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Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act
of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been subject
to such filing requirements for the past 90 days. Yes x No ~

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, or a non-accelerated filer. See definition of
accelerated filer and large accelerated filer in Rule 12b-2 of the Exchange Act. (Check one):

Large accelerated filer © Accelerated filer x Non-accelerated filer ~

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act). Yes ~ No x

Indicate the number of shares outstanding of each of the issuer s classes of common stock, as of the latest practicable date.
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PART I FINANCIAL INFORMATION
ITEM 1: FINANCIAL STATEMENTS
OSCIENT PHARMACEUTICALS CORPORATION
CONSOLIDATED BALANCE SHEETS

(in thousands, except per share data)

ASSETS

Current Assets:

Cash and cash equivalents

Restricted cash

Notes receivable

Accounts receivable (net of allowance for bad debts of $177 and $349 in 2007 and 2006, respectively)
Inventories

Prepaid expenses and other current assets

Total current assets

Property and Equipment, at cost:
Manufacturing and computer equipment
Equipment and furniture

Leasehold improvements

Less Accumulated depreciation

Restricted cash

Long-term notes receivable
Other assets

Intangible assets, net
Goodwill

Total Assets

LIABILITIES AND SHAREHOLDERS EQUITY
Current Liabilities:

Current maturities of long-term obligations

Accounts payable

Accrued expenses and other current liabilities

Current portion of accrued facilities impairment charge
Deferred revenue

Total current liabilities

Long-term liabilities:
Long-term obligations, net of current maturities
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June 30,

2007
(unaudited)

$ 65,604

1,273
8,841
11,283
3,179

90,180

4,692
564
138

5,394
4,304

1,090
4,130
177
6,388
115,457
78,067

$ 295,489

$ 38
8,282
14,341
2,366

907

25,934

248,730

December 31,
2006

$ 38,196
2,483

590

11,937
14,237

2,791

70,234

4,722
1,159
138

6,019
4,522

1,497
4,129
1,269
4,074
120,011
78,193

$ 279,407

$ 38
10,402
16,418

2,182
750

29,790

234,186
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Noncurrent portion of accrued facilities impairment charge 10,456
Other long-term liabilities 5,839
Deferred revenue 455

Shareholders Equity (Deficit):

Common stock, $0.10 par value - Authorized - 174,375 shares, Issued and Outstanding - 13,771 and 13,559 in
2007 and 2006, respectively 1,377

Series B restricted common stock, $0.10 par value - Authorized - 625 shares, Issued and outstanding - none

Additional paid-in-capital 414,288

Accumulated deficit (411,590)

Total shareholders equity (deficit) 4,075
$ 295,489

The accompanying notes are an integral part of these consolidated financial statements.
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CONSOLIDATED STATEMENTS OF OPERATIONS (Unaudited)

Revenues (net):
Product Sales
Co-promotion
Other

Total net revenues

Costs and expenses:

Cost of product sales (1)
Research and development (1)
Selling and marketing (1)
General and administrative (1)

Total costs and expenses

Loss from operations

Other income (expense):

Interest income

Interest expense

Gain on exchange of convertible notes
Other income

Net other income (expense)

Income (loss) before income tax
Provision for income tax

Net income (loss)

Net income (loss) per common share: basic
Net income (loss) per common share: diluted
Weighted average common shares outstanding: basic

Weighted average common shares outstanding: diluted

(1) Includes non-cash stock-based compensation as follows:

Cost of product sales
Research and development
Selling and marketing
General and Administrative
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Three Months
Ended
June 30, 2007

$ 15,762

151

15,913

6,591
1,292
14,348
2,914
25,145
(9,232)
720
(6,369)
30,824
443
25,617

16,385
(108)

$ 16,277

$ 1.20

$ 0.70

13,587,513

26,051,143

10

78
147
441

OSCIENT PHARMACEUTICALS CORPORATION

(in thousands, except per share data)

Three Months
Ended
June 30, 2006

$ 2,622
1,871
60

4,553

2,485
3,205
17,237
3,763

26,690

(22,137)

901
(2,072)

282
(889)

(23,026)

$ (23,026)
$ (1.96)
$ (1.96)

11,723,375

11,723,375

20
42
312
618

@& PHPH L

Six Months

Ended
June 30, 2007

$ 37,805

1,307

39,112

15,345
2,797
31,803
6,473
56,418
(17,306)
1,210
(10,847)
30,824
650
21,837

4,530
15)

$ 4,315

$ 0.32

$ 0.32

13,584,582

13,589,780

14
78
466
821

@ PHPH L

Six Months
Ended
June 30, 2006

$ 11,868
3,416
242

15,526

5,235
6,134
37,682
7,402

56,453

(40,927)

1,597
(4,082)

282
(2,203)

(43,130)

$ (43,130)

$ (4.02)

