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:

For the years ended December 31,

2007 2006
Weighted Weighted
average average
Carrying exercise Carrying exercise
value price value price
Number $ $ Number $
Outstanding — Beginning of
year 1,628,978 110,926 1.12 708,188 53,687 1.65
Granted 97,000 - 0.91 1,096,400 - 1.04
Exercised - - - - - -
Forfeited (310,020) (4,185) * 1.17 (175,610) - 2.15
Compensation costs
or the year - 157,080 - - 57,239 -
Outstanding — End of year 1,415,958 263,821 1.10 1,628,978 110,926 1.12
Options exercisable — End
of year 751,258 - 1.13 436,657 - 1.17

*  During fiscal 2007, 310,020 stock options were forfeited. The corresponding credit amounting to
$4,185 has been recorded as contributed surplus.
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The following table summarizes information about outstanding and exercisable stock options as at
December 31, 2007:

Stock options
Stock options outstanding currently exercisable
Weighted
average  Weighted Weighted
remaining Average average
contractual exercise exercise
Exercise price Number life price Number price
(months)
$0.65 25,000 56 0.65 - 0.65
$1.00 860,164 43 1.00 288,163 1.00
$1.11 378,706 33 1.11 378,706 1.11
$1.50 to $1.68 152,088 42 1.68 84,389 1.68
1,415,958 40 1.10 751,258 1.13

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:

2007 2006
Dividend yield Nil Nil
Expected volatility 82.73% 72.11%
Risk-free interest rate 4.12% 4.04%
Expected life (years) 5.00 5.00
Weighted average fair value of stock options granted ($) 0.58 0.49
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(b) Unit options
The following table summarizes the unit option activity since January 1, 2006 :

For the years ended December 31,

2007 2006
Weighted Weighted
average average
Carrying exercise Carrying exercise
value price value price
Number $ $  Number $ $
Outstanding and exercisable
— Beginning of year 140,268 55,495 1.00 - - -
Granted to the agent
pursuant to the private
placement 280,000 66,640 0.75 140,268 55,495 1.00
Outstanding and exercisable
— End of year 420,268 122,135 0.83 140,268 55,495 1.00
The following table summarizes information about unit options outstanding and exercisable as at
December 31, 2007:
Weighted
average
remaining
Exercise price Number (years)
$1.00 140,268 0.67
$0.75 280,000 1.41
420,268 1.16

The fair value of unit options was estimated using the Black-Scholes valuation model with the following

assumptions:
2007
Dividend yield Nil
Expected volatility 85%
Risk-free interest rate 4.53%
Expected life (years) 2
Fair value of unit options granted ($) 0.238

2006

Nil
56%
4.02%
2

0.40
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(c) Warrants

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

2007 2006
Weighted Weighted
average average
Carrying exercise Carrying exercise
Number value price Number value price
$ $ $ $
Outstanding and exercisable
— Beginning of year 3,872,321 1,395,437 1.11 1,868,487 1,174,995 1.12
Granted to the
subscribers in
connection with
the first public
offering - - - 2,003,834 379,970 1.10
Granted to the
subscribers in
connection with a
private offering 4,000,000 460,000 0.75 - - -
Cancelled * (441,668) - - - - -
Warrant issue expenses - (67,884) - - (159,528) -
Outstanding and exercisable
— End of year 7,430,653 1,787,553 1.05 3,872,321 1,395,437 1.11

*  No carrying value has been allocated to these warrants since they were granted before January 1,

2003.

