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PART I—FINANCIAL INFORMATION
Item 1. Unaudited Financial Statements
 

AVANT IMMUNOTHERAPEUTICS, INC.
CONSOLIDATED BALANCE SHEETS

(Unaudited)
 

  

June 30,
2008

 

December 31,
2007

 

ASSETS
     

Current Assets:
     

Cash and Cash Equivalents
 

$ 52,379,836
 

$ 4,909,530
 

Accounts and Other Receivables
 

1,538,044
 

132,496
 

Prepaid Expenses and Other Current Assets
 

15,107,934
 

656,347
 

      
Total Current Assets

 

69,025,814
 

5,698,373
 

      
Property and Equipment, Net

 

14,033,088
 

1,918,036
 

Investment in Select Vaccines Ltd
 

340,580
 

—
 

Intangible Assets, Net
 

2,680,388
 

1,032,902
 

Other Assets
 

262,767
 

725,193
 

Total Assets
 

$ 86,342,637
 

$ 9,374,504
 

      
LIABILITIES AND STOCKHOLDERS’ EQUITY

     

Current Liabilities:
     

Accounts Payable
 

$ 1,329,434
 

$ 749,865
 

Accrued Expenses
 

10,485,405
 

2,519,420
 

Payable Due Medarex
 

2,987,528
 

5,835,552
 

Current Portion of Deferred Revenue
 

5,132,279
 

974,156
 

Current Portion of Deferred Rent
 

57,447
 

57,447
 

Current Portion of Loans Payable
 

163,772
 

—
 

Total Current Liabilities
 

20,155,865
 

10,136,440
 

      
Deferred Revenue

 

35,724,564
 

219,754
 

Deferred Rent
 

181,400
 

150,207
 

Loans Payable
 

847,625
 

—
 

      
Commitments and Contingent Liabilities (Note 14)

     

      
Stockholders’ Equity (Deficit):

     

Convertible Preferred Stock, 3,000,000 Shares Authorized; None Issued and Outstanding at June 30, 2008
 

—
   

Convertible Preferred Stock, $1.00 Par Value; 1,000,000 Shares Authorized; None Issued and Outstanding
at December 31, 2007

   

—
 

Common Stock, $.001 Par Value; 300,000,000 Shares Authorized; 15,708,244 Issued and Outstanding at
 

15,708
   



June 30, 2008
Class A Common Stock, $.01 Par Value; 6,800,000 Shares Authorized, Issued and Outstanding at

December 31, 2007 (2,811,147 shares issued and outstanding after adjustments to reflect the Merger and
a reverse stock split of 1-for-12 effective March 7, 2008)

   

68,000
 

Common Stock, $.01 Par Value; 50,000,000 Shares Authorized; 13,300,000 Issued and Outstanding at
December 31, 2007 (5,498,273 shares issued and outstanding after adjustments to reflect the Merger and
a reverse stock split of 1-for-12 effective March 7, 2008)

 

—
 

133,000
 

Additional Paid-In Capital
 

133,101,784
 

69,696,514
 

Accumulated Other Comprehensive Income
 

2,355,330
 

2,619,036
 

Accumulated Deficit
 

(106,039,639) (73,648,447)
      
Total Stockholders’ Equity (Deficit)

 

29,433,183
 

(1,131,897)
      
Total Liabilities and Stockholders’ Equity

 

$ 86,342,637
 

$ 9,374,504
 

 
See accompanying notes to unaudited consolidated financial statements
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AVANT IMMUNOTHERAPEUTICS, INC.
CONSOLIDATED STATEMENTS OF OPERATIONS AND COMPREHENSIVE LOSS

(Unaudited)
 
  

Three Months Ended
 

  

June 30,
2008

 

June 30,
2007

 

REVENUE:
     

Product Development and Licensing Agreements
 

$ 870,504
 

$ 116,539
 

Contracts and Grants
 

253,985
 

492,645
 

Product Royalties
 

837,122
 

—
 

      
Total Revenue

 

1,961,611
 

609,184
 

      
OPERATING EXPENSE:

     

Research and Development
 

7,611,666
 

2,369,824
 

General and Administrative
 

4,605,482
 

1,049,423
 

Amortization of Acquired Intangible Assets
 

104,164
 

29,233
 

      
Total Operating Expense

 

12,321,312
 

3,448,480
 

      
Operating Loss

 

(10,359,701) (2,839,296)
      
Investment and Other Income, Net

 

99,191
 

84,159
 

      
Net Loss

 

$ (10,260,510) $ (2,755,137)
      
Basic and Diluted Net Loss Per Common Share (See Note (3)(R))

 

$ (0.67) $ (0.33)
      
Shares Used in Calculating Basic and Diluted Net Loss per Share (See Note (3)(R))

 

15,227,475
 

8,309,420
 

      
COMPREHENSIVE LOSS:

     

Net Loss
 

$ (10,260,510) $ (2,755,137)
Unrealized Gain / (Loss) on Foreign Exchange Translation

 

(5,832) 185,359
 

Unrealized Gain / (Loss) on Investment in Select Vaccines Ltd.
 

(147,044) —
 

      
Comprehensive Loss

 

$ (10,413,386) $ (2,569,778)
 

See accompanying notes to unaudited consolidated financial statements
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AVANT IMMUNOTHERAPEUTICS, INC.
CONSOLIDATED STATEMENTS OF OPERATIONS AND COMPREHENSIVE LOSS

(Unaudited)
 
  

Six Months Ended
 

  

June 30,
2008

 

June 30,
2007

 

REVENUE:
     

Product Development and Licensing Agreements
 

$ 990,368
 

$ 233,078
 

   



Contracts and Grants 281,519 520,146
Product Royalties

 

837,122
 

—
 

      
Total Revenue

 

2,109,009
 

753,224
 

      
OPERATING EXPENSE:

     

Research and Development
 

12,117,294
 

5,159,189
 

General and Administrative
 

7,619,386
 

2,578,000
 

Charge for In-Process Research and Development
 

14,755,908
 

—
 

Amortization of Acquired Intangible Assets
 

153,058
 

58,466
 

      
Total Operating Expense

 

34,645,646
 

7,795,655
 

      
Operating Loss

 

(32,536,637) (7,042,431)
      
Investment and Other Income, Net

 

145,445
 

254,891
 

      
Net Loss

 

$ (32,391,192) $ (6,787,540)
      
Basic and Diluted Net Loss Per Common Share (See Note (3)(R))

 

$ (2.56) $ (0.82)
      
Shares Used in Calculating Basic and Diluted Net Loss per Share (See Note (3)(R))

 

12,677,455
 

8,309,420
 

      
COMPREHENSIVE LOSS:

     

Net Loss
 

$ (32,391,192) $ (6,787,540)
Unrealized Gain/(Loss) on Foreign Exchange Translation

 

(56,258) 164,656
 

Unrealized Gain / (Loss) on Investment in Select Vaccines Ltd.
 

(207,448) —
 

      
Comprehensive Loss

 

$ (32,654,898) $ (6,622,884)
 

See accompanying notes to unaudited consolidated financial statements
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AVANT IMMUNOTHERAPEUTICS, INC.
CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY (DEFICIT)

FOR THE SIX MONTHS ENDED JUNE 30, 2008 AND THE YEAR ENDED DECEMBER 31, 2007
(Unaudited)

 

  

Common 
Stock 

Shares(1)
 

Common 
Stock 
Par 

Value(1)
 

Class A 
Common 

Stock 
Shares(1)

 

Class A 
Common 
Stock Par 
Value(1)

 

Additional 
Paid-In 
Capital

 

Accumulated 
Other 

Comprehensive 
Income

 

Accumulated
 Deficit

 

Total 
Stockholders’ 

Equity 
(Deficit)

 

Balance at December 31, 2006
 

5,498,273
 

$ 5,498
 

2,811,147
 

$ 2,811
 

$ 71,322,900
 

$ 2,388,196
 

$ (58,575,397) $ 15,144,008
 

Share-Based Compensation
 

—
 

—
 

—
 

—
 

1,604,922
 

—
 

—
 

1,604,922
 

Medarex Return of Capital
 

—
 

—
 

—
 

—
 

(3,038,617) —
 

—
 

(3,038,617)
Comprehensive Income (Loss):

                 

Net Loss
 

—
 

—
 

—
 

—
 

—
 

—
 

(15,073,050) (15,073,050
 

Other Comprehensive Income
 

—
 

—
 

—
 

—
 

—
 

230,840
 

—
 

230,840
 

Total Comprehensive Loss
               

(14,842,210)
Balance at December 31, 2007

 
5,498,273

 
$ 5,498

 
2,811,147

 
$ 2,811

 
$ 69,889,205

 
$ 2,619,036

 
$ (73,648,447) $ (1,131,897)

Exchange of Class A for Common
Stock

 
2,811,147

 
2,811

 
(2,811,147) (2,811) —

 
—

 
—

 
—

 

Shares Issued to Medarex in Settlement
of a Payable

 
351,692

 
352

 
—

 
—

 
3,038,265

 
—

 
—

 
3,038,617

 

Shares Received in Exchange in the
Merger

 
6,265,889

 
6,266

 
—

 
—

 
46,869,106

 
—

 
—

 
46,875,372

 

Cash Paid for Fractional Shares in
Connection with the Merger

 
(7) —

 
—

 
—

 
—

 
—

 
—

 
—

 

Shares Issued to Pfizer as part of CDX-
110 Licensing Agrmt.

 
781,250

 
781

     
10,866,407

     
10,867,188

 

Share-Based Compensation
 

—
 

—
 

—
 

—
 

2,438,801
 

—
 

—
 

2,438,801
 

Comprehensive Loss:
                 

Net Loss
 

—
 

—
 

—
 

—
 

—
 

—
 

(32,391,192) (32,391,192)
Other Comprehensive Loss

 
—

 
—

 
—

 
—

 
—

 
(263,706) —

 
(263,706)

Total Comprehensive Loss
               

(32,654,898)
Balance at June 30, 2008

 

15,708,244
 

$ 15,708
 

—
 

$ —
 

$ 133,101,784
 

$ 2,355,330
 

$ (106,039,639) $ 29,433,183
 

 

(1)                                  Adjusted to reflect the Merger exchange ratio and a reverse stock split of 1-for-12 effective March 7, 2008.
 

See accompanying notes to unaudited consolidated financial statements
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AVANT IMMUNOTHERAPEUTICS, INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS



(Unaudited)
 

  
Six Months Ended

 

  

June 30,
2008

 

June 30,
2007

 

Cash Flows from Operating Activities:
     

Net Loss
 

$ (32,391,192) $ (6,782,778)
Adjustments to Reconcile Net Loss to Net Cash Used in Operating Activities:

     

Depreciation and Amortization
 

1,061,050
 

379,892
 

Amortization of Intangible Assets
 

153,058
 

58,467
 

Loss (Gain) on Impairment & Disposal of Assets
 

6,554
 

—
 

Stock-Based Compensation Expense
 

2,438,801
 

746,992
 

In-Process Research and Development
 

14,755,908
 

—
 

Changes in Operating Assets and Liabilities:
     

Accounts and Other Receivables
 

(1,366,959) 2,427,153
 

Prepaid and Other Current Assets
 

(4,135,654) (478,228)
Accounts Payable and Accrued Expenses

 

5,858,978
 

(1,888,537)
Deferred Revenue

 

39,552,933
 

644,802
 

Deferred Rent
 

31,193
 

58,185
 

      
Net Cash Provided by (Used in) Operating Activities

 

25,964,670
 

(4,834,052)
      
Cash Flows from Investing Activities:

     

Cash Acquired in the Acquisition of AVANT, Net of Transaction Costs
 

10,750,255
 

—
 

Restricted Cash Deposits
 

(1,103) (542)
Acquisition of Property and Equipment

 

(397,002) (71,423)
Proceeds from Disposal of Assets

 

229,500
 

—
 

      
Cash Provided by (Used in) Investing Activities

 

10,581,650
 

(71,965)
      
Cash Flows from Financing Activities:

     

Net Proceeds from Stock Issuance
 

10,867,188
 

—
 

Related Party Loan Due to Medarex
 

190,593
 

192,133
 

Payments of Loans Payable
 

(77,537) —
 

      
Net Cash Provided by Financing Activities

 

10,980,244
 

192,133
 

      
Effect of Exchange Rate Changes on Cash and Cash Equivalents

 

(56,258) 163,460
 

      
Net Increase (Decrease) in Cash and Cash Equivalents

 

47,470,306
 

(4,550,424)
      
Cash and Cash Equivalents at Beginning of Period

 

4,909,530
 

14,000,186
 

      
Cash and Cash Equivalents at End of Period

 

$ 52,379,836
 

$ 9,449,762
 

      
Supplemental Disclosure of Non-Cash Flow Information

     

Shares Received in Exchange in the Merger
 

$ 46,251,952
 

$ —
 

Shares Issued to Medarex in Settlement of a Payable
 

$ 3,038,617
 

$ —
 

 
See accompanying notes to unaudited consolidated financial statements
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AVANT IMMUNOTHERAPEUTICS, INC.
Notes to Unaudited Consolidated Financial Statements

June 30, 2008
 

(1)           Nature of Business and Overview
 

AVANT Immunotherapeutics, Inc. (the “Company” or “AVANT”) is engaged in the discovery, development and commercialization of products that
harness the human immune system to prevent and treat disease. The Company is developing a portfolio of vaccines and targeted immunotherapeutics
addressing a wide range of applications including oncology, infectious and inflammatory diseases. The portfolio includes a pipeline of therapeutic cancer
vaccines, monoclonal antibodies, single-dose, oral vaccines aimed at protecting travelers and people in regions where infectious diseases are endemic and a
treatment to reduce complement-mediated tissue damage. AVANT is advancing a pipeline of clinical and preclinical product candidates, the most advanced of
which are for treatment of various cancers. AVANT’s lead programs are therapeutic cancer vaccines designed to instruct the patient’s immune system to
recognize and destroy cancer cells. AVANT further leverages the value of its technology portfolio through corporate, governmental and non-governmental
partnerships. One successful collaboration resulted in our license of a rotavirus strain to GlaxoSmithKline that was used in the development of an oral human
rotavirus vaccine. Current collaborations encompass the development of vaccines addressed to cancer therapies, global health, human food safety and animal
health. AVANT’s product candidates address large market opportunities for which the Company believes current therapies are inadequate or non-existent.