$ (4.02)
10,718,125

10,718,125

33
92
704
1,261
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The accompanying notes are an integral part of these consolidated financial statements.
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OSCIENT PHARMACEUTICALS CORPORATION
CONSOLIDATED STATEMENTS OF CASH FLOWS (Unaudited)

(in thousands)

Cash Flows from Operating Activities:

Income (loss)

Adjustments to reconcile net income (loss) to net cash used in operating activities:
Depreciation and amortization

Provision for excess and obsolete inventories
Provision for bad debts

Non-cash interest expense

Gain on exchange of convertible notes

Gain on change in fair value of derivative

Gain on disposition of investment

Stock based compensation

Changes in assets and liabilities, net of acquisition
Accounts receivable

Inventories

Prepaid expenses and other current assets
Accounts payable

Accrued expenses and other liabilities

Deferred revenue

Accrued facilities impairment charge

Accrued other long-term liabilities

Net cash used in operating activities

Cash Flows from Investing Activities:
Proceeds from maturities of marketable securities
Proceeds from disposition of investment
Purchases of property and equipment

Proceeds from sale of property and equipment
Decrease in restricted cash

Decrease in other assets

Proceeds from notes receivable

Net cash provided by investing activities

Cash Flows from Financing Activities:

Proceeds from issuance of 3.5% Convertible Senior Notes, net of issuance costs
Proceeds from exercise of stock options

Proceeds from issuance of stock under the employee stock purchase plan
Proceeds from financing, net of issuance costs

Payments on long-term obligations

Net cash provided by financing activities

Net Increase in Cash and Cash Equivalents
Cash and Cash Equivalents, beginning of year
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Six Months Ended

June 30, 2007

$ 4315

4,966
142
(172)
2,761
(30,824)
(394)
(158)
1,379

3,268

2,812
(388)
(2,119)
(1,942)
(25)
(1,346)

1,387

(16,338)

158
@®)

2,482

(1,171)
409

1,873
41,524

17
360

(28)
41,873

27,408
38,196

June 30, 2006

$ (43,130)

2,759
408
34
806

(237)
2,090

2,769
1,404
720
(1,002)
238
253
(1,400)
612

(33,676)

2,696
237
(83)

2,621

97

5,568

143
447
33,482

34,072

5,964
65,618
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Cash and Cash Equivalents, end of year $ 65,604

Supplemental Disclosure of Cash Flow Information:
Interest paid during the period $ 3516
The accompanying notes are an integral part of these consolidated financial statements.
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OSCIENT PHARMACEUTICALS CORPORATION
Notes to Consolidated Financial Statements
(Unaudited)
(1) Operations and Basis of Presentation

Oscient Pharmaceuticals Corporation (the Company) is a commercial-stage pharmaceutical company marketing two products with its sales
force a cardiovascular product, ANTARR (fenofibrate) capsules, and a fluoroquinolone antibiotic, FACTIVE® (gemifloxacin mesylate) tablets.
ANTARA is approved by the FDA to treat hypercholesterolemia (high blood cholesterol) and hypertriglyceridemia (high triglycerides) in
combination with a healthy diet. The Company began promoting ANTARA with its national sales force in late August 2006. The Company
licenses the rights to ANTARA from Ethypharm S.A of France (Ethypharm). FACTIVE is indicated for the treatment of community-acquired
pneumonia of mild to moderate severity (CAP) and acute bacterial exacerbations of chronic bronchitis (AECB). The Company licenses the
rights to gemifloxacin, the active ingredient in FACTIVE tablets, from LG Life Sciences of the Republic of Korea. The Company launched
FACTIVE in the U.S. market in September 2004. Additionally, the Company has a novel, late-stage antibiotic candidate, Ramoplanin, under
investigation for the treatment of Clostridium difficile-associated disease. The Company has made the strategic decision to concentrate its
financial resources on building its commercial business in the United States and is currently seeking to out-license, co-develop or sell its rights
to Ramoplanin to a partner.

The consolidated financial statements in this report have been prepared by the Company without audit, pursuant to the rules and regulations of
the Securities and Exchange Commission. In the opinion of the Company s management, the unaudited consolidated financial statements have
been prepared on the same basis as the audited consolidated financial statements and include all adjustments (consisting only of normal recurring
adjustments) necessary for a fair presentation of results for the interim periods. Certain information and footnote disclosures normally included
in consolidated financial statements prepared in accordance with generally accepted accounting principles have been condensed or omitted
pursuant to such rules and regulations. The Company believes, however, that its disclosures are adequate to make the information presented not
misleading. The accompanying consolidated financial statements should be read in conjunction with the Company s audited consolidated
financial statements and related footnotes for the year ended December 31, 2006 which are included in the Company s Annual Report on Form
10-K. Such Annual Report on Form 10-K was filed with the Securities and Exchange Commission on March 15, 2007.