The following table summarizes the information relating to warrants outstanding and exercisable as at

December 31, 2007:

Exercise price

$0.75
$1.10
$1.12

Weighted

average

remaining

Number (years)
4,000,000 1.41
2,003,834 0.67
1,426,819 3.67
7,430,653 1.64
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The fair value of warrants was estimated using the Black-Scholes valuation model with the following

assumptions:

Dividend yield

Expected volatility

Risk-free interest rate

Expected life (years)

Fair value of warrants granted ($)

Financial expenses, net

Interest on long-term debt

Interest and bank charges

Amortization of deferred financing expenses
Interest income

Grants (note 11)

Additional information on cash flows

(a) Change in non-cash working capital items

Accounts receivable, grants and financing receivable
Investment tax credits receivable

Prepaid expenses

Accounts payable and accrued liabilities

Deferred revenues on research agreements

(b) Other components

2007 2006
Nil Nil

85% 56%
4.53% 4.02%

2 2

0.115 0.189
2007 2006

$ $
1,341,309 1,064,917
50,786 37,017
117,498 141,589
(28,688) (86,100)
(392,582) _
1,088,323 1,157,423
2007 2006

$ $
123,487 (70,253)
(263,078) 1,505,932
(18,651) 53,495
31,983 23,114
294,400 (20,993)
168,141 1,491,295

During fiscal 2007, the company acquired property, plant and equipment of which an amount of $3,387

(310,079 in 2006) is still unpaid as at December 31, 2007.
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During fiscal 2007, the company acquired intangible assets of which no amount was unpaid as at
December 31, 2007 (an amount of $31,780 was unpaid as at December 31, 2006).

17 Income taxes

The reconciliation of the income tax recovery, calculated using the statutory income tax rates of the company,
with the income tax recovery per the financial statements is as follows:

2007 2006
Combined Canadian federal and provincial statutory tax rate 32.02% 32.02%
Income tax recovery based on statutory income tax rates $ (1,902,415) $ (2,483,993)
Non-deductible expenses 56,103 25,865
Non-taxable items (96,060) (57,536)
Change in enacted tax rates 1,387,863 512,352
Change in valuation allowance 246,065 1,874,358
Items not affecting earnings (71,715) (267,076)
Expiry of loss carry-forward 390,508 390,364
Other (10,349) 5,666
$ - $ -
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The significant components of the company's future income tax assets and liabilities are as follows:

2007 2006
$ $
Future income tax assets
Current future income tax assets
Other 5,361 636
Long-term future income tax assets
Property, plant and equipment 45,654 -
Intangible assets 146,989 136,923
Research and development expenses 2,987,331 2,674,442
Non-capital losses 6,495,070 6,531,429
Financing expenses 71,109 134,421
Federal contribution 224,129 122,148
Other 3,106 2,843
9,973,388 9,602,206
9,978,749 9,602,842
Valuation allowance (9,750,502) (9,591,271)
Total future income tax assets 228,247 11,571
Future income tax liabilities
Current future income tax liabilities
Investment tax credit (67,318) -
Long-term future income tax liabilities
Property, plant and equipment - (11,571)
Long-term debt (160,929) -
Total future income tax liabilities (228,247) (11,571)

Future income taxes, net - -
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As at December 31, 2007, the company has accumulated, for federal and provincial income tax purposes, non-
capital losses totalling approximately $27,878,000 ($23,327,000 in 2006) and $22,353,000 ($18,339,000 in
20006), respectively. These losses can be carried forward against future years' taxable income and will expire as

follows:

2008
2009
2010
2011
2015
2026
2027

Federal Provincial

$ S
1,215,000 1,230,000
2,302,000 1,405,000
2,566,000 1,733,000
4,522,000 3,847,000
5,450,000 3,943,000
6,966,000 5,788,000
4,857,000 4,407,000
27,878,000 22,353,000

The company is entitled to a non-refundable federal tax credit of approximately $716,000. This credit can be
applied against future years' taxable income and will expire at the latest in 2015.

Commitments

As at December 31, 2007, the balance of commitments on lease agreements and premises amount to $915,162.
Minimum rental amounts for each of the next five fiscal years are as follows: $153,738 in 2008, $203,046 in
2009, $152,286 in 2010 and $203,046 in 2011 and 2012. The main lease for premises expires in May 2013 with

a renewal option of five years.

Under a license obtained from Agriculture and Agri-Food Canada, the company is committed to paying
royalties. The minimum royalties for the next ten years amount to $50,000 per year from 2007 to 2017.