 
Merger with Celldex:  On October 22, 2007, AVANT and Celldex Therapeutics, Inc. (“Celldex”), a privately-held company, announced the signing

of a definitive Agreement and Plan of Merger, dated October 19, 2007, by and between AVANT, Callisto Merger Corporation (“Merger Sub”) and Celldex



(the “Merger Agreement”). On March 7, 2008, AVANT completed the merger of Merger Sub, a wholly owned subsidiary of AVANT, with and into Celldex
(the “Merger”).

 
At the special meeting of AVANT shareholders held on March 6, 2008 in connection with the Merger, stockholders approved four proposals: (i) the

issuance of shares of AVANT common stock pursuant to the Merger Agreement in the amount necessary to result in the Celldex stockholders owning 58% of
AVANT common stock on a fully diluted basis, (ii) an amendment to AVANT’s Third Restated Certificate of Incorporation to increase the number of
authorized shares to 300,000,000, (iii) an amendment to AVANT’s Third Restated Certificate of Incorporation to effect a reverse stock split in a ratio ranging
from one-for-twelve to one-for-twenty of all the issued and outstanding shares of AVANT common stock, the final ratio to be determined by the AVANT
board of directors and (iv) adoption of the 2008 Stock Option and Incentive Plan.

 
Also, pursuant to the terms of the Merger Agreement, Celldex shareholders received 4.96 shares of AVANT common stock in exchange for each

share of Celldex common stock and Class A common stock they owned at the effective time of the Merger, plus cash in lieu of fractional shares. AVANT
stockholders retained 42% of, and the former Celldex stockholders now own 58% of, the outstanding shares of AVANT’s common stock on a fully-diluted
basis. AVANT also assumed all of Celldex’s stock options outstanding at the effective time of the Merger.

 
AVANT’s board of directors approved a 1-for-12 reverse stock split of AVANT’s common stock, which became effective on March 7, 2008. As a

result of the reverse stock split, each twelve shares of common stock were combined and reclassified into one share of common stock and the total number of
shares outstanding was reduced from approximately 180 million shares (including the shares issued to Celldex stockholders in the Merger) to approximately
15 million shares.

 
The Merger was accounted for using the purchase method of accounting and was treated as an acquisition by Celldex of AVANT with Celldex being

considered the accounting acquirer based on the application of criteria specified in Statement of Financial Accounting Standards (“SFAS”) No. 141, Business
Combination, (“SFAS 141”), even though AVANT was the issuer of common stock and the surviving legal entity in the transaction. Under the purchase
method of accounting, the deemed purchase price was allocated to AVANT’s underlying tangible and identifiable intangible assets acquired and liabilities
assumed based upon the respective fair value of each with any excess deemed purchase price allocated to goodwill. However, the valuation analysis
conducted by AVANT and Celldex determined that the fair value of assets acquired and the fair value of liabilities assumed by Celldex exceeded the estimated
purchase price for AVANT, resulting in negative goodwill of approximately $6.0 million. In accordance with SFAS 141, the negative goodwill has been
allocated to all of the acquired assets that are non-financial and non-current assets, including property and equipment, identifiable intangible assets, and in-
process research and development. See Note 16 to the Company’s unaudited consolidated financial statements for additional information.
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Because Celldex was determined to be the acquirer for accounting purposes, the historical financial statements of Celldex became the historical
financial statements of the Company as of the closing of the Merger. Accordingly, the financial statements of the Company prior to the Merger reflect the
financial position, results of operations and cash flows of Celldex, which during the historical periods presented in the accompanying consolidated financial
statements, was then majority-owned by Medarex, Inc. (“Medarex”). Following the Merger, the financial statements of the current period reflect the financial
position, results of operation and cash flows of the Company. The results of operations of AVANT are included in the results of operations of the Company
beginning March 8, 2008. Accordingly, except as otherwise discussed below, this report reflects the financial condition, results of operations and liquidity of
the combined company at June 30, 2008 and historically of Celldex on a stand-alone basis for all periods prior to March 8, 2008.

 
The Company’s cash and cash equivalents at June 30, 2008 were $52,379,836. Its working capital at June 30, 2008 was $48,869,949. The Company

incurred a loss of $10,260,510 and $32,391,192 for the three and six months ended June 30, 2008, respectively. Net cash used in operations for the six months
ended June 30, 2008 was $25,964,670. The Company believes that cash inflows from existing grants and collaborations, interest income on invested funds
and its current cash and cash equivalents will be sufficient to meet estimated working capital requirements and fund operations beyond June 30, 2009. The
working capital requirements of the Company are dependent on several factors including, but not limited to, the costs associated with research and
development programs, pre-clinical and clinical studies, manufacture of clinical materials and the scope of collaborative arrangements.

 
On April 16, 2008, the Company and Pfizer Inc. (“Pfizer”) entered into a License and Development Agreement (the “Pfizer Agreement”) under

which Pfizer will be granted an exclusive worldwide license to a therapeutic cancer vaccine candidate, CDX-110, in Phase 2 development for the treatment of
glioblastoma multiforme (“GBM”). The Pfizer Agreement also gives Pfizer exclusive rights to the use of EGFRvIII vaccines in other potential indications.
Under the Pfizer Agreement, Pfizer made an upfront payment to the Company of $40 million and made a $10 million equity investment in the Company.
Pfizer will fund all development costs for these programs. The Company is also eligible to receive milestone payments exceeding $390 million for the
successful development and commercialization of CDX-110 and additional EGFRvIII vaccine products, as well as royalties on any product sales.

 
On April 3, 2008, Rotarix  received Food and Drug Administration (“FDA”) market approval for the prevention of rotavirus gastroenteritis in

infants. FDA approval triggered a $1.5 million milestone payment to AVANT from GlaxoSmithKline plc (“Glaxo”), $750,000 of which the Company has
retained under the Company’s agreement with Paul Royalty Fund (“PRF”). Rotarix  is now licensed in over 100 countries worldwide including the U.S. and
the European Union. The Company anticipates receiving a $10 million milestone payment from PRF upon Glaxo’s U.S. launch of Rotarix , which we expect
to receive in the second half of 2008.

 
During the remainder of 2008, AVANT may take steps to raise additional capital including, but not limited to, the licensing of technology programs

with existing or new collaborative partners, possible business combinations, or the issuance of common stock via private placements or public offerings. We
believe that our current cash and cash equivalents are sufficient to fund planned operations for at least the next twelve months. While the Company continues
to seek capital through a number of means, there can be no assurance that additional financing will be available on acceptable terms, if at all, and the
Company’s negotiating position in capital-raising efforts may worsen as existing resources are used. There is also no assurance that the Company will be able
to enter into further collaborative relationships. Additional equity financing may be dilutive to the Company’s stockholders; debt financing, if available, may
involve significant cash payment obligations and covenants that restrict the Company’s ability to operate as a business; and licensing or strategic
collaborations may result in royalties or other terms that reduce the Company’s economic potential from products under development.
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(2)          Interim Financial Statements
 

The accompanying unaudited consolidated financial statements for the three and six months ended June 30, 2008 and 2007 include the consolidated
accounts of the Company and its wholly-owned subsidiaries, and have been prepared in accordance with instructions to Form 10-Q and Article 10 of
Regulation S-X. In the opinion of management, the information contained herein reflects all adjustments that are necessary to present fairly the Company’s
financial position at June 30, 2008, results of operations for the three and six months ended June 30, 2008 and 2007. The Company’s financial conditions,
results of operations and liquidity for the three- and six-month periods ended June 30, 2008 are not necessarily indicative of results for any future interim
period or for the full year.

 
Certain information and footnote disclosures normally included in financial statements prepared in accordance with generally accepted accounting

principles in the United States of America have been omitted, although the Company believes that the disclosures included, when read in conjunction with
AVANT’s Annual Report on Form 10-K for the year ended December 31, 2007 are adequate to make the information presented not misleading. The
accompanying December 31, 2007 Consolidated Balance Sheet was derived from audited financial statements of Celldex, but does not include all disclosures
required by U.S. GAAP.

 
(3)          Significant Accounting Policies
 

(A) Basis of Presentation
 
The unaudited consolidated financial statements include the accounts of the Company and its wholly owned subsidiaries, Celldex, Celldex

Therapeutics, Ltd. (“Celldex Ltd”) and Megan Health, Inc. (“Megan”). The Company’s operations constitute one business segment. All intercompany
transactions have been eliminated upon consolidation.

 
(B) Cash and Cash Equivalents
 
Cash and cash equivalents consist of cash and short-term investments with original maturities of three months or less. Cash and cash equivalents are

stated at cost, which approximates fair value. At June 30, 2008, investments were primarily in money market mutual funds.
 
AVANT may invest its cash in debt instruments of financial institutions, government entities and corporations, and mutual funds. The Company has

established guidelines relative to credit ratings, diversification and maturities to mitigate risk and maintain liquidity. Financial instruments, which potentially
subject the Company to concentrations of credit risk, consist principally of cash and cash equivalents and accounts receivable. Cash and cash equivalents
consist of cash and money market funds which are all held with three financial institutions in the U.S. and two financial institutions in the United Kingdom.

 
 
(C) Investment in Securities
 
AVANT has classified its equity investment in Select Vaccines Limited (“Select Vaccines”) shares as available for sale securities under SFAS 115,

Accounting for Certain Investments in Debt and Equity Securities, (“FAS 115”). In accordance with SFAS 115, all available-for-sale securities are recorded at
fair market value and, to the extent deemed temporary, unrealized gains and losses are included in accumulated other comprehensive income (loss) in
shareholders’ equity. Realized gains and losses and declines in value, if any, judged to be other than temporary on available-for-sale securities are reported in
other income (expense). At June 30, 2008, AVANT had an investment with a fair value of $340,580 in the stock of Select Vaccines.

 
(D) Restricted Cash
 
Restricted cash of $181,242 and $180,139 at June 30, 2008 and December 31, 2007, respectively, represents security deposits for the Company’s

facilities in Phillipsburg, New Jersey, of which the Company took occupancy in 2006.
 
(E) Fair Value of Financial Instruments
 
AVANT enters into various types of financial instruments in the normal course of business. The carrying amounts of AVANT’s cash and cash

equivalents, accounts receivable, accounts payable and accrued expenses approximate their fair values due to the short-term nature of these financial
instruments. Receivables are concentrated in the pharmaceutical industry and from United Kingdom Inland Revenue. Management considers the likelihood of
market credit risk to be remote.

 
(F) Trade and Other Accounts Receivable
 
Trade accounts receivable are recorded at the invoiced amount and do not bear interest. The Company has not historically experienced credit losses

from its accounts receivable and therefore has not established an allowance for doubtful accounts. The Company does not have any off-balance-sheet credit
exposure related to its customers.

 
Accounts and other receivables consist of the following:

 

  

June 30,
2008

 

December 31,
2007

 

Trade
 

$ 1,373,280
 

$ —
 

Other
 

164,765
 

132,496
 

 

 

$ 1,538,045
 

$ 132,496
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At June 30, 2008, trade receivables of $1,372,454 were due from Pfizer. See Note 10(c)(1).
 



Other receivables at June 30, 2008 represent primarily money market interest receivable of $44,393, an employee loan of $26,988 and research and
development tax credit receivable of $88,071 from United Kingdom Inland Revenue. Other receivables at December 31, 2007 primarily represent an
employee loan of $33,580 and research and development tax credit receivable of $88,155 from United Kingdom Inland Revenue.

 
(G) Long-Lived Assets:
 
In the ordinary course of its business, AVANT incurs substantial costs to construct property and equipment. The treatment of costs to construct these

assets depends on the nature of the costs and the stage of construction. Costs incurred in the project planning and design phase, and in the construction and
installation phase, are capitalized as part of the cost of the asset. AVANT stops capitalizing costs when the asset is substantially complete and ready for its
intended use.

 
For manufacturing property and equipment, AVANT also capitalizes the cost of validating these assets for the underlying manufacturing process.

AVANT completes the capitalization of validation costs when the asset is substantially complete and ready for its intended use. Costs capitalized include
incremental labor and fringe benefits, and direct consultancy services.

 
Property and equipment is stated at cost and depreciated over the estimated useful lives of the related assets using the straight-line method.

Laboratory equipment and office furniture and equipment are depreciated over a five-year period and computer equipment is depreciated over a three-year
period. Manufacturing equipment is amortized over a seven- to ten-year period. Leasehold improvements are amortized over the shorter of the estimated
useful life or the noncancelable term of the related lease, including any renewals that are reasonably assured of occurring. Property and equipment under
construction is classified as construction in progress and is depreciated or amortized only after the asset is placed in service. Expenditures for maintenance
and repairs are charged to expense whereas the costs of significant improvements which extend the life of the underlying asset are capitalized. Upon
retirement or sale, the cost of assets disposed of and the related accumulated depreciation are eliminated and the related gains or losses are reflected in net
income.

 
(H) Accounting for the Impairment of Long-Lived Assets:
 
AVANT periodically evaluates its long-lived assets, primarily property and equipment and intangible assets for potential impairment under SFAS

No. 144, Accounting for the Impairment of Long-Lived Assets, (“SFAS No. 144”). AVANT performs these evaluations whenever events or changes in
circumstances suggest that the carrying amount of an asset or group of assets is not recoverable. Indicators of potential impairment include:

 
·                  a significant change in the manner in which an asset is used;
 
·                  a significant decrease in the market value of an asset;
 
·                  a significant adverse change in its business or the industry in which it is sold; and
 
·                  a current period operating cash flow loss combined with a history of operating or cash flow losses or a projection or forecast that demonstrates

continuing losses associated with the asset.
 