(2) Summary of Significant Accounting Policies

The accompanying consolidated financial statements reflect the application of certain accounting policies, as described in this note and
elsewhere in the accompanying notes to the consolidated financial statements.

(a) Revenue Recognition

The Company s principal source of revenue is the sale of ANTARA capsules and FACTIVE tablets. Although the Company anticipates
ANTARA revenues to be steady throughout the fiscal year, the Company expects demand for FACTIVE to be highest from December to

March as the incidence of respiratory tract infections, including CAP and AECB, tends to increase during the winter months. In addition,
fluctuations in the severity of the annual respiratory tract infection season may cause product sales to vary from year to year. Due to these
seasonal fluctuations in demand for FACTIVE, the Company s results in any particular quarter may not be indicative of the results for any other
quarter or for the entire year.

Other sources of revenue include revenue from sublicensing agreements and royalties from the divested genomic services business; however, the
Company expects revenues derived from royalties from divested genomics services in the future will be minimal.

Product Sales

The Company follows the provisions of Staff Accounting Bulletin (SAB) No. 104, Revenue Recognition (a replacement of SAB 101) (SAB
No. 104) and recognizes revenue from product sales upon delivery of product to wholesalers, when persuasive evidence of an arrangement
exists, the fee is fixed or determinable, title to product and associated risk of loss has passed to the wholesaler or pharmacy and collectability of
the related receivable is reasonably assured. All revenues from product sales are recorded net of applicable allowances for sales returns, rebates,
special promotional programs, and discounts. For arrangements where the risk of loss has not passed to wholesalers or pharmacies, the Company
defers the recognition of revenue by recording deferred revenue until such time that risk of loss has passed. The cost of ANTARA and
FACTIVE associated with amounts recorded as deferred revenue is recorded in inventory until such time as risk of loss has passed.

Table of Contents 11
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Other Revenues

Other revenues primarily consist of sublicensing revenues related to FACTIVE. The Company recognizes revenue in accordance with SAB

No. 104 and Emerging Issues Task Force Issue No. (EITF) 00-21, Revenue Arrangements with Multiple Deliverables (EITF No. 00-21). In
accordance with EITF No. 00-21, the up-front license payments related to the various sublicense agreements will be recognized as revenue over
the term of the Company s continuing obligations under the arrangements which currently range from eighteen months to thirty-three months.
Substantive milestones achieved are recognized as revenue when earned and when payment is reasonably assured, if the Company has
completed its remaining obligations under the arrangement. If the Company has further obligations, milestone payments are recognized as
revenue if the Company has sufficient evidence of fair value for its remaining obligations otherwise the milestone payment is recognized as
revenue over the remaining performance period. In addition, on August 1, 2006, the Company announced that it received notice from Pfizer
Mexico that FACTIVE was approved by the Ministry of Health in Mexico to be marketed as FACTIVE-5 for the treatment of
community-acquired pneumonia, acute bacterial exacerbations of chronic bronchitis and acute bacterial sinusitis which generated a milestone
payment recognized as revenue in 2006. On January 4, 2007, the Company announced that it had granted commercialization rights to FACTIVE
in Europe to Menarini International Operation Luxembourg SA (Menarini), a wholly-owned subsidiary of Menarini Industrie Farmaceutiche
Riunite S.r.1. Part of this arrangement included an up-front license payment which the Company will recognize over the term of the Company s
obligations under the arrangement. On March 2, 2007, the Company announced that Abbott Laboratories, Ltd. (Abbott), the Canadian affiliate of
Abbott Laboratories, had received approval to begin the promotion of FACTIVE in Canada. In connection with the terms of our agreement with
Abbott, a milestone payment related to regulatory approval of the Company s manufacture of FACTIVE for Canada was recorded as other
revenue in the six month period ended June 30, 2007. The Company expenses incremental direct costs associated with sublicense agreements in
the period in which the expense is incurred.

(b) Sales Rebates, Discounts and Incentives

The Company s sales of FACTIVE and ANTARA are made to pharmaceutical wholesalers for further distribution through pharmacies to the
ultimate consumers of the product. When the Company delivers its product, the Company reduces the amount of gross revenue recognized from
such product sales based primarily on estimates of four categories of discounts and allowances that suggest that all or part of the revenue should
not be recognized at the time of the delivery product returns, cash discounts, rebates, and special promotional programs.