Under a license from the University of Guelph, the company is committed to paying royalties. The minimum
royalties for the next seven years amount to $5,000 per year from 2008 to 2014.

Under a license, the company is committed to paying royalties. Minimum royalties for each of the next five
fiscal years are as follows: $17,000 in 2008, $47,000 in 2009, $67,000 in 2010, and $92,000 in 2011 and 2012.

The royalties for this license have a term of nineteen years.
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Financial instruments
Fair value

The company's financial instruments recognized in the balance sheet consist of cash and cash equivalents,
accounts receivable, financing receivable, grants receivable, bank loans, accounts payable and accrued
liabilities and long-term debt. Cash and cash equivalents are recorded at fair value. The fair value of other
financial instruments approximates their carrying value due to their short-term maturity or to current market
rates except for the long-term debt. The fair value of the long-term debt approximates its carrying value due to
the use of the effective interest rate method.

Credit risk

Financial instruments which potentially subject the company to credit risk consist principally of cash and cash
equivalents. The company's cash and cash equivalents are held with or issued by high-credit quality financial
institutions; therefore the company considers the risk of non-performance on these instruments to be remote.

Currency risk

Certain company's operations are denominated in euros. Accordingly, certain items recorded in the balance
sheet or in the statement of earnings are exposed to currency fluctuations.

Interest rate risk

As at December 31, 2007, the company's exposure to interest rate risk is summarized as follows:

Cash and cash equivalents Variable interest rate
Accounts receivable Non-interest bearing
Financing receivable Non-interest bearing
Grants receivable Non-interest bearing
Bank loans As described in note 9
Accounts payable and accrued liabilities Non-interest bearing
Long-term debt As described in note 11

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:

2007 20006

Basic and diluted weighted average number of shares outstanding 19,445,773 11,475,571
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For the years ended December 31, 2007 and 2006, the diluted loss per share was the same as the basic loss per
share since there were no dilutive items. Stock options, unit options and warrants have been excluded from the
diluted loss per share calculations since the exercise price of these items was greater than the average market
price of the common shares. Accordingly, the diluted loss per share for those years was calculated using the
basic weighted average number of shares outstanding.

Subsequent events

On February 7, 2008, the company entered into a non-exclusive licensing agreement (the "Agreement") with an
undisclosed Fortune 100 Company (the "Partner") for the development and commercialization of the company's
proprietary plant-based production technology in exchange for an upfront payment of $1,500,000 and a
payment of $500,000 upon attainment of an important milestone. Under the terms of the Agreement, Medicago
will grant the Partner 2,000,000 common share purchase warrants. Each warrant entitles the Partner to acquire
one common share of the company for a period of three years following the execution of the Agreement, at an
exercise price of 15% over the market price at the time of execution of this Agreement, during the first year,
increased by 10% for each of the two following years.

On March 11, 2008, the company granted 180,000 stock options to employees and directors. The stock options
were issued at an exercise price of $0.66 and expire after a five-year period from the date of grant.

On March 14, 2008, the company completed a private placement of 13,000,000 units (the "Units") at a price of
$0.20 per Unit for gross proceeds of $2,6 million, each Unit consisting of one common share of the company
and one-half common share purchase warrant. Each share purchase warrant entitles the holder thereof to
purchase one common share at a price of $0.25 until March 14, 2010. The company paid a cash finder's fee of
6% in connection with this placement.

On March 26, 2008, the company amended the terms of its loan from Investissement Québec whereby 50% of
the interest of fiscal 2008 will be capitalized to the loan in exchange for the issuance of 643,877 warrants
expiring in three years with an exercise price corresponding to the weighted average price of the last five days
preceding the issue request to the TSX Venture Exchange Inc. This agreement is subject to the TSX Venture
Exchange Inc.'s approval.

On March 31, 2008, the company granted 83,850 stock options to an officer and director. The stock options
were issued at an exercise price of $0.62 and expire after a five-year period from the date of grant.
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