If AVANT believes an indicator of potential impairment exists, the carrying values of the assets are evaluated in relation to the operating

performance and future undiscounted cash flows of the underlying asset. The net book value of an asset is adjusted to fair value if its expected future
undiscounted cash flows are less than its book value.  The Company charges impairments of the long-lived assets to operations if its evaluations indicate that
the carrying value of these assets is not recoverable. Management had identified no indicators of impairment at June 30, 2008.

 
(I) Accounting for Patent Costs:
 
Patent costs are expensed as incurred. Certain patent costs are reimbursed by the Company’s product development and licensing partners. Any

reimbursed patent costs are recorded as product development and licensing agreement revenues in the Company’s financial statements.
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(J) Interest Capitalization
 
AVANT capitalizes interest cost as part of the historical cost of acquiring certain assets during the period of time required to get the asset ready for its

intended use. The amount of capitalized interest is limited to the amount of interest incurred by AVANT.
 
(K) Operating Leases
 
The Company presently has three facilities that are located at Phillipsburg, New Jersey, and Needham and Fall River, Massachusetts under non-

cancellable operating lease agreements for office, laboratory and manufacturing space. The rent payments for the three locations escalate over the lease term.
Rent expense is recorded on a straight-line basis over the terms of the leases, including any renewals that are reasonably assured of occurring. The difference
between rent expense and amounts paid under the lease agreements is recorded as deferred rent in the accompanying consolidated balance sheets. Tenant
improvements paid by the landlord are capitalized as leasehold improvements and amortized over the shorter of their estimated useful lives or the remaining
lease term.

 
(L) Intangible Assets
 
The Company has acquired intangible assets, which include core technology, developed technology and a strategic partner agreement, through the

merger of AVANT and Celldex and the acquisition of Lorantis, Ltd (“Lorantis”). These acquired intangible assets are being amortized on a straight-line basis
over their estimated lives, which range from 4.5 to 11 years. The determination of the amortization period involves estimates and judgments on management’s
part. Any significant changes in the Company’s estimates or assumptions could impact the carrying value of acquired intangible assets. The Company
evaluates the recoverability of these assets when facts and circumstances suggest the asset could be impaired in accordance with SFAS No. 144.

 



(M) Revenue Recognition
 
The Company accounts for revenue arrangements that include multiple deliverables in accordance with Emerging Issues Task Force (“EITF”)

No. 00-21, Accounting for Revenue Arrangements with Multiple Arrangements (“EITF 00-21”). EITF 00-21 addresses how to determine whether an
arrangement involving multiple deliverables contains more than one unit of accounting. In applying the guidance, revenue arrangements with multiple
deliverables can only be considered as separate units of accounting if (i) the delivered item has value to the customer on a standalone basis, (ii) there is
objective and reliable evidence of the fair value of the undelivered items and (iii) if the right of return exists, delivery of the undelivered items is considered
probable and substantially in the control of the vendor. If these criteria are not met, the revenue elements must be considered a single unit of accounting for
purposes of revenue recognition.

 
Payments received to fund certain research activities are recognized as revenue in the period in which the research activities are performed.

Payments received in advance that are related to future performance are deferred and recognized as revenue when the research projects are performed.
 
AVANT has entered into various license and development agreements with pharmaceutical and biotechnology companies. The terms of the

agreements typically include non-refundable license fees, funding of research and development, payments based upon achievement of certain milestones and
royalties on net product sales. Non-refundable license fees are recognized as contract and license fee revenue when AVANT has a contractual right to receive
such payments, provided that (i) a contractual arrangement exists, (ii) the contract price is fixed or determinable, (iii) the collection of the resulting receivable
is reasonably assured and (iv) AVANT has no further performance obligations under the license agreement. Upfront non-refundable fees associated with
license and development agreements where AVANT has continuing performance obligations under the terms of the agreement are recorded as deferred
revenue and recognized as revenue over the estimated service period as AVANT completes its obligations. Where AVANT’s level of effort is relatively
constant over the performance period or no other pattern is estimable, the revenue is recognized on a straight-line basis. Revenue is limited to the lesser of the
cumulative amount of payments received or the cumulative amount of revenue earned, as determined using the straight-line basis, as of the period ending
date. If the estimated service period is subsequently modified, the period over which the upfront fee is recognized is modified accordingly on a prospective
basis. The determination of the performance period involves judgment on management’s part. Funding of research and development is recognized as revenue
over the term of the applicable contract as costs are incurred related to that contract.
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Milestone payments are recognized as revenue upon the achievement of mutually agreed milestones, provided that (i) the milestone event is

substantive and its achievement is not reasonably assured at the inception of the agreement, and (ii) there is no continuing performance obligations associated
with the milestone payment. Revenues from milestone payments related to arrangements under which the Company has continuing performance obligations
are recognized as revenue upon achievement of the milestone only if all of the following conditions are met: (i) the milestone payments are non-refundable;
(ii) achievement of the milestone was not reasonably assured at the inception of the arrangement; (iii) substantive effort is involved in achieving the
milestone; and, (iv) the amount of the milestone is reasonable in relation to the effort expended or the risk associated with achievement of the milestone. If
any of these conditions are not met, the milestone payments are deferred and recognized as revenue over the term of the arrangement as AVANT completes its
performance obligations.

 
Revenue from government contracts and grants, including U.S. government grants under Small Business Innovation Research (“SBIR”), is

recognized as the services are performed and recorded as effort is expended on the contracted work and billed to the government. Product royalty revenue
consists of payments received from licensees for a portion of sales proceeds from products that utilize AVANT’s licensed technologies and are recognized
when the amount of and basis for such royalty payments are reported to us in accurate and appropriate form and in accordance with the related license
agreement. Payments received in advance of activities being performed are recorded as deferred revenue. Any significant changes in the Company’s estimates
or assumptions could impact its revenue recognition.

 
(N) Research and Development Costs
 
Research and development costs, including internal and contract research costs, are expensed as incurred. Research and development expenses

consist mainly of clinical trial costs, manufacturing of clinical material, toxicology and other studies, salaries, depreciation, technology access fees, royalty
fees, including cost of Rotarix® royalty revenues retained by AVANT, and funding of outside research. Costs to acquire technologies that are utilized in
research and development that have no alternative future use are expensed as incurred.

 
(O) Clinical Trial Accruals
 
Most of the Company’s clinical trials are performed by third-party contract research organizations (“CROs”) and clinical supplies are manufactured

by contract manufacturing organizations (“CMOs”). Invoicing from these third parties may be monthly based upon services performed or based upon
milestones achieved. The Company accrues these expenses based upon its assessment of the status of each study and the work completed, and upon
information obtained from the CROs and CMOs.

 
(P) Foreign Currency Translation
 
The financial statements of Celldex Ltd have been translated into U.S. dollars in accordance with SFAS No. 52, Foreign Currency Translation. All

asset and liability accounts have been translated using the exchange rates in effect at the balance sheet date. Income statement amounts have been translated
using the average exchange rate for the period. The gains and losses resulting from the changes in exchange rate from this period have been reported in other
comprehensive (loss) income. As of June 30, 2008 and December 31, 2007, the accumulated unrealized foreign exchange translation (losses) gains included
in accumulated other comprehensive income were $2,562,778 and $2,619,036, respectively.

 
(Q) Income Taxes
 

The Company uses the asset and liability method to account for income taxes, including the recognition of deferred tax assets and deferred tax liabilities for
the anticipated future tax consequences attributable to differences between financial statement amounts and their respective tax bases. The Company reviews
its deferred tax assets for recovery. A valuation allowance is established when the Company believes that it is more likely than not that its deferred tax assets
will not be realized. Changes in valuation allowances from period to period are included in the Company’s tax provision in the period of change.
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(R) Net Loss Per Share
 
AVANT computes and reports earnings per share in accordance with the provisions of SFAS No. 128, Earnings Per Share. The computations of

basic and diluted loss per common share are based upon the weighted average number of common shares outstanding and potentially dilutive securities.
Potentially dilutive securities include stock options and warrants. Options and warrants to purchase 1,810,751 and 1,031,374 shares of common stock were
not included in the June 30, 2008 and 2007 computation of diluted net loss per share, respectively, because inclusion of such shares would have an anti-
dilutive effect on net loss per share. Share amounts shown on the consolidated balance sheets and share amounts and basic and diluted net loss per share
amounts shown on the consolidated statements of operations and comprehensive loss have been adjusted to reflect the Merger exchange ratio and a reverse
stock split of 1-for-12 effective March 7, 2008.

 
(S) Comprehensive Loss
 
Comprehensive loss is comprised of two components: net loss and other comprehensive income. During the three and six months ended June 30,

2008, AVANT recorded other comprehensive loss of $147,044 and $207,448 related to unrealized loss in its investment in Select Vaccines and $5,832 and
$56,258 related to unrealized foreign exchange translation losses, respectively. During the three and six months ended June 30, 2007, AVANT recorded other
comprehensive income of $185,359 and $164,656 related to unrealized foreign exchange translation gains, respectively.

 
(T) Stock-Based Compensation
 
The Company accounts for stock-based awards under SFAS No. 123 (revised 2004), Share-Based Payment, (“SFAS No. 123(R)”), which requires

the measurement and recognition of compensation expense for all share-based payment awards made to employees and directors including employee stock
options and employee stock purchases related to the Employee Stock Purchase Plan (“employee stock purchases”) based on estimated grant date fair values.

 
Compensation expense for all share-based payment awards to employees are recognized using the straight-line method. As stock-based

compensation expense recognized in the Consolidated Statement of Operations is based on awards ultimately expected to vest, compensation expense has
been reduced for estimated forfeitures. SFAS No. 123(R) requires forfeitures to be estimated at the time of grant and revised, if necessary, in subsequent
periods if actual forfeitures differ from those estimates.

 
The Company estimates the fair value of share-based awards granted using the Black-Scholes option-pricing model (“Black-Scholes model”). The

Company’s determination of fair value of share-based payment awards on the date of grant using an option-pricing model is affected by the Company’s stock
price as well as assumptions regarding a number of highly complex and subjective variables. These variables include, but are not limited to, the Company’s
expected stock price volatility over the term of the awards, and actual and projected employee stock option exercise behaviors.

 
SFAS No. 123(R) does not change the accounting guidance for how the Company accounts for options issued to nonemployees. The Company

accounts for options issued to nonemployees in accordance with SFAS No. 123(R) and EITF Issue No. 96-18, Accounting for Equity Instruments That Are
Issued to Other Than Employees for Acquiring, or in Conjunction with Selling, Goods or Services. As such, the value of such options is periodically re-
measured and income or expense is recognized during the vesting terms.

 
See Note 5 for additional information.
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(U) Use of Estimates
 
The preparation of the financial statements in conformity with U.S. generally accepted accounting principles requires management to make estimates

and assumptions that affect reported amounts and disclosures. Actual results could differ from those estimates.
 
(V) Segments
 
Management uses consolidated financial information in determining how to allocate resources and assess performance. For this reason, AVANT has

determined that it is engaged in one industry segment. Substantially all of AVANT’s revenue since inception has been generated in the United States and
substantially all of our assets are in the United States.

 
(W) Recent Accounting Pronouncements
 
SFAS 141(R) and SFAS 160: In December 2007, the Financial Accounting Standards Board (“FASB”) issued SFAS No. 141(R), Business

Combinations, (“SFAS No. 141(R)”), and SFAS No. 160, Noncontrolling Interests in Consolidated Financial Statements, an amendment of ARB No. 51,
(“SFAS No. 160”), which introduce significant changes in the accounting for and reporting of business acquisitions and noncontrolling interests in a
subsidiary. SFAS No. 141(R) is to be applied prospectively to business combinations for which the acquisition date is on or after the beginning of the first
annual reporting period beginning on or after December 15, 2008. SFAS No. 160 is effective for fiscal years, and interim periods within those fiscal years,
beginning on or after December 15, 2008. Earlier adoption of both statements is prohibited. The adoption of SFAS No. 141(R) and SFAS No. 160 will only
have an impact on the Company’s financial statements if it is involved in a business combination that occurs after January 1, 2009.

 
EITF 07-1:  In December 2007, the EITF reached a consensus on Issue No. 07-1, Accounting for Collaborative Arrangements (“EITF 07-1”).  The

EITF concluded on the definition of a collaborative arrangement and that revenues and costs incurred with third parties in connection with collaborative
arrangements would be presented gross or net based on the criteria in EITF 99-19, Reporting Revenue Gross as a Principal versus Net as an Agent, and other
accounting literature.  Based on the nature of the arrangement, payments to or from collaborators would be evaluated and its terms, the nature of the entity’s
business, and whether those payments are within the scope of other accounting literature would be presented.  Companies are also required to disclose the



nature and purpose of collaborative arrangements along with the accounting policies and the classification and amounts of significant financial statement
amounts related to the arrangements.  Activities in the arrangement conducted in a separate legal entity should be accounted for under other accounting
literature; however, required disclosure under EITF 07-1 applies to the entire collaborative agreement.  EITF 07-1 is effective for financial statements issued
for fiscal years beginning after December 15, 2008, and interim periods within those fiscal years, and is to be applied retrospectively to all periods presented
for all collaborative arrangements existing as of the effective date.  The Company is currently evaluating the effect that the adoption of EITF 07-01 will have
on its results of operations and financial condition.