Product Returns

Factors that are considered in the Company s estimate of future FACTIVE and ANTARA product returns include an analysis of the amount of
product in the wholesaler and pharmacy channel, review of consumer consumption data as reported by external information management
companies, actual and historical return rates for expired lots, return rates for similar competitive antibiotic and cardiovascular products that have
a similar shelf life and are sold in the same distribution channel, the remaining time to expiration of the product, and the forecast of future sales
of the Company s product. Consistent with industry practice, the Company offers contractual return rights that allow its customers to return
product within six months prior to and twelve months subsequent to the expiration date of its product. FACTIVE tablets and ANTARA capsules
each have a 36-month expiration period from the date of manufacturing. During the second quarter of 2007, the Company changed its estimate
for product returns as a result of returns of product lots related to FACTIVE 7. The Company believes the product return was a result of a
combination of the FDA approval of the five-day treatment of CAP in May 2007 and returns associated with initial stocking of FACTIVE. This
change in estimate resulted in a decrease to net income, basic and diluted earnings per share (EPS) of approximately $525,000, $0.04 and $0.02,
respectively, for the three months ended June 30, 2007. At June 30, 2007 and December 31, 2006, the Company s product return reserve was
approximately $1,212,000 and $774,000, respectively. This reserve is evaluated on a quarterly basis, assessing each of the factors described
above, and adjusted accordingly.

Cash Discounts

The Company s standard invoice includes a contractual cash 2% discount, net 30 days terms. Based on historical experience, the Company
estimates that most of its customers deduct a 2% discount from their balance. The cash discount reserve is presented as an allowance against
trade receivables in the accompanying consolidated balance sheets. As of June 30, 2007 and December 31, 2006, the balance of the cash
discounts reserve was approximately $151,000 and $202,000, respectively.

Rebates

The Company estimates rebates and contractual allowances by considering the following factors: current contract prices, terms, sales volume,
and current average rebate rates. The liability for commercial managed care is calculated based on historical and current rebate redemption and
utilization rates with respect to each commercial contract. The liability for Medicaid rebates is calculated based on historical and current rebate
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redemption and utilization rates contractually submitted by each state. As of June 30, 2007 and December 31, 2006, the balance of the accrual
for commercial managed care and Medicaid rebates for ANTARA and FACTIVE was approximately $2,917,000 and $2,994,000, respectively.
Considering the estimates made by the Company, as well as estimates included in third party utilization reports that are used in evaluating the
required liability balance, the Company believes its estimates are reasonable.

Special Promotional Programs

The Company has from time to time offered certain promotional incentives to its customers for both FACTIVE and ANTARA and may continue
this practice in the future. Such programs include: sample cards to retail consumers, certain product incentives to pharmacy customers, and other
sales stocking allowances. The Company accounts for these programs in accordance with EITF No. 01-09, Accounting for Consideration Given
by a Vendor to a Customer (EITF No. 01-09). Examples of programs utilized to date are as follows:

Voucher Rebate Programs for FACTIVE

The Company periodically initiates voucher rebate programs for FACTIVE whereby the Company offers mail-in rebates and point-of-sale
rebates to retail consumers. The liabilities the Company records for these voucher rebate programs are estimated based upon the historical rebate
redemption rates for similar completed programs. In April 2007, the Company initiated one voucher rebate program whereby the Company
offered a point-of-sale rebate to retail consumers. This program expires on October 15, 2007. As of June 30, 2007 and December 31, 2006, the
balance of the liabilities for these voucher programs totaled approximately $566,000 and $452,000, respectively.
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Voucher Rebate Programs for ANTARA

The Company initiated two voucher rebate programs for ANTARA whereby the Company offered a point-of-sale rebate to retail consumers. The
liabilities the Company recorded for these voucher rebate programs were estimated based upon the historical rebate redemption rates for similar
completed programs by other pharmaceutical companies as reported to the Company by a third party claims processing organization. The first
program expired on December 31, 2006 and the second program expires on July 31, 2007. As of June 30, 2007 and December 31, 2006, the
balance of the liabilities for these voucher programs totaled approximately $546,000 and $619,000, respectively.

(c) Accounts Receivable

Trade accounts receivable consists of amounts due from wholesalers for the purchase of FACTIVE and ANTARA. Accounts receivable related
to sales of FACTIVE are the accounts receivable of the Company and accounts receivable related to sales of ANTARA are the accounts
receivable of Guardian II Acquisition Corporation (Guardian II) (the entity which holds all of the ANTARA assets), a wholly-owned subsidiary
of the Company. Guardian II granted Paul Royalty Fund Holdings II, LP, an affiliate of Paul Capital Partners (Paul Capital), a security interest in
substantially all of its assets, including its accounts receivable, to secure its obligations to Paul Capital. See Note 8(b).

The Company performs ongoing credit evaluations of its customers and collateral is generally not required. As of June 30, 2007 and

December 31, 2006, the Company reserved approximately $39,000, for bad debts related to the sale of FACTIVE or ANTARA. The Company
continuously reviews all customer accounts to determine if an allowance for uncollectible accounts is necessary. The Company currently
provides substantially all of its distributors with payment terms of up to 30 days on purchases of FACTIVE and ANTARA. Amounts past due
from customers are determined based on contractual payment terms. Through June 30, 2007, payments have generally been made in a timely
manner. The Company also reserved approximately $138,000 and $310,000 as of June 30, 2007 and December 31, 2006, respectively, related to
other non-trade receivables.

The following table represents accounts receivable (in thousands):

As of As of
June 30, December 31,

2007 2006
Trade, net $ 8,407 $ 10,658
Other, net 434 1,279
Total $ 8,841 $ 11,937

(d) Restricted Cash

As of June 30, 2007, the Company s restricted cash consists, in part, of approximately $3,697,000 of cash in connection with a letter of credit
issued for the building lease at the Company s South San Francisco, California facility and approximately $433,000 of cash in connection with a
letter of credit issued for the building lease at the Company s Waltham, Massachusetts facility. The restrictions related to the South San Francisco
and the Waltham facilities expire on February 28, 2011 and March 31, 2012, respectively. As of June 30, 2007, there was no restricted cash
remaining for interest payments related to debt services on convertible debt.

(e) Inventories

Inventories are stated at the lower of cost or market value, with cost determined under the average cost method which approximates actual cost.
Products are removed from inventory and recognized as cost of goods sold on an average cost basis. For FACTIVE, inventories consist of raw
material in powder form of approximately $2,773,000 and $4,488,000, work-in-process of
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approximately $2,105,000 and $1,734,000, and finished tablets of approximately $1,916,000 and $3,095,000, as of June 30, 2007 and
December 31, 2006, respectively. For ANTARA, inventories consist of work-in-process of approximately $2,643,000 and $3,894,000, and
finished capsules of approximately $1,846,000 and $1,026,000, as of June 30, 2007 and December 31, 2006, respectively.

On a quarterly basis, the Company analyzes inventory levels, and provides a reserve for inventory and marketing samples that have become
obsolete, have a cost basis in excess of their expected net realizable value or are in excess of forecast requirements to cost of product revenues
and marketing expense, respectively. Expired inventory is disposed of and the related costs are written off against the previously established
reserves.

At June 30, 2007 and December 31, 2006, there was approximately $618,000 and $1,091,000 in FACTIVE sample product to be used for
FACTIVE marketing programs and approximately $1,093,000 and $454,000 in ANTARA sample product to be used for ANTARA marketing
programs. These are classified as other current assets in the accompanying consolidated balance sheets.

The following table represents net trade inventories (in thousands):

As of As of
June 30, December 31,

2007 2006
Raw material $ 2,773 $ 4,488
‘Work-in-process 4,748 5,628
Finished goods 3,762 4,121
Total $11,283 $ 14,237

(f) Net Income (Loss) Per Share

Basic net income (loss) per share was determined by dividing net income (loss) by the weighted average shares outstanding during the period.
Diluted net income per share was determined by dividing the net income by the weighted average shares outstanding, adjusted for the effect of
potential outstanding shares, during the period. Anti-dilutive securities which consist of stock options, convertible notes, warrants and unvested
restricted stock are not included in calculating the net loss per share, and totaled 6,095,616 shares during the three and six month periods ended
June 30, 2006. The warrants are considered anti-dilutive for the three and six month periods ended June 30, 2007. The convertible notes are
considered anti-dilutive for the six month period ended June 30, 2007.

The following outstanding securities were considered in the computation of diluted net income per share for the three and six month periods
ended June 30, 2007. Those securities that are anti-dilutive were not included in the computation of diluted net income per share:

Options for common shares 1,390,575
Warrants for common shares 1,851,983
Convertible notes, as if converted 17,021,109

The following is a reconciliation of the numerators and denominators of the basic and diluted net income per share (in thousands, except share
data):

Three Months Ended Six Months Ended
June 30, 2007 June 30, 2007
Numerator
Net income $ 16,277 $ 4,315
Interest on convertible long-term debt 2,014
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Net income used for diluted net income per share $

Denominator

Weighted average shares outstanding used for basic net income per share

Effect of dilutive stock options

Effect of convertible notes

Weighted-average shares outstanding and dilutive securities used for diluted net
income per share
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18,291

13,587,513
5,178
12,458,452

26,051,143

$

4,315

13,584,582
5,198

13,589,780
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(g) Single Source Suppliers
FACTIVE

The Company currently obtains the active pharmaceutical ingredient for its commercial requirements for FACTIVE from LG Life Sciences. The
Company purchases the active pharmaceutical ingredient pursuant to a long-term supply agreement. The disruption or termination of the supply

of the commercial requirement for FACTIVE or a significant increase in the cost of the active pharmaceutical ingredient from this source could

have a material adverse effect on the Company s business, financial position and results of operations.

ANTARA

Pursuant to the Company s license arrangement with Ethypharm, Ethypharm is responsible for the manufacture and supply of ANTARA finished
product or ANTARA bulk product at the Company s option. The disruption or termination of the supply of ANTARA by Ethypharm or its third
party contractors could have a material adverse effect on the Company s business, financial position and results of operations.