 
FSP No. FAS 142-3: In April 2008, the FASB staff issued FASB Staff Position (“FSP”) No. FAS 142-3, Determination of the Useful Life of

Intangible Assets (“FSP No. FAS 142-3”). FSP No. FAS 142-3 amends the factors that should be considered in developing renewal or extension assumptions
used to determine the useful life of a recognized intangible asset under FASB No. 142. The intent of this FSP is to improve the consistency between the useful
life of a recognized intangible under Statement 142 and the period of expected cash flows used to measure fair value of the asset under FASB No. 141 and
other accounting principles generally accepted in the United States of America (“U.S.GAAP”). The FSP is effective for financial statements issued for fiscal
years beginning after December 31, 2008, and interim periods within those fiscal years. Early adoption is prohibited. The adoption of FSP No. FAS 142-3 is
not expected to have a material impact on AVANT’s financial position and results of operations.

 
SFAS 162:  In May 2008, FASB issued SFAS No. 162, “The Hierarchy of Generally Accepted Accounting Principles”, or SFAS 162. SFAS 162

identifies the sources of accounting principles and the framework for selecting the principles to be used in the preparation of financial statements that are
presented in conformity with generally accepted accounting principles in the United States. SFAS 162 is effective 60 days following the SEC’s approval of
the Public Company Accounting Oversight Board amendments to AU Section 411, “The Meaning of Present Fairly in Conformity with Generally Accepted
Accounting Principles.” The Company does not expect SFAS 162 to have a material impact on its results of operations and financial condition.

 
EITF 03-6-1:  In June 2008, FASB issued FASB Staff Position No. EITF 03-6-1, “Determining Whether Instruments Granted in Share-Based

Payment Transactions Are Participating Securities”, or FSP EITF 03-6-1. FSP EITF 03-6-1 addresses whether instruments granted in share-based payment
transactions are participating securities prior to vesting and, therefore, need to be included in the earnings allocation in computing earnings per share (EPS)
under the two-class method described in paragraphs 60 and 61 of FASB Statement No. 128, “Earnings per Share”, or SFAS 128. The guidance applies to the
calculation of EPS under SFAS 128 for share-based payment awards with rights to dividends or dividend equivalents. FSP EITF 03-6-1 clarifies that unvested
share-based payment awards that contain nonforfeitable rights to dividends or dividend equivalents (whether paid or unpaid) are participating securities and
shall be included in the computation of EPS pursuant to the two class method. FSP EITF 03-6-1 is effective for financial statements issued for fiscal years
beginning after December 15, 2008, and interim periods within those years. All prior-period EPS data presented shall be adjusted retrospectively (including
interim financial statements, summaries of earnings and selected financial data) to conform with the provisions of this FSP. Early adoption is not permitted.
The Company is currently evaluating the effect that the adoption of FSP EITF 03-6-1 will have on its results of operations and financial condition.
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(4)          Fair Value Measurements
 

On January 1, 2008, the Company adopted SFAS No. 157, Fair Value Measurements, (“SFAS No. 157”), and SFAS No. 159, The Fair Value Option
for Financial Assets and Financial Liabilities Including an amendment of FASB Statement No. 115, (“SFAS No. 159”), for its financial assets and liabilities.
The adoption of SFAS No. 157 did not have a material impact on the Company’s financial position or results of operations. As permitted by FASB Staff
Position No. FAS 157-2, Effective Date of FASB Statement No. 157, the Company elected to defer the adoption of SFAS No. 157 for all nonfinancial assets
and nonfinancial liabilities, except those that are recognized or disclosed at fair value in the financial statements on a recurring basis, until January 1, 2009.
SFAS No. 159 permits entities to choose to measure many financial instruments and certain other items at fair value that are not currently required to be
measured at fair value. The Company did not elect to adopt the fair value option for eligible financial instruments under SFAS No. 159.

 
SFAS No. 157 provides a framework for measuring fair value under U.S. GAAP and requires expanded disclosures regarding fair value

measurements. SFAS No. 157 defines fair value as the exchange price that would be received for an asset or paid to transfer a liability (an exit price) in the
principal or most advantageous market for the asset or liability in an orderly transaction between market participants on the measurement date. Market
participants are buyers and sellers in the principal market that are (i) independent, (ii) knowledgeable, (iii) able to transact, and (iv) willing to transact.

 
SFAS No. 157 requires the use of valuation techniques that are consistent with the market approach, the income approach and/or the cost approach.

The market approach uses prices and other relevant information generated by market transactions involving identical or comparable assets and liabilities. The
income approach uses valuation techniques to convert future amounts, such as cash flows or earnings, to a single present amount on a discounted basis. The
cost approach is based on the amount that currently would be required to replace the service capacity of an asset (replacement cost). Valuation techniques
should be consistently applied. SFAS No. 157 also establishes a fair value hierarchy which requires an entity to maximize the use of observable inputs, where
available, and minimize the use of unobservable inputs when measuring fair value. The standard describes three levels of inputs that may be used to measure
fair value:

 
Level 1        Quoted prices in active markets for identical assets or liabilities. The Company’s Level 1 assets consist of cash equivalents and its investment in

Select Vaccines. As of June 30, 2008, the Company held cash equivalents of $50,823,377 and an investment in Select Vaccines of $340,580.
 
Level 2        Observable inputs other than Level 1 prices, such as quoted prices for similar assets or liabilities; quoted prices in markets that are not active; or

other inputs that are observable or can be corroborated by observable market data for substantially the full term of the assets or liabilities. The
Company had no Level 2 assets or liabilities at June 30, 2008.

 
Level 3        Unobservable inputs that are supported by little or no market activity and that are significant to the fair value of the assets or liabilities. The

Company had no material Level 3 assets or liabilities at June 30, 2008.
 

The Company’s financial instruments consist mainly of cash and cash equivalents, short-term accounts receivable, common stock in a publicly-
traded company, accounts payable and debt obligations. Short-term accounts receivable and accounts payable are reflected in the accompanying consolidated
financial statements at cost, which approximates fair value due to the short-term nature of these instruments.
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(5)          Stock-Based Compensation
 

As of June 30, 2008, the Company had two shareholder approved, share-based compensation plans: the 2004 Employee Stock Purchase Plan (the
“2004 ESPP Plan”) and the 2008 Stock Option and Incentive Plan (the “2008 Plan”).

 
Employee Stock Benefit Plans
 
Employee Stock Purchase Plan
 

The 2004 ESPP Plan was adopted on May 13, 2004 and assumed by the Company in connection with the Merger. All full time employees of AVANT
are eligible to participate in the 2004 ESPP Plan. A total of 12,500 shares of common stock are reserved for issuance under the 2004 ESPP Plan. Under the
2004 ESPP Plan, each participating employee may contribute up to 15% of his or her compensation to purchase up to 500 shares of common stock per year in
any six-month offering period and may withdraw from the offering at any time before stock is purchased. Participation terminates automatically upon
termination of employment. The purchase price per share of common stock in an offering is 85% of the lower of its fair market value at either the beginning
of the offering period or the applicable exercise date. At June 30, 2008, 9,885 shares were available for issuance under the 2004 ESPP Plan.

 
The last purchase period ended on December 31, 2007. As a consequence of the Merger, no current purchase period was offered beginning on

January 1, 2008.
 

Employee Stock Option Plan
 
Stock Option Plan Description
 

On March 6, 2008, AVANT’s 2008 Plan was adopted at a special meeting of AVANT shareholders. The 2008 Plan replaced the 1999 Stock Option
and Incentive Plan (the “1999 Plan”) and the Amended and Restated 1991 Stock Compensation Plan, which was an amendment and restatement of AVANT’s
1985 Incentive Option Plan. The 2008 Plan permits the granting of incentive stock options (intended to qualify as such under Section 422A of the Internal
Revenue Code of 1986, as amended), non-qualified stock options, stock appreciation rights, performance share units, restricted stock and other awards of
restricted stock in lieu of cash bonuses to employees, consultants and outside directors.

 
The 2008 Plan allows for a maximum of 1,500,000 shares of common stock to be issued prior to October 19, 2017. The board of directors

determines the term of each option, option price, and number of shares for which each option is granted and the rate at which each option vests. Options
generally vest over four years. The term of each option cannot exceed ten years (five years for options granted to holders of more than 10% of the voting
stock of AVANT) and the exercise price of stock options cannot be less than the fair market value of the common stock at the date of grant (110% of fair
market value for incentive stock options granted to holders of more than 10% of the voting stock of AVANT). The 2008 Plan also provides for discretionary
grants of non-qualified stock options to non-employee directors. Vesting of all employee and non-employee director stock option awards is accelerated upon a
change in control as defined in the 2008 Plan.

 
In connection with the Merger, AVANT assumed the obligations of Celldex under Celldex’s Stock Option Plan (the “Celldex Plan”) and each

outstanding option to purchase Celldex common stock (a “Celldex Stock Option”) granted under the Celldex Plan. Each Celldex Stock Option assumed by
AVANT is deemed to constitute an option to acquire, on the same terms and conditions as were applicable under the Celldex Plan, shares of AVANT’s
common stock that have been adjusted consistent with the ratio at which AVANT’s common stock was issued in exchange for Celldex’s common stock in the
Merger. As of March 7, 2008, AVANT assumed options to acquire 1,446,913 shares of its common stock at a weighted average exercise price of $8.35. The
Celldex Stock Options generally vest over a two-to four-year period and the term of each option cannot exceed ten years from the date of grant. No additional
awards will be issued under the Celldex Plan.

 
17

Table of Contents
 

General Option Information
 

A summary of stock option activity under the 2008 Plan for the six months ended June 30, 2008, adjusted to reflect the Merger exchange ratio and a
reverse stock split of 1-for-12 effective March 7, 2008, is as follows:
 

  
Shares

 

Weighted
Average
Exercise

Price
Per Share

 

Weighted
Average

Remaining
Contractual

Term (In Years)
 

Outstanding at January 1
 

787,440
 

$ 12.70
 

5.81
 

Granted
 

2,466,167
 

8.30
   

Exercised
 

—
 

—
   

Canceled/forfeited
 

(1,441,606) 10.64
   

Expired
 

(1,250) 29.13
   

        
Outstanding at June 30

 

1,810,751
 

$ 8.34
 

9.24
 

        
Ending Vested and Expected to Vest at June 30, 2008

 

1,617,419
 

$ 8.34
 

9.23
 

        
At June 30

       

Options exercisable
 

873,262
 

$ 8.39
   

 
The weighted average fair value of options granted during the six-month period ended June 30, 2008 was $4.23.



 
Non-Employee Grants
 

The Company has historically granted stock options to consultants for services. These options were issued at or above their fair market value on the
date of grant and generally have four-year vesting terms from date of grant. Should the Company or the consultant terminate the consulting agreements, any
unvested options will be cancelled. Options issued to non-employees are marked-to-market, which means that as the Company’s stock price fluctuates, the
related expense either increases or decreases. The Company recognized expense of $332,991 and $16,253 related to non-employee stock options for the three
months ended June 30, 2008 and 2007, and $349,431 and $32,606 for the six months ended June 30, 2008 and 2007, respectively. As of June 30, 2008, the
Company had total unrecognized compensation costs of $148,329 related to unvested non-employee options.

 
Valuation and Expenses Information

 
The following table summarizes stock-based compensation expense related to employee and non-employee stock options and employee stock

purchases for the three and six months ended June 30, 2008 and 2007, respectively, which was allocated as follows:
 
  

Three months ended June 30,
 

Six months ended June 30,
 

  
2008

 
2007

 
2008

 
2007

 

Research and development
 

$ 577,189
 

$ 177,472
 

$ 1,171,565
 

$ 376,558
 

General and administrative
 

239,232
 

174,600
 

1,267,236
 

370,434
 

Total stock-based compensation expense
 

$ 816,421
 

$ 352,072
 

$ 2,438,801
 

$ 746,992
 

 
During the quarter ended March 31, 2008, the Company entered into an Option Cancellation Agreement concurrent with Stock Option Grant

Agreement with Celldex employees. The Option Cancellation Agreement provided for the cancellation of all previously granted options under the Plan while
the Stock Option Grant Agreement provided for the re-grant of stock options pursuant to the Option Cancellation Agreement.  In addition, at the consumption
of the merger with AVANT, all options to purchase Celldex common stock then outstanding under the Celldex 2005 Equity Incentive Plan was assumed by
AVANT and converted into options to purchase shares of AVANT common stock. The number of shares subject to the outstanding awards and related exercise
price was proportionately adjusted by the same exchange ratio as Celldex shareholders received in accordance with the provisions of the Celldex 2005 Equity
Incentive Plan.  The Company considered both the re-grant of stock options and exchange of Celldex options into options to acquire shares of AVANT
common stock as a modification under the provisions of SFAS 123R. The modification affected a total of 15 employees, including members of the Celldex
board of directors. The total incremental compensation cost resulting from the modifications amounted to approximately $2.6 million, of which $0.9 million
was related to vested awards and was recognized immediately as stock based compensation in the quarter ended March 31, 2008.
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Based on basic and diluted weighted average common shares outstanding of 15,227,475 and 12,677,455, the effect of stock-based compensation
expense recorded for the three- and six-month periods ended June 30, 2008 had a $0.05 per share and $0.19 per share impact on net loss per share,
respectively.

 
As of June 30, 2008, total compensation cost related to non-vested employee stock options not yet recognized was $3,277,319, net of estimated

forfeitures, which is expected to be recognized as expense over a weighted average period of 2.69 yrs. The total fair value of employee stock options vested,
including the incremental fair value for options vested that were modified, during the three and six months ended June 30, 2008 was $217,683 and
$1,487,715, respectively

 
The fair values of employee and non-employee director stock options granted during the three and six months ended June 30, 2008 and 2007 were

valued using the Black-Scholes model with the following assumptions:
 
  

Three months ended June 30,
 

Six months ended June 30,
 

  
2008

 
2007

 
2008

 
2007

 

Expected stock price volatility (employees)
 

60% 67% 60% 67%
Expected stock price volatility (non-employee directors)

 

59% 67% 59% 67%
Expected option term (employees)

 

4.75 Years
 

5.2 Years
 

3-6 Years
 

5.2 Years
 

Expected option term (non-employee directors)
 

4.0 Years
 

5.2 Years
 

4-6 Years
 

5.2 Years
 

Risk-free interest rate
 

3.24% 4.5% 1.75-3.24% 4.5%
Expected dividend yield

 

None
 

None
 

None
 

None
 

 
The Company used its daily historical stock price volatility consistent with the expected term of grant as the basis for its expected volatility

assumption in accordance with SFAS No. 123(R) and SAB 107 for its employee and non-employee director stock options and employee stock purchases. The
Company has concluded that its historical volatility is representative of expected future stock price trends. The expected volatility used by Celldex in 2007
was based on the average volatility of a group of companies that Celldex believed would be considered a peer group had it been a publicly held company.