(h) Concentration of Credit Risk

Statement of Financial Accounting Standards (SFAS) No. 105, Disclosure of Information about Financial Instruments with Off-Balance-Sheet
Risk and Financial Instruments with Concentrations of Credit Risk, (SFAS No. 105) requires disclosure of any significant off-balance-sheet and
credit risk concentrations. The Company has no off-balance-sheet or credit risk concentrations such as foreign exchange contracts, options
contracts or other foreign hedging arrangements. The Company maintains its cash and cash-equivalents balances with several unaffiliated
institutions.

The following table summarizes the number of customers that individually comprise greater than 10% of total revenues and their aggregate
percentage of the Company s total product revenues:

Number of

Significant Percentage of Total Product Revenues by Customer

Customers A B C D
Three-months ended June 30, 2007 3 39% 30% 18% i
Three-months ended June 30, 2006 2 59% * 18% *
Six-months ended June 30, 2007 3 39% 33% 17% i
Six-months ended June 30, 2006 3 50% 28% 11% *

The following table summarizes the number of customers that individually comprise greater that 10% of total accounts receivable and their
aggregate percentage of the Company s total trade accounts receivable.

Number of

Significant Percentage of Total Trade Accounts Receivable by Customer

Customers A B C D
As of June 30, 2007 4 33% 27% 13% 17%

As of December 31, 2006 3 39% 34% 11% *

* balance is less than 10%
To date, the Company has not written off any significant customer accounts receivable balances.

(i) Use of Estimates
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The preparation of consolidated financial statements in conformity with accounting principles generally accepted in the United States requires
management to make estimates and assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent assets and
liabilities at the date of the consolidated financial statements and the reported amounts of revenues and expenses during the reporting period.
Significant estimates in the Company s financial statements include rebates and contractual allowances, product returns, excess and obsolete
inventory, and long-lived assets. Actual results could differ from those estimates.

(j) Financial Instruments

The estimated fair value of the Company s financial instruments, including cash and cash equivalents and accounts receivable, approximates the
carrying values of these instruments.

In connection with financing the acquisition of ANTARA in the third quarter of 2006, the Company recognizes an embedded derivative
instrument related to a put/call liability. In connection with the convertible debt exchange in the second quarter of 2007, the

10
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Company recognizes an embedded derivative instrument related to an interest make-whole provision. Both are recognized in the accompanying
consolidated financial statements at fair value. Changes in fair value are recorded in the consolidated statements of operations. To date, changes
in fair value have been insignificant. See Note 8.

(k) Comprehensive Income (Loss)

The Company follows the provisions of SFAS No. 130, Reporting Comprehensive Income (SFAS No. 130). SFAS No. 130 requires disclosure
of all components of comprehensive income (loss) on an annual and interim basis. Comprehensive income (loss) is defined as the change in
equity of a business enterprise during a period from transactions and other events and circumstances from non-owner sources. For the three and
six month periods ended June 30, 2007 and 2006, the net income (loss) is equal to the comprehensive net income (loss).

(1) Long-Lived Assets

The Company follows the provisions of SFAS No. 144, Accounting for the Impairment or Disposal of Long-Lived Assets (SFAS No. 144).
Under SFAS No. 144, long-lived assets and identifiable intangible assets with finite lives are reviewed for impairment whenever events or
changes in circumstances indicate that the carrying amount of an asset may not be recoverable. If indicators of impairment exist, recoverability
of assets to be held and used is assessed by a comparison of the carrying amount of an asset to future undiscounted net cash flows expected to be
generated by the asset. Recoverability measurement and estimating the undiscounted cash flows are done at the lowest possible level for which
there are identifiable assets. If the aggregate undiscounted cash flows are less than the carrying value of the asset, then the resulting impairment
charge to be recorded is calculated based on the amount by which the carrying amount of the asset exceeds its fair value. Any write-downs are
recorded as permanent reductions in the carrying amount of the asset.

The Company also follows the provisions of SFAS No. 142, Goodwill and Other Intangible Assets, (SFAS No. 142). Under SFAS No. 142,
goodwill and purchased intangible assets with indefinite lives are not amortized but are reviewed periodically for impairment. The Company
performs an annual evaluation of goodwill at the end of each fiscal year to test for impairment or more frequently if events or circumstances
indicate that goodwill may be impaired. Because the Company has a single operating segment, which is its sole reporting unit, the Company
performs this test by comparing the fair value of the entity with its book value, including goodwill. If the fair value exceeds the book value,
goodwill is not impaired. If the book value exceeds the fair value, then the Company would calculate the potential impairment loss by comparing
the implied fair value of goodwill with the book value. If the implied fair value of goodwill is less than the book value, then an impairment
charge would be recorded.