 
The risk-free interest rate assumption is based upon observed interest rates appropriate for the expected term of the Company’s employee and non-

employee director stock options and employee stock purchases. The dividend yield assumption is based on the Company’s history of zero dividend payouts
and expectation that no dividends will be paid in the foreseeable future.

 
The expected term of employee and non-employee director stock options represents the weighted-average period the stock options are expected to

remain outstanding. SAB 107 provides for a simplified method for estimating expected term for “plain-vanilla” options. The simplified method is based on
the vesting period and the contractual term for each grant or for each vesting tranche for awards with graded vesting. The mid-point between the vesting date
and the expiration date is used as the expected term under this method. In December 2007, the Securities and Exchange Commission released SAB 110,
which extended the use of the simplified method if a company met certain criteria. AVANT has concluded that the Merger represents a significant structural
change in its business and in the terms of its share option grants such that AVANT’s historical exercise data may no longer provide a reasonable basis upon
which to estimate expected term. The Company has elected to follow the guidance of SAB 107 and SAB 110 and has adopted the simplified method in
determining expected term for all of its stock option awards.  There were 0 and 121,703 stock options granted to non-employee directors during the three and
six months ended June 30, 2008, respectively.

 



Forfeitures were estimated based on historical experience by applying an eleven and zero percent forfeiture rate to employee and non-employee
director stock option awards granted during the three and six months ended June 30, 2008, respectively.

 
The Company has not recognized any tax benefits or deductions related to the tax effects of employee stock-based compensation as the Company

carries a full deferred tax asset valuation allowance and has significant net operating loss carryforwards available.
 

(6)          Retirement Savings Plan
 

The Company’s 401(k) Plan (the “401(k) Plan”) is intended to be a tax-qualified plan covering substantially all employees. Under the terms of the
401(k) Plan, employees may elect to contribute up to 15% of their compensation, or the statutory prescribed limits. The Company may make matching
contributions of up to 4% of a participant’s annual salary. Benefit expense for the 401(k) Plan was approximately $37,055 and $22,282 for the six months
ended June 30, 2008 and 2007, respectively.

 
19

Table of Contents
 

(7)           Property and Equipment
 

Property and equipment includes the following:
 

  

June 30,
2008

 

December 31,
2007

 

Laboratory Equipment
 

$ 5,253,695
 

$ 1,551,896
 

Manufacturing Equipment
 

991,916
 

—
 

Office Furniture and Equipment
 

1,555,962
 

405,581
 

Leasehold Improvements
 

13,863,841
 

2,046,663
 

Assets Held for Sale
 

247,100
 

—
 

Construction in Progress
 

395,817
 

—
 

Total Property and Equipment
 

22,308,331
 

4,004,140
 

Less Accumulated Depreciation and Amortization
 

(8,275,243) (2,086,104)
 

 

$ 14,033,088
 

$ 1,918,036
 

 
A portion of the purchase price in the Merger totaling $15,170,702 has been allocated and recorded to acquired property and equipment above and

was then reduced by approximately $2,606,649 of negative goodwill.
 
As a result of the Merger, AVANT is converting its Fall River manufacturing facility to provide mammalian cell culture production capabilities and

has classified certain manufacturing-related equipment having a fair value of $451,100 as long-lived assets to be disposed of by sale. The fair value was
established based on quoted market prices by an equipment re-seller less estimated costs to remove and sell the equipment. During the quarter ended June 30,
2008, the Company sold one of the long-lived assets held for sale with a recorded value of $204,000 for $229,500 and recorded a gain of $25,500 on disposal
of assets. In addition, the Company disposed of $161,523 of assets and recorded a loss of $32,054 on disposal of fixed assets during the six months ended
June 30, 2008.

 
Depreciation expense related to equipment and leasehold improvements was $707,915 and $197,523 for the three months ended June 30, 2008 and 2007,

respectively, and $1,061,050 and $379,892 for the six months ended June 30, 2008 and 2007, respectively.
 

(8)           Intangible and Other Assets
 

Intangible and other assets include the following:
 
  

June 30, 2008
 

December 31, 2007
 

  

Estimated
Lives

 

Gross
Intangible

Assets
 

Accumulated
Amortization

 

Net
Intangible

Assets
 

Gross
Intangible

Assets
 

Accumulated
Amortization

 

Net
Intangible

Assets
 

Intangible Assets:
               

Core Technology
 

4.5 - 11 years
 

$ 2,193,249
 

$ (380,004) $ 1,813,245
 

$ 1,296,000
 

$ (263,097) $ 1,032,902
 

Developed Technology
 

8 years
 

273,796
 

(10,958) 262,838
 

¾
 

¾
 

¾
 

Strategic Partner
Agreement

 

8 years
 

629,499
 

(25,194) 604,305
 

¾
 

¾
 

¾
 

                
Total Intangible Assets

   

$ 3,096,544
 

$ (416,156) $ 2,680,388
 

$ 1,296,000
 

$ (263,097) $ 1,032,902
 

 
On March 7, 2008, AVANT completed the Merger with Celldex being considered the accounting acquirer. Under the purchase method of accounting,

AVANT determined the identifiable intangible assets acquired based upon the respective fair values of certain technology and intellectual property acquired
and license agreement assumed. AVANT has determined that this technology has alternative future uses and will be incorporated into a number of AVANT’s
bacterial vaccine programs. A portion of the purchase price in the transaction totaling $2,174,100 has been allocated and recorded to acquired intangible
assets above and then was reduced by approximately $373,557 of negative goodwill.

 
All of AVANT’s intangible assets are amortized over their estimated useful lives. Total amortization expense for intangible assets was $104,164 and

$29,233 for the three-month periods ended June 30, 2008 and 2007, respectively, and $153,058 and $58,467 for the six-month periods ended June 30, 2008
and 2007, respectively.
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The estimated future amortization expense of intangible assets as of June 30, 2008 for the remainder of fiscal year 2008 and the five succeeding

years is as follows:
 

Year ending December 31,
 

Estimated
Amortization

Expense
 

2008 (remaining six months)
 

$ 207,948
 

2009
 

415,896
 

2010
 

415,896
 

2011
 

415,896
 

2012
 

340,313
 

2013 and thereafter
 

884,441
 

 
(9)           Income Taxes
 

On January 1, 2007, the Company adopted FASB Interpretation No. 48, Accounting for Uncertainty in Income Taxes – an interpretation of FASB
Statement 109 (“FIN 48”).  FIN 48 prescribes a comprehensive model for recognizing, measuring, presenting and disclosing in the financial statements tax
positions taken or expected to be taken on a tax return, including a decision whether to file or not to file in a particular jurisdiction.  As a result of the
implementation of FIN 48, AVANT recognized no material adjustment in the liability for unrecognized income tax benefits.  At adoption date and at June 30,
2008, AVANT had no material unrecognized income tax benefits.

 
As of December 31, 2007, the Company had federal and state net operating loss (“NOL”) carryforwards and federal and state research and

development (“R&D”) credit carryforwards, which may be available to offset future federal and state income tax liabilities which expire at various dates
starting in 2008 and going through 2027.  Utilization of the NOL and R&D credit carryforwards may be subject to substantial annual limitation due to
ownership change limitations that have occurred previously or that could occur in the future provided by Section 382 of the Internal Revenue Code of 1986,
as well as similar state provisions.  These ownership changes may limit the NOL and R&D credit carryforwards that can be utilized annually to offset future
taxable income and tax, respectively.  In general, an ownership change, as defined by Section 382, results from transactions increasing the ownership of
certain shareholders or public groups in the stock of a corporation by more than 50 percentage points over a three-year period.  Since the Company’s
formation, the Company has raised capital through the issuance of capital stock on several occasions which, combined with the purchasing shareholders’
subsequent disposition of those shares, may have resulted in a change of control, as defined by Section 382, or could result in a change of control in the future
upon subsequent disposition.  AVANT believes its merger with Celldex may have generated an ownership change that could further affect the limitation in
future years.

 
During the first quarter of 2008 the Company underwent a merger in which AVANT and Celldex became a combined group for tax reporting

purposes.  The merger was treated as a purchase under SFAS 141 with Celldex being the accounting acquirer.  Together they form a combined group and
report income taxes as such with AVANT as the Parent Company and Celldex as the Subsidiary.  As a result of this merger, all of the prior tax attributes of
both AVANT and Celldex will carry forward for potential future use subject to potential limitations.  These tax attributes are included in the Company’s
income tax provision.

 
Massachusetts, New Jersey and Missouri are the three states in which the Company operates or has operated and has income tax nexus. Open federal

and state return years subject to examination by major tax jurisdictions include the tax years ended December 31, 2004, 2005, 2006 and 2007 (which has not
yet been filed). Carryforward attributes that were generated prior to 2004 may still be adjusted upon examination by the IRS if they either have been or will
be used in a future period. The Company is currently not under examination by the Internal Revenue Service or any other jurisdictions for any tax years.

 
The Company’s policy is to recognize interest and penalties related to uncertain tax positions in income tax expense. There have been no interest or

penalties recognized in the consolidated statement of operations and on the consolidated balance sheet as a result of FIN 48 calculations. The Company has
not recorded any interest and penalties on any unrecognized tax benefits since its inception.

 
As required by Statement of Financial Accounting Standards No. 109, management has evaluated the positive and negative evidence bearing upon

the realizability of its net deferred tax assets, which are comprised principally of NOL, capitalized R&D expenditures and R&D tax credit carryforwards.
Management has determined that it is more likely than not that AVANT will not recognize the benefits of federal and state deferred tax assets and, as a result,
a full valuation allowance was maintained at June 30, 2008 and December 31, 2007.
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(10)         Product Development and Licensing Agreements
 

AVANT’s revenue from product development and licensing agreements was received pursuant to contracts and arrangements with different
organizations. A summary of these contracts follows:

 
(A)         GlaxoSmithKline plc (“Glaxo”) and Paul Royalty Fund II, L.P. (“PRF”)
 

In 1997, AVANT entered into an agreement with Glaxo to collaborate on the development and commercialization of the Company’s oral rotavirus
strain and Glaxo assumed responsibility for all subsequent clinical trials and all other development activities. AVANT licensed-in the rotavirus strain that was
used to develop Glaxo’s Rotarix  rotavirus vaccine in 1995 and owes a license fee of 30% to Cincinnati Children’s Hospital Medical Center (“CCH”) on net
royalties received from Glaxo. AVANT is obligated to maintain a license with CCH with respect to the Glaxo agreement. All licensing fees are included in
research and development expense. The term of the Glaxo agreement is through the expiration of the last of the relevant patents covered by the agreement,
although Glaxo may terminate the agreement upon 90 days prior written notice.

 
In May 2005, AVANT entered into an agreement whereby an affiliate of PRF purchased an interest in the net royalties AVANT will receive on

worldwide sales of Rotarix . Under the PRF agreement, AVANT will retain 50% of future Glaxo milestone payments beginning on the effective date of the
agreement with PRF, with 70% of the remaining balance payable to PRF and 30% of the remaining balance payable to CCH, respectively. AVANT’s retained
interests in Rotarix  net royalties which were not sold to PRF are recorded as product royalty revenue and a corresponding amount that is payable to CCH is

®

®

®



recorded as royalty expense, which is included in research and development expense. For the three- and six-month periods ended June 30, 2008, AVANT
recognized revenue of $766,632 related to its retained interests in Rotarix , which is payable to CCH.

 
On April 3, 2008, Rotarix  received FDA market approval for the prevention of rotavirus gastroenteritis in infants, which triggered a $1.5 million

milestone payment to AVANT from Glaxo, $750,000 of which AVANT has retained under AVANT’s agreement with PRF. In connection with the Company’s
purchase accounting for the Merger, the present value of the Company’s retained amount, or $742,300, had been recorded as a current asset. During the
quarter ended June 30, 2008, AVANT also recorded $225,000 in revenue and an offsetting amount in royalty expense for the payable due to CCH for its
portion of the Glaxo milestone. The market launch of Rotarix  by Glaxo in the U.S. market would result in a $10 million milestone payment to AVANT from
PRF, which AVANT expects to receive in the second half of 2008. In connection with the Merger, AVANT recorded $9.8 million as an other current asset,
which represents the present value of this milestone payment adjusted for probability of success.

 
Royalty rates on Rotarix  escalate from 7% to 10% based on net product sales in countries that have valid patent protection. These royalty rates are

discounted by 30% for “non-patent” countries (primarily international markets). In September 2006, AVANT received notice from Glaxo that Glaxo would
begin paying royalties on sales of Rotarix  vaccine at the lower of the two royalty rates under their 1997 license agreement. Glaxo’s decision to pay the lower
royalty rate (which is 70% of the full rate) is based upon Glaxo’s assertion that Rotarix  is not covered by the patents Glaxo licensed from AVANT in
Australia and certain European countries.

 
If Glaxo’s position stands, the royalties to which PRF is entitled will no longer be limited by a $27.5 million annual threshold, which AVANT

projected may have been reached in later years as sales of Rotarix  increased. Irrespective of Glaxo’s position, AVANT will still retain the royalties on
worldwide sales of Rotarix  once PRF receives 2.45 times the aggregate cash payments it makes to AVANT, though the potential amount of such residual
royalties will be lower if Glaxo’s position stands.