As of June 30, 2007, the Company does not believe that any of its long-lived assets, goodwill or intangible assets are impaired.
(m) Stock-Based Compensation

The Company records stock-based compensation expense in accordance with SFAS No. 123 (Revised 2004), Share-Based Payment (SFAS
No.123R). SFAS No.123R requires companies to expense the fair value of employee stock options and other forms of stock-based employee
compensation over the employees service periods. Compensation cost is measured at the fair value of the award at the grant date, including
estimated forfeitures, and is adjusted to reflect actual forfeitures and the outcomes of certain conditions. See Note 5.

(n) Income Taxes

The Company applies SFAS No. 109, Accounting for Income Taxes (SFAS No. 109), which requires the Company to recognize deferred tax
assets and liabilities for expected future tax consequences of events that have been recognized in the financial statements or tax returns. Under
this method, deferred tax assets and liabilities are determined based on the difference between the financial statement and tax basis of assets and
liabilities using the enacted tax rates in effect for the year in which the differences are expected to reverse. SFAS No. 109 requires deferred tax
assets and liabilities to be adjusted when the tax rates or other provisions of the income tax laws change.

In June 2006, the Financial Accounting Standards Board (FASB) issued FASB Interpretation No. 48, Accounting for Uncertainty in Income
Taxes an Interpretation of FASB Statement No. 109 (the Interpretation ). The Interpretation clarifies the accounting for uncertainty in income
taxes recognized in an enterprise s financial statements in accordance with FASB Statement No. 109, Accounting for Income Taxes . The
Interpretation prescribes a recognition threshold and measurement attribute for the financial statement recognition and measurement of a tax
position taken or expected to be taken in a tax return. This Interpretation also provides guidance on derecognition, classification, interest and
penalties, accounting in interim periods, disclosure and transition. The Interpretation is effective for fiscal years beginning after December 15,
2006. The Company applied the provisions of the Interpretation effective January 1, 2007, and accordingly, the adoption of the Interpretation did
not have a material effect on our financial condition, results of operations or cash flows. Further, there have been no changes during the six
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In accordance with FIN 48, the Company s historical practice was and will continue to be to recognize any interest and penalties related to
unrecognized tax benefits in income tax expense. As of June 30, 2007, there were no unrecognized tax benefits, and as such, the Company has
not recorded interest and penalties related to unrecognized tax benefits.

The Company files income tax returns in the U.S. federal and various state jurisdictions. The Company is generally no longer subject to income
tax examinations by U.S. federal, state and local tax authorities for years before 1992.

(o) Recent Accounting Pronouncements
Fair Value Measurements

In September 2006, the FASB issued FASB Statement No. 157 Fair Value Measurements (SFAS No. 157). SFAS No. 157 establishes a common
definition for fair value, creates a framework for measuring fair value, and expands disclosure requirements about such fair value measurements.
SFAS No. 157 is effective for our first quarter of 2008. The Company is in the process of studying the impact of this interpretation on its

financial accounting and reporting.

Fair Value Option for Financial Assets and Financial Liabilities

In February 2007, the FASB issued FASB Statement No. 159, The Fair Value Option for Financial Assets and Financial Liabilities (SFAS
No. 159). SFAS No. 159 provides companies with an option to report selected financial assets and liabilities at fair value. The objective of SFAS
No. 159 is to reduce both complexity in accounting for financial instruments and the volatility in earnings caused by measuring related assets
and liabilities differently. Generally accepted accounting principles have required different measurement attributes for different assets and
liabilities that can create artificial volatility in earnings. FASB has indicated it believes that SFAS No. 159 helps to mitigate this type of
accounting-induced volatility by enabling companies to report related assets and liabilities at fair value, which would likely reduce the need for
companies to comply with detailed rules for hedge accounting. SFAS No. 159 also establishes presentation and disclosure requirements designed
to facilitate comparisons between companies that choose different measurement attributes for similar types of assets and liabilities. For example,
SFAS No. 159 requires companies to provide additional information that will help investors and other users of financial statements to more
easily understand the effect of the company s choice to use fair value on its earnings. It also requires entities to display the fair value of those
assets and liabilities for which the company has chosen to use fair value on the face of the balance sheet. SFAS No. 159 does not eliminate
disclosure requirements included in other accounting standards, including requirements for disclosures about fair value measurements included
in FASB Statement No. 157, Fair Value Measurements (SFAS No. 157), and FASB Statement No. 107, Disclosures about Fair Value of
Financial Instruments (SFAS No. 107). SFAS No. 159 is effective as of the beginning of a company s first fiscal year beginning after
November 15, 2007. Early adoption is permitted as of the beginning of the previous fiscal year provided that the company makes that choice in
the first 120 days of that fiscal year and also elects to apply the provisions of SFAS No. 157. The Company is in the process of studying the
impact of this interpretation on its financial accounting and reporting.

Accounting for Advance Payments for Goods or Services to Be Used in Future Research and Development

In June 2007, the Emerging Issues Task Force issued EITF Issue 07-03, Accounting for Advance Payments for Goods or Services to Be Used in
Future Research and Development (EITF No. 07-03). EITF No. 07-03 addresses the diversity which exists with respect to the accounting for the
non-refundable portion of a payment made by a research and development entity for future research and development activities. Under EITF

No. 07-03, an entity would defer and capitalize non-refundable advance payments made for research and development activities until the related
goods are delivered or the related services are performed. EITF No. 07-03 is effective for fiscal years beginning after December 15, 2007 and
interim periods within those years. The Company does not expect the adoption of EITF No. 07-03 to have a material impact on its financial
position or results of operations.

(3) Reverse Stock Split

Pursuant to an amendment to the amended and restated articles of organization, the Company effectuated on November 15, 2006, a one-for-eight
reverse stock split of its issued and outstanding common stock, par value $0.10 per share. As a result of the reverse stock split, each eight shares
of common stock issued and outstanding as of November 15, 2006, at the close of business, were automatically combined into and became one
share of common stock. In cases in which the reverse stock split resulted in any shareholder holding a fraction of a share, such fractional share
was rounded up to the nearest whole share. The reverse stock split did not change the number of authorized shares of common stock
(175,000,000), alter the par value of the common stock ($.10) or modify any voting rights or other terms of the common stock. As a result of the
reverse stock split, the per share exercise price of, and the number of shares of common stock underlying, Company stock options and warrants
outstanding immediately prior to the reverse
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stock split were automatically proportionally adjusted, based on the one-for-eight reverse stock split ratio, in accordance with the terms of such
options or warrants, as the case may be. All share and per share information in these consolidated financial statements have been retroactively
restated to reflect the reverse stock split.

(4) Restructuring Plans

At the time of acquisition of Genesoft in 2004, management approved a plan to integrate certain Genesoft facilities into existing operations. In
connection with the integration activities, the Company included in the purchase price allocation a restructuring liability of approximately
$18,306,000, which includes $1,419,000 in severance-related costs and $16,887,000 in facility lease impairment costs pertaining to 63,000
square feet of leased space which expires on February 28, 2011. In the quarter ended December 31, 2004, in accordance with EITF No. 95-3,

Recognition of Liabilities in Connection with a Purchase Business Combination (EITF No 95-3) the Company made an adjustment to the
facilities impairment estimate based on the additional cost of utilities and other related expenses of approximately $4,730,000. The adjustment
was recorded as an additional cost of the acquired company. In 2006, in accordance with EITF No. 95-3, the Company made an adjustment to
the facilities lease liability based on revisions made to estimates of future rental income related to additional subleased space of approximately
$119,000. The adjustment was recorded as a reduction to goodwill.

The following table summarizes the liability activity related to the Genesoft acquisition during the six month period ended June 30, 2007 (in
thousands):

Balance at Balance at
December 31, Cash Interest June 30,
2006 Payments Accretion 2007
Assumed facility lease liability $ 13,900 $ (1,346) $ 268 $ 12,822

(5) Stockholder s Equity
Equity Plans

The Company granted stock options to key employees and consultants under its 1991, 1993, 1995 and 1997 Stock Option Plans, and continues
to grant stock-based awards under its 2001 Incentive Plan (collectively, the Option Plans). The Stock Option and Compensation Committee of
the Board of Directors determines the purchase price and vesting schedule applicable to each option grant. As of June 30, 2007, there were no
shares reserved for future grants under the 1991, 1993, 1995 and 1997 Plans. The 2001 Incentive Plan, as amended and restated, provides for the
grant of non-qualified stock options, incentive stock options, restricted stock, stock appreciation rights, unrestricted stock, deferred stock,
convertible securities, and cash and equity-based performance awards. As of June 30, 2007, 1,779,594 shares were authorized and 400,422
shares were available under the 2001 Incentive Plan for future issuance. In addition, under separate agreements not covered by any plan, the
Company has granted certain key employees and directors of the Company an aggregate of 65,506 options to purchase common stock. The
Company also has an Employee Stock Purchase Plan (ESPP), which was adopted in February 2000. As of June 30, 2007, 431,250 shares were
authorized and 162,039 shares were available for future issuance under this plan.

Stock-Based Compensation

The Company accounts for all employee share-based payments, including grants of stock options, restricted stock and stock issued under the
ESPP, in accordance with SFAS No. 123 (Revised 2004), Share-Based Payment ,(SFAS No. 123R).

The Company s policy is to recognize compensation cost for awards with service conditions and graded vesting using the straight-line method.
Additionally, its policy is to issue authorized but previously unissued shares to satisfy share option exercises, the issuance of restricted stock and

stock issued under the ESPP. The amount of stock-based compensation recognized during a period is based on the value of the portion of the

awards that are ultimately expected to vest. In addition, the requisite service period is generally equal to the vesting term. SFAS No. 123R

requires forfeitures to be estimated at the time of grant and revised, if necessary, in subsequent periods if actual forfeitures differ from those

estimat