 
(B)         Glaxo and Corixa Corporation (“Corixa”)
 

On December 21, 2005, Corixa, a wholly-owned subsidiary of Glaxo, and Celldex Ltd (formerly Lorantis), entered into a termination agreement of
their collaboration of CDX-2101, or HepVax, for the development of a therapeutic vaccine for Hepatitis B (the “Termination Agreement”). Under the terms of
the Termination Agreement, Glaxo paid the Company the sum of approximately $1,632,000. In addition, and subject to the terms and conditions of the
Termination Agreement, Glaxo granted to Celldex a worldwide, fully paid up, royalty-free, perpetual, nonexclusive license under the Corixa Patent Rights,
Corixa Know-How Rights and Corixa Licensed Technology (each as defined in the Termination Agreement): (a) to use RC-529SE in products being
developed and/or commercialized by Celldex Ltd or its Permitted Sublicensees in the Lorantis Field; and (b) to make or have made RC-529SE using RC-529
adjuvant for the limited use permitted by the license granted to reformulate Corixa’s proprietary adjuvant.

 
The Company has concluded that because the original collaboration between Corixa and Lorantis contained multiple deliverables, EITF 00-21

applies. For the three- and six-month periods ended June 30, 2008 and 2007, the Company recognized $116,538 and $233,076, respectively, of revenue under
the Termination Agreement.
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(C)         Pfizer Inc (“Pfizer”)
 

(1) Pfizer License and Development Agreement
 
On April 16, 2008, AVANT and Pfizer entered into a License and Development Agreement (the “Pfizer Agreement”) under which Pfizer was granted

an exclusive worldwide license to a therapeutic cancer vaccine candidate, CDX-110, in Phase 2 development for the treatment of glioblastoma multiforme.
The Pfizer Agreement also gives Pfizer exclusive rights to the use of EGFRvIII vaccines in other potential indications. Under the Pfizer Agreement, Pfizer
made an upfront payment to AVANT of $40 million and made a $10 million equity investment in AVANT. Pfizer will fund all development costs for these
programs. AVANT is also eligible to receive milestone payments exceeding $390 million for the successful development and commercialization of CDX-110
and additional EGFRvIII vaccine products, as well as royalties on any product sales. The Pfizer Agreement received clearance under the Hart-Scott-Rodino
Antitrust Improvements Act of 1976 (as amended) on May 19, 2008, the effective date.

 
On May 27, 2008, AVANT received $10 million from Pfizer in exchange for 781,250 shares of AVANT’s common stock having a fair value of

$10,867,188, or $13.91 per share, on that date.  The $867,188 over the amount received from Pfizer was recorded as a reduction to deferred revenue of the
$40 million upfront payment received from Pfizer on June 18, 2008.

 
The Company has applied the provisions of Emerging Issues Task Force (EITF) Issue No. 00-21 (“EITF 00-21”), Accounting for Revenue

Arrangements with Multiple Deliverables, and determined that its performance obligations under this collaboration should be accounted for as a single unit
of accounting.  The Company’s deliverables under this collaboration primarily include an exclusive license to its CDX-110 product candidate and its
EGFRvIII technologies, research and development services as required under the collaboration and participation in the joint clinical development committee.
The Company has estimated that its performance period under the collaboration will be 9.5 years based on an assessment of the period over which the
Company will have met its performance obligations under the collaboration.  Revenue is being recognized on a straight-line basis over this period using the
Contingency Adjusted Performance Model (“CAPM”).  The $40,000,000 up-front payment was recorded as deferred revenue and this amount, less the
$867,188 in excess fair value for AVANT’s common stock discussed above, is being amortized over the 9.5-year performance period at a rate of $1,029,811
per quarter.

 
The agreement also provides for reimbursement by Pfizer of all costs incurred by AVANT in connection with the collaboration since the effective

date.  The Company will invoice Pfizer monthly for its reimbursable costs and record the invoiced amount as deferred revenue.  These deferred revenue
amounts will be amortized to revenue over the expected 9.5-year performance period on a straight-line basis using the CAPM model.  For the three-month
period ended June 30, 2008, AVANT had incurred and invoiced Pfizer $1,372,454 in reimbursable costs related to the Pfizer collaboration.

 
The Company recorded revenue under this collaboration of $516,995 during the three-month period ended June 30, 2008 which is included in

“Product Development and Licensing Agreements” within the Revenue section of the Consolidated Statements of Operations for the three- and six-month
periods ended June 30, 2008.  Of this amount, $492,020 was attributed to the amortization of the upfront payment and $24,975 was attributed to the
amortization of expenses incurred by the Company for which Pfizer is obligated to reimburse the Company.

®

®

®

®

®

®

®

®



 
In connection with the initial deliverables under Pfizer Agreement as discussed further in Notes 11(C) and 11(D), the Company is obligated to pay a

sublicense fee of $2,365,174 to each of two research universities, Duke University (“Duke”) and Thomas Jefferson University (“TJU”), and to pay TJU an
additional license fee of $500,000.  The Company has recognized $492,020 of these costs as royalty expense at June 30, 2008 and recorded the remaining
costs of $4,738,329 as deferred costs in the “Prepaid Expenses and Other Current Assets” line item in the Consolidated Balance Sheet at June 30, 2008.

 
(2) Pfizer Animal Health Agreement
 
The Company entered into a licensing agreement in December 2000 with Pfizer’s Animal Health Division whereby Pfizer has licensed Megan’s

technology for the development of animal health and food safety vaccines. Under the agreement, AVANT may receive additional milestone payments of up to
$3 million based upon attainment of specified milestones. AVANT may receive royalty payments on eventual product sales. The term of this agreement is
through the expiration of the last of the patents covered by the agreement. AVANT has no obligation to incur any research and development costs in
connection with this agreement.

 
As of June 1, 2006, AVANT entered into a Collaborative Research and Development Agreement with Pfizer aimed at the discovery and development

of vaccines to protect animals. In 2007, further funded work at AVANT on the joint research program was terminated by Pfizer after AVANT provided two of
four deliverables to Pfizer.

 
(D)         Rockefeller University (“Rockefeller”) and Gates Grand Challenge Award
 

AVANT is developing a vaccine, CDX-2401, aimed at providing protection from infection with HIV, the virus known to cause AIDS. This program
is in a Bill & Melinda Gates Foundation funded partnership with collaborators at Rockefeller and the Aaron Diamond AIDS Research Center, who have
shown in model systems that protective immunity can be induced with such a vaccine. Preclinical studies and manufacturing development are in progress and
payments to AVANT are made on a time and materials basis. For the three- and six-month periods ended June 30, 2008 and 2007, AVANT recognized grant
revenue from Rockefeller of $208,928 and $460,189, respectively.
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(11)         Collaboration Agreements
 

(A)          Rockefeller University

On November 1, 2005, the Company and Rockefeller University (“Rockefeller”) entered into a license agreement for the exclusive worldwide rights
to human DEC-205 receptor, with the right to sublicense the technology. The license grant is exclusive except that Rockefeller may use and permit other
nonprofit organizations to use the human DEC-205 receptor patent rights for educational and research purposes. In addition, the Company acknowledges that
Rockefeller has granted Howard Hughes Medical Institute (“HHMI”) a paid-up, nonexclusive, irrevocable license to use the patent rights, biological
materials, and technical information for HHMI’s research purposes, but with no right to sublicense. The Company may also be required to pay royalties on
any product sales. The royalties will be payable on a country-by-country and licensed product-by-licensed product basis until the date which is the later of
(i) the expiration of the last to expire of the patents covering the licensed product in such country or (ii) ten years following the first commercial sale of a
licensed product in such country.

The Company may be required to pay license fees and milestone payments to Rockefeller with respect to development of the human DEC-205
receptor. These fees and milestones may total up to $2 million to $4 million per product candidate that receives approval from the FDA and equivalent foreign
agencies.

(B)          Duke University Brain Tumor Cancer Center

On September 1, 2006, the Company and Duke University Brain Tumor Cancer Center of Duke University (“Duke”) entered into a license
agreement that gave the Company access and reference to the clinical data generated by Duke and its collaborators in order for the Company to generate its
own filing with the FDA relating to its CDX-110 product.

In exchange for referencing all the Duke data, the Company paid Duke a one-time upfront payment of $175,000 and issued to Duke 100,000 shares
of the Company’s common stock, which the Company recorded in 2006 as a licensing expense in research and development. The estimated aggregate fair
value of the common shares issued was $330,000.

The Company may be required to pay license fees and milestone payments to Duke with respect to development of the CDX-110 product. These fees
and milestones may total up to $1.2 million if CDX-110 receives approval from the FDA and equivalent foreign agencies. The Company may also be required
to pay royalties upon approval of CDX-110. The royalties will be payable on a country-by-country and licensed product-by-licensed product basis until the
date of the expiration of the last to expire of the patents covering the licensed product in such country.

In connection with the Pfizer Agreement discussed in Note 10(C)(1), AVANT determined that $2,365,174 is payable to Duke as a sublicense fee.  At
AVANT’s option, up to 50% of this amount can be paid to Duke using the Company’s common stock.  At June 30, 2008, the Company had recorded an
accrual for the full amount.

(C)          Ludwig Institute for Cancer Research

On October 20, 2006, the Company and Ludwig Institute for Cancer Research (“Ludwig”) entered into an agreement for the nonexclusive rights to
six cancer tumor targets for use in combination with the Company’s APC Targeting Technology. The term of the agreement is for ten years.  As consideration
for the nonexclusive license, the Company agreed to pay an annual license fee of $7,500 and $2,500 for each full-length antigen and partial-length antigen,
respectively, until such antigens enter a randomized Phase 1 clinical trial.

In consideration for the nonexclusive license, the Company may be required to pay license fees and milestone payments to Ludwig for the use of the
cancer targets in combination with the Company’s technology. The fees and milestones may total up to $1.5 million to $2.5 million on a product candidate
that receives approval from the FDA and equivalent foreign agencies. The Company may also be required to pay royalties upon approval of any product



candidate. The royalties will be payable on a country-by-country and licensed product-by-licensed product basis until the date of the expiration of the last to
expire of the patents covering the licensed product in such country.

(D)          Thomas Jefferson University

                In February 2003, the Company entered into three exclusive license agreements with Thomas Jefferson University (“TJU”).  Under the license
agreements, TJU has granted a worldwide fee-and royalty-bearing exclusive license.  Under these licenses, the Company will be obligated to pay TJU
milestone payments which may total up to $1.4 million for the first two licensed products developed during the term of the license agreements, an annual
license fee of $45,000, patent and other expenses associated with licenses, as well as royalties on net sales of licensed products during the term of the license
agreements.  The Company also issued 100,000 shares of its common stock to TJU.  In the event that TJU provides notice of default and the default is not
cured within 60 days of such notice, TJU may terminate the license agreements. In connection with the Pfizer Agreement, the Company amended its licenses
with TJU to add additional sublicensing rights and made a $500,000 one-time license payment to TJU in June 2008.

As discussed in Note 10(C)(1), AVANT determined that $2,365,174 is payable to TJU as a sublicense fee.  At June 30, 2008, the Company had
recorded an accrual for the full amount.

(E)          Select Vaccines Limited (“Select Vaccines”)

In February 2007, AVANT entered into a research and development partnership with Select Vaccines, a public Australian biotechnology company,
focused on the use of Select Vaccines’ virus-like particles (“VLPs”) as a platform technology for the development of viral vaccines. Under the terms of the
agreement, AVANT made an upfront equity investment of $735,000 in Select Vaccines and would fund influenza vaccine research and development for two
years, as well as provide payments to Select Vaccines for the achievement of specific preclinical and clinical development milestones. On November 1, 2007,
AVANT notified Select Vaccines that, effective December 31, 2007, AVANT was exercising its rights to terminate its Collaboration and License Agreement
with Select Vaccines for strategic reasons.

24

Table of Contents
 

AVANT has classified its equity investment in Select Vaccines shares as available for sale securities under SFAS 115, Accounting for Certain Investments in
Debt and Equity Securities, (“SFAS 115”). In accordance with SFAS 115, all available-for-sale securities are recorded at fair market value and, to the extent
deemed temporary, unrealized gains and losses are included in accumulated other comprehensive income (loss) in shareholders’ equity. Realized gains and
losses and declines in value, if any, judged to be other than temporary on available-for-sale securities are reported in other income (expense).

 
During the three and six months ended June 30, 2008, AVANT recorded other comprehensive loss of $147,043 and $207,447, respectively, related to

unrealized losses in its investment in Select Vaccines.  The Company considers this a temporary decline.
 
(F)          3M Company (“3M Company”)
 
On June 11, 2008, AVANT and 3M Company entered into a license agreement for the exclusive worldwide rights to access 3M Company’s

proprietary Immune Response Modifier Resiquimod™ (and additional Toll-Like Receptor 7/8 agonists (“TLR”)) for clinical study with Celldex’s proprietary
APC Targeting Technology, for use as vaccine adjuvants, with the right to sublicense the technology.

 
AVANT paid 3M Company a one-time upfront license fee which was charged to research and development expense in the three months ended

June 30, 2008. The Company may be required to pay annual license fees and milestone payments to 3M Company with respect to development of
Resiquimod™. The Company may also be required to pay royalties upon approval of any product candidate. The royalties will be payable on a country-by-
country and licensed product-by-licensed product basis until the date of the expiration of the last to expire of the patents covering the licensed product in such
country.

 
(12)         Related Party Transactions
 

The Company and Medarex have entered into the following agreements, each of which was approved by a majority of its independent directors who did
not have an interest in the transaction. These agreements include:

 
·      An Assignment and License Agreement that provides for the assignment of certain patent and other intellectual property rights and a license to

certain Medarex technology;
 
·      A Research and Commercialization Agreement which provides us with certain rights to obtain exclusive commercial licenses to proprietary

monoclonal antibodies raised against certain antigens;
 
·      An Affiliation Agreement, which, among other things, details Medarex’s obligation to elect independent directors to the Company’s board of

directors and contains certain restrictions, effective for a period of 36 months from April 6, 2004, on Medarex’s ability to acquire additional shares of
the Company’s common stock and to sell shares of the Company’s common stock;

 
·      A Master Services Agreement, which sets forth Medarex’s agreement to provide us with certain services to be mutually agreed upon, which may

include, among others, clinical and regulatory assistance.
 

The Company may be required to pay license fees and milestone payments to Medarex with respect to any antibodies developed using its HuMab-
Mouse technology. These fees and milestones may total up to $7 million to $10 million per antibody that receives approval from the FDA and equivalent
foreign agencies.

 
The Company may also be required to pay royalties on any product sales. The royalties will be payable on a country-by-country and licensed

product-by-licensed product basis until the date which is the later of (i) the expiration of the last to expire of the patents covering the licensed product in such
country or (ii) ten years following the first commercial sale of a licensed product in such country.

 



Celldex and Medarex entered into a settlement and mutual release agreement on October 19, 2007, whereby the parties agreed to a settlement with
respect to a disputed return of capital related to certain unsuccessful initial public offering costs that were funded by Medarex on behalf of Celldex in prior
years. Celldex agreed to issue to Medarex 351,691 AVANT shares equal in value to $3,038,617, based on the per share price of $8.64 set on the second
trading day prior to the closing date of the Merger. Medarex has agreed to amend certain terms of the existing Research and Commercialization Agreement
and Assignment and License Agreement. Both parties have agreed to mutual releases under the settlement and mutual release agreement.

 
(13)         Loans Payable
 

In December 2003, AVANT entered into a Lease Agreement (the “Lease Agreement”), a Secured Promissory Note: Equipment Loan (the “Secured
Promissory Note”) and a Security Agreement with the Massachusetts Development Finance Agency (“MassDevelopment”), an economic development entity
for the Commonwealth of Massachusetts, for AVANT to occupy and build-out a manufacturing facility in Fall River, Massachusetts.
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(A)         Loan Payable
 

Under the Lease Agreement, AVANT received a Specialized Tenant Improvement Loan of $1,227,800 to finance the build-out of its Fall River
facility which was recorded as leasehold improvements. AVANT is amortizing the leasehold improvements over the remaining expected lease term. Principal
and interest payments on the loan are due monthly using an amortization period of 15 years and an interest rate of 5.5% per annum.

 
In connection with the Merger, AVANT recorded $722,683 as the fair value of the loan payable based on current market interest rates available to

AVANT for long-term liabilities with similar terms and maturities. At June 30, 2008, AVANT has recorded a loan payable of $695,399 to MassDevelopment,
of which $55,982 is classified as current and $639,417 as long-term.

 
(B)         Note Payable
 

Under the Secured Promissory Note, AVANT received $903,657 from MassDevelopment to finance the purchases of manufacturing and laboratory
equipment to be placed in its Fall River facility (the “Loan”). The Loan has a term of 84 months and an interest rate of 5.5% per annum. The Loan is
collateralized by all of the equipment purchased with the principal amount. The net book values of these collateralized assets at June 30, 2008 were $253,308.

 
In connection with the Merger, AVANT recorded $366,251 as the fair value of the note payable based on current market interest rates available to

AVANT for long-term liabilities with similar terms and maturities. At June 30, 2008, the balance of the note payable to MassDevelopment was $315,998, of
which $107,790 is classified as current and $208,208 as long-term.

 
The following table summarizes the Company’s approximate contractual obligations to MassDevelopment with respect to the loan and note payable:

 
  

Loan Payable
 

Note Payable
 

  
Principal

 
Interest

 
Total

 
Principal

 
Interest

 
Total

 

2008 (remaining six months)
 

$ 34,100
 

$ 21,700
 

$ 55,800
 

$ 64,100
 

$ 9,700
 

$ 73,800
 

2009
 

81,900
 

48,500
 

130,400
 

160,200
 

16,900
 

177,100
 

2010
 

81,900
 

43,900
 

125,800
 

169,400
 

7,800
 

177,200
 

2011
 

81,900
 

39,400
 

121,300
 

46,900
 

500
 

47,400
 

2012
 

81,900
 

34,900
 

116,800
 

—
 

—
 

—
 

Thereafter
 

579,600
 

115,800
 

695,400
 

—
 

—
 

—
 

Total Obligation
 

$ 941,300
 

$ 304,200
 

$ 1,245,500
 

$ 440,600
 

$ 34,900
 

$ 475,500
 

              
Less: Current Portion

 

75,000
     

143,100
     

              
Total Long-Term Portion

 

$ 866,300
     

$ 297,500
     

 
(14)         Commitments and Contingencies
 

(A)         Commitments for the Needham, Massachusetts Facility
 

In November 2005, AVANT entered into a lease amendment that extended its lease of laboratory and office space in Needham, Massachusetts
through April, 2017 and reduced AVANT’s leased space to approximately 35,200 square feet. As of June 30, 2008, AVANT’s share of tenant improvements
costs of $334,800 for the Needham facility renovations project remains unpaid. Under this lease amendment, AVANT is obligated to pay an escalating base
annual rent ranging from $879,700 to $1,161,200 during the remaining lease term.
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(B)         Commitments for the Fall River, Massachusetts Facility
 
In 2003, AVANT reached agreement with MassDevelopment, an economic development entity for the Commonwealth of Massachusetts, to occupy

and build-out an 11,800 square foot manufacturing facility in Fall River, Massachusetts. The lease has an initial seven-year term that expires in
December 2010 and two renewal options of five years each. Management has determined that it is reasonably assured that AVANT will exercise one five-year
renewal option. Therefore, AVANT is amortizing leasehold improvements made to the Fall River facility over the remaining original lease term plus one five-
year renewal term. In November 2005 and December 2006, AVANT amended the MassDevelopment lease to increase the rentable space to approximately
14,300 and 16,200 square feet, respectively, at the Fall River facility.

 



(C)         Commitments for the Philipsburg, New Jersey Facility
 
AVANT leases approximately 20,000 square feet of office and laboratory space in Phillipsburg, New Jersey. The lease has an initial five-year term

which expires in August 2011. Under the lease agreement, AVANT is obligated to pay an annual rent of approximately $347,700 plus certain common area
maintenance costs. Aggregate rental payments including common area maintenance costs were $173,826 for the six-month periods ended June 30, 2008 and
2007.

 
As an incentive to enter into a lease agreement with the Phillipsburg landlord, the Company received four months of rent-free occupancy of the

facilities, and the Company is amortizing this over the original five-year term of the lease. In addition, the landlord provided the Company an allowance on
future rent payments towards tenant improvements that the Company made to the facilities and that credit is also included in deferred rent and is being
amortized over the lease term. Construction of the tenant improvements was completed in August 2006.

 
The Company entered into a letter of credit facility with a national U.S. financial institution for $177,000, which is collateralized by a security

deposit for the leased facility in Phillipsburg, New Jersey. The total amount of the security deposit is recorded as other assets on the Company’s consolidated
balance sheets.

 
(D)         Commitments to Licensors under Certain Intellectual Property License Agreements

 
The Company has certain obligations to pay licensors based on payments received by the Company from its licensees.  The Company believes that it

has in the past, and is continuing to satisfy its payment obligations to its licensors based on the Company's interpretation of its license agreements with those
licensors.  If a licensor was to disagree with the calculation of payments made by the Company pursuant to the license agreements, then the Company may be
required to make additional license payments to one or more licensors.  Although no disagreements have arisen, there can be no assurances that a licensor will
not dispute the Company's interpretation of those license agreements or the Company's calculation of payments due.  Accordingly, the Company may have a
contingent liability, in an amount which it cannot determine with precision, based on the risk that such additional payments may have to be made.

 
(E)         Commitments for the Operating Leases

 
Obligations for base rent and common area maintenance costs (CAM) under these and other non-cancelable operating leases as of June 30, 2008 are

approximately as follows:
 

Year ending December 31,
   

2008 (remaining six months)
 

$ 1,019,500
 

2009
 

2,458,400
 

2010
 

2,531,600
 

2011
 

2,450,600
 

2012
 

2,159,900
 

2013 and thereafter
 

9,692,200
 

Total minimum lease payments
 

$ 20,312,200
 

 
The Company’s total rent and CAM for all operating leases was approximately $580,900 and $128,900 for the three- month periods and $1,137,400

and $257,800 for the six-month periods ended June 30, 2008 and 2007, respectively.
 

(15)         Severance Arrangements
 

In May 2008, Dr. Una S. Ryan, who had been the Chief Executive Officer and President of the Company, informed the Company’s Board of her
intention to depart from the Company pending negotiation of the terms of her separation.  The Company and Dr. Ryan executed a separation agreement
effective July 16, 2008 (the “Separation Agreement”) setting forth such terms regarding Dr. Ryan's separation from the Company.  The Separation Agreement
provides, among other things, for: (i) a lump sum cash payment of $1,323,203, plus interest in the amount of $10,784, which is payable on November 8,
2008; (ii) a mutual general release; (iii) payment of insurance premiums under COBRA for 18 months; (iv) reimbursement of attorneys' fees up to $30,000
and (v) vesting of options to purchase 153,125 shares of Company common stock (of the options to purchase 612,500 shares of Company common stock
which had been granted to Dr. Ryan on March 7, 2008).  The remainder of Dr. Ryan’s options terminated as of July 16, 2008.  The Separation Agreement also
provided for Dr. Ryan's resignation, effective July 16, 2008, from her position as a director of the Company and each of its subsidiaries in connection with the
execution of the Separation Agreement.  At June 30, 2008, the Company accrued the full amount of Dr. Ryan’s lump sum severance payment of $1,323,203,
which was consistent with the terms of her existing employment agreement, a prorate proportion of the interest payable, the present value of the expected
COBRA benefits totaling $31,485, and reimbursable attorney fees of $30,000 as these expenses were determinable and probable at June 30, 2008. 

 
With respect to Dr. Ryan’s options, the Company concluded that stock-based compensation expense for the fully vested options to be granted to Dr.

Ryan in connection with the Separation Agreement was appropriately recorded in July 2008 when the criteria for establishing a grant date under SFAS 123(R)
were met.
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The Company and Dr. Robert F. Burns, formerly the President and Chief Executive Officer of Celldex, entered into a separation and mutual release
agreement dated as of October 19, 2007, under which Dr. Burns’ employment was terminated, effective as of February 15, 2008. Until such date, Dr. Burns
had no obligation to render services to Celldex, although he was to hold himself available to consult with Celldex by telephone at reasonable times. As
severance, Celldex was obligated to pay to Dr. Burns the sum of £33,333 for nine consecutive months, commencing with the first payment on March 15,
2008, and a payment of £100,000 on December 15, 2008, in each case less applicable withholdings and other customary payroll deductions. Dr. Burns is also
entitled to the continuation of benefits until February 15, 2010. A portion of Dr. Burns’ stock options became fully vested and exercisable on February 15,
2008, and he may exercise them for up to three years following that date. Dr. Burns and Celldex provided one another with mutual releases under such
separation and mutual release agreement.
 

As Dr. Burns has not provided substantive service to the Company since October 19, 2007, these severance benefits, which in the aggregate equal
$1,014,017, have been accrued in the consolidated financial statements as of December 31, 2007. In addition, stock-based compensation has been adjusted for
the modification of Dr. Burns’ stock option awards in accordance with SFAS No. 123(R).



 
The following table sets forth an analysis of the severance costs, which are included in accrued liabilities in the consolidated balance sheet as of

June 30, 2008 and December 31, 2007:
 

  

Balance at
December 31,

     

Balance at
June 30,

 

  
2007

 
Charges

 
Paid Cash

 
2008

 

          
Severance and benefits

 

$ 1,014,017
 

$ 1,377,022
 

$ (404,180) $ 1,986,859
 

 
(16)         Merger of AVANT and Celldex
 

On March 7, 2008, AVANT completed the Merger with Celldex with Celldex considered the accounting acquirer, even though AVANT issued
common stock and was the surviving legal entity in the transaction. AVANT issued 8,309,420 shares of AVANT’s common stock in exchange for all of the
outstanding capital stock of Celldex, on the basis of 4.65 shares of AVANT common stock for each share of Celldex common stock such that Celldex
shareholders owned 58% of AVANT common stock on a fully diluted basis and AVANT shareholders retained 42%. AVANT also issued 351,692 shares
having a value of $3,038,617 in settlement of a payable due Medarex. The purchase price of $47,570,867 and represents the shares attributable to AVANT
shareholders and consisted of (i) the 6,265,889 shares outstanding of AVANT common stock on the effective date of the Merger valued at $46,875,372 and
(ii) estimated transaction costs totaling $695,495.

 
The acquisition has been accounted for as a purchase with Celldex the accounting acquirer. Consequently, the operating results of AVANT since

March 7, 2008 have been included in the consolidated results of operations. The purchase price was allocated to the acquired tangible and identifiable
intangible assets and assumed liabilities, based upon their fair value at the date of acquisition, as follows:
 

Tangible assets acquired
 

$ 34,959,482
 

Less: Liabilities assumed
 

(3,945,067)
Net tangible assets acquired

 

$ 31,014,415
 

Intangible assets acquired:
   

Core Technology
 

897,249
 

Developed Technology
 

273,796
 

Strategic Partner Agreement
 

629,499
 

In-Process Research and Development (“IPR&D”)
 

14,755,908
 

Total
 

$ 47,570,867
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The values assigned to the intangible assets acquired, including the IPR&D, were determined based on fair market value using a risk adjusted
discounted cash flow approach. Fair values were then reduced by $6,041,597 of negative goodwill. AVANT is a biotechnology enterprise and its resources are
substantially devoted to research and development at the date of the Merger. Management is responsible for determining the fair value of the acquired
IPR&D.

 
Each of AVANT’s three significant research and development projects in-process were valued through detailed analysis of product development data

concerning the stage of development, time and resources needed to complete the project, expected income-generating ability and associated risks. The value
of IPR&D was determined by estimating the costs to develop the purchased in-process technology into commercially viable products, estimating the net cash
flows from such projects and discounting the net cash flows back to their present values. The probability of success and discount rates used for each project
take into account the uncertainty surrounding the successful development and commercialization of the purchased in-process technology. The resulting net
cash flows for these projects were based on management’s best estimates of revenue, cost of sales, research and development costs, selling, general and
administrative costs, and income taxes for each project and the net cash flows reflect assumptions that would be used by market participants.

 
The significant assumptions underlying the valuations included potential revenues, costs of completion, the timing of product approvals and the

selection of appropriate probability of success and discount rates. None of AVANT’s IPR&D projects have reached technological feasibility nor do they have
any alternative future use. Consequently, in accordance with U.S. GAAP, the fair value allocated to IPR&D was charged as an expense in the Company’s
consolidated financial statements as of the date of acquisition. The remaining acquired intangible assets arising from the acquisition are being amortized on a
straight line basis over their estimated lives, which range from 4.5 to 8 years.

 
As of June 30, 2008, the technological feasibility of the projects had not yet been reached and no significant departures from the assumptions

included in the valuation analysis had occurred. Substantial additional research and development will be required prior to reaching technological feasibility. In
addition, each product needs to successfully complete a series of clinical trials and to receive FDA or other regulatory approval prior to commercialization.
The Company is also dependent upon the activities of its collaborators in developing, manufacturing and marketing its products. There can be no assurance
that these projects will ever reach feasibility or develop into products that can be marketed profitably, nor can there be assurance that AVANT and its
collaborators will be able to develop, manufacture and commercialize these products before AVANT’s competitors. If these products are not successfully
developed and do not become commercially viable, the Company’s financial condition and results of operations could be materially affected.

 
The following unaudited pro forma financial summary is presented as if the operations of AVANT and Celldex were combined as of the beginning of

the periods being reported on. The unaudited pro forma combined results are not necessarily indicative of the actual results that would have occurred had the
acquisition been consummated at that date or of the future operations of the combined entities. The following pro forma financial summary includes charges
for in-process research and development of $14,755,908 and $14,440,009 for 2008 and 2007, respectively, which are material non-recurring charges.

 
Six Months Ended June 30,

 
2008

 
2007

 

Revenue
 

$ 3,669,867
 

$ 2,041,133
 

Net loss
 

(37,418,099) (31,914,887)
Basic and diluted net loss per share

 

(2.50) (2.15)
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Safe Harbor Statement under the Private Securities Litigation Reform Act of 1995:  This quarterly report on Form 10-Q contains forward-looking
statements within the meaning of the federal securities laws. You can identify forward-looking statements by the use of the words “believe,” “expect,”
“anticipate,” “intend,” “estimate,” “project,” “will,” “should,” “may,” “plan,” “intend,” “assume” and other expressions which predict or indicate future
events and trends to and which do not relate to historical matters. You should not rely on forward-looking statements, because they involve known and
unknown risks, uncertainties and other factors, some of which are beyond the control of AVANT. These risks, uncertainties and other factors may cause the
actual results, performance or achievements of AVANT to be materially different from the anticipated future results, performance or achievements expressed
or implied by the forward-looking statements.
 

There are a number of important factors that could cause the actual results to differ materially from those expressed in any forward-looking
statements made by AVANT. These factors include, but are not limited to: (1) the successful post-merger integration of the business, multiple technologies and
programs; (2) the ability to adapt AVANT’s APC Targeting Technology  to develop new, safe and effective vaccines against oncology and infectious disease
indications; (3) the ability to adapt AVANT’s vectoring systems to develop new, safe and effective orally administered vaccines against disease causing
agents; (4) the ability to successfully complete product research and further development, including animal, pre-clinical and clinical studies, and
commercialization of CDX-110, CDX-1307, CholeraGarde  (Peru-15), Ty800, ETEC E. coli vaccine, and other products and AVANT’s expectations regarding
market growth; (5) the cost, timing, scope and results of ongoing safety and efficacy trials of CDX-110, CDX-1307, CholeraGarde  (Peru-15), Ty800, ETEC
E. coli vaccine and other preclinical and clinical testing; (6) the ability to negotiate strategic partnerships or other disposition transactions for AVANT’s
cardiovascular programs, including TP10 and CETi; (7) the ability of AVANT to manage multiple clinical trials for a variety of product candidates; (8) the
volume and profitability of product sales of Megan Vac 1, Megan Egg and other future products; (9) Glaxo’s process of obtaining regulatory approval for
the sale of Rotarix  in major commercial markets, as well as the timing and success of worldwide commercialization of Rotarix  or Glaxo, which is not
within our control, (10) Glaxo’s strategy and business plans to launch and supply Rotarix  worldwide, including in the U.S. and other major markets, which
is not within our control, and its payment of royalties to AVANT; (11) Pfizer’s and our strategy and business plans concerning the continued development and
commercialization of CDX-110; (12) AVANT’s expectations regarding its technological capabilities and expanding its focus to broader markets for vaccines;
(13) changes in existing and potential relationships with corporate collaborators; (14) the availability, cost, delivery and quality of clinical and commercial
grade materials produced at AVANT’s own manufacturing facility or supplied by contract manufacturers and partners; (15) the timing, cost and uncertainty
of obtaining regulatory approvals; (16) AVANT’s ability to develop and commercialize products before competitors that are superior to the alternatives
developed by such competitors; (17) AVANT’s ability to retain certain members of management;(18) AVANT’s expectations regarding research and
development expenses and general and administrative expenses; (19) AVANT’s expectations regarding cash balances, capital requirements, anticipated
royalty payments (including those from Paul Royalty Fund), revenues and expenses, including infrastructure expenses; (20) the ability to obtain substantial
additional funding; (21) AVANT’s belief regarding the validity of its patents and potential litigation; and (22) certain other factors that might cause AVANT’s
actual results to differ materially from those in the forward-looking statements including those set forth under the headings “Business,” “Risk Factors” and
Management’s Discussion and Analysis of Financial Condition and Results of Operations” in AVANT’s annual report on Form 10-K for the year ended
December 31, 2007 and other reports that Avant files with the Securities and Exchange Commission.  You should carefully review all of these factors, and you
should be aware that there may be other factors that could cause these differences. These forward-looking statements were based on information, plans and
estimates at the date of this report, and we do not promise to update any forward-looking statements to reflect changes in underlying assumptions or factors,
new information, future events or other changes.
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Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations
 

As used herein, the terms “we,” “us,” “our,” the “Company”, or “AVANT” refer to AVANT Immunotherapeutics, Inc., a Delaware corporation
organized in 1983 and its subsidiaries: Celldex Therapeutics, Inc. (“Celldex”), Celldex Therapeutics, Ltd. (“Celldex Ltd”) and Megan Health, Inc. (“Megan”).
AVANT’s principal activity since our inception has been research and product development conducted on our own behalf, as well as through joint
development programs with several pharmaceutical companies and other collaborators.

 
CRITICAL ACCOUNTING POLICIES
 

The Company’s accounting policies are set forth in Note 3 to these unaudited consolidated financial statements. The Company considers its most
critical accounting policies include revenue recognition for agreements entered into with various collaborators, the amortization policy for acquired intangible
assets and the estimates of costs incurred and assumptions made in recording accrued clinical research and contract manufacturing costs and assumptions
made in calculating the fair value of stock-based compensation expense.

 
OVERVIEW
 

We are a biopharmaceutical company that uses novel applications of immunology to develop products for the prevention and treatment of diseases.
We are developing a broad portfolio of vaccines and targeted immunotherapeutics addressing a wide range of applications including oncology, infectious and
inflammatory diseases. These include therapeutic cancer vaccines, monoclonal antibodies, single-dose, oral vaccines that protect against important disease-
causing infectious agents and a treatment to reduce complement-mediated tissue damage. We are advancing a robust pipeline of clinical and preclinical
product candidates, the most advanced of which are for treatment of various cancers. Our lead programs are therapeutic cancer vaccines designed to instruct
the patient’s immune system to recognize and destroy cancer cells.

 
Our strategy is to demonstrate proof-of-concept for our product candidates before leveraging their value through partnerships or, in appropriate

situations, continuing late stage development ourselves. Demonstrating proof-of-concept for a product candidate generally involves bringing it through
Phase 1 clinical trials and one or more Phase 2 clinical trials so that we are able to demonstrate, based on human trials, good safety data for the product
candidate and some data indicating its effectiveness. Our current collaborations encompass the commercialization of an oral human rotavirus vaccine, the
development of oral cholera, typhoid fever, ETEC and HIV vaccines, and vaccines addressed to human food safety and animal health. Our product candidates
address large market opportunities for which we believe current therapies are inadequate or non-existent.

 

TM

®

®

® ® 
® ®

®



We are targeting its efforts where it can add the greatest value to the development of its products and technologies. Its goal is to demonstrate clinical
proof-of-concept for each product, and then seek excellent partners to help see those products through to commercialization. We thus leverage the value of its
technology portfolio through corporate, governmental and non-governmental partnerships. This approach allows us to maximize the overall value of its
technology and product portfolio while best ensuring the expeditious development of each individual product.

 
On March 7, 2008, we closed the merger (the” Merger”) contemplated by the Agreement and Plan of Merger dated October 19, 2007 by and among

AVANT, Callisto Merger Corporation (“Merger Sub”), a wholly owned subsidiary of AVANT, and Celldex (the “Merger Agreement”). Pursuant to the terms
of the Merger Agreement, Merger Sub merged with and into Celldex, with Celldex as the surviving company and a wholly-owned subsidiary of AVANT. The
total value of the transaction was approximately $75 million. Approximately 8.7 million shares were issued to the former Celldex shareholders in connection
with the Merger. The Merger created a NASDAQ-listed, fully-integrated and diversified biopharmaceutical company with a deep pipeline of product
candidates addressing high-value indications including oncology, infectious and inflammatory diseases. Celldex and AVANT shareholders own 58% and 42%
of the combined company on a fully diluted basis, respectively.

 
Our board of directors approved a 1-for-12 reverse stock split of AVANT’s common stock, which became effective on March 7, 2008. As a result of

the reverse stock split, each twelve shares of common stock were combined and reclassified into one share of common stock and the total number of shares
outstanding was reduced from approximately 180 million shares (including the shares issued to Celldex stockholders in the Merger) to approximately
15 million shares.
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The Merger was accounted for using the purchase method of accounting and was treated as an acquisition by Celldex of AVANT with Celldex being

considered the accounting acquirer based on the application of criteria specified in Statement of Financial Accounting Standards “SFAS” No. 141, Business
Combinations, (“SFAS 141”), even though AVANT was the issuer of common stock and the surviving legal entity in the transaction. Under the purchase
method of accounting, the deemed purchase price was allocated to AVANT’s underlying tangible and identifiable intangible assets acquired and liabilities
assumed based upon their respective fair values with any excess deemed purchase price allocated to goodwill. However, the valuation analysis conducted by
the Company determined that the fair value of assets acquired and the fair value of liabilities assumed by Celldex exceeded the estimated purchase price for
AVANT, resulting in negative goodwill of approximately $6.0 million. In accordance with SFAS 141, the negative goodwill has been allocated to all of the
acquired assets which are non-financial and non-current assets, including property and equipment, identifiable intangible assets, and in-process research and
development. See Note 16 to the Company’s consolidated financial statements for additional information.

 
Because Celldex was determined to be the acquirer for accounting purposes, the historical financial statements of Celldex became the historical

financial statements of the Company. Accordingly, the financial statements of the Company prior to the Merger reflect the financial position, results of
operations and cash flows of Celldex, which, during the historical periods presented in the accompanying consolidated financial statements, was majority-
owned by Medarex, Inc. (“Medarex”). Following the Merger, the financial statements of the current period reflect the financial position, results of operation
and cash flows of the Company. The results of operations of AVANT are included in the results of operations of the Company beginning March 8, 2008.
Accordingly, except as otherwise discussed below, this report reflects the financial condition, results of operations and liquidity of the Company at June 30,
2008 and historically of Celldex on a stand-alone basis for all periods prior to March 8, 2008. The financial condition, results of operations and liquidity of
the Company as of the three- and six-month periods ended June 30, 2008 and 2007 may not be indicative of the Company’s future performance or reflect
what the Company’s financial conditions, results of operations and liquidity would have been had the Merger been consummated as of January 1 of each
respective year or had the Company operated as a separate, stand-alone entity during the periods presented.

 
RESEARCH AND DEVELOPMENT ACTIVITIES
 

Our products are derived from a broad set of complementary technologies which have the ability to utilize the human immune system and enable the
creation of preventative and therapeutic agents. We are using these technologies to develop vaccines and targeted immunotherapeutics that prevent or treat
cancer and disease caused by infectious organisms, and treatment vaccines that modify undesirable activity by the body’s own proteins or cells. A number of
our immunotherapeutic and vaccine product candidates are in various stages of clinical trials. We expect that a large percentage of our research and
development expenses will be incurred in support of our current and future clinical trial programs. Below is a table of our currently active programs:

 
CURRENT PROGRAMS AND PARTNERSHIPS

 
Technology

 
Product

 
Indication/Field

 
Partner

 
Status

         
ONCOLOGY

 

CDX-110
 

Glioblastoma Multiforme
 

Pfizer
 

Phase 2b/3
 

 

CDX-1307
 

Colorectal, Bladder, Pancreas,
Ovarian and Breast Tumors

 

—
 

Phase 1
 

 

CDX-1401
 

Solid Tumors
 

—
 

Pre-clinical
         
INFECTIOUS DISEASE

 

CholeraGarde
Ty800

 

Cholera
Typhoid fever

 

IVI
NIH

 

Phase 2b
Phase 2

 

 

ETEC

Paratyphoid
 

Enterotoxigenic E coli infection
Paratyphoid fever

 

NIH

—
 

Phase 1

Pre-clinical
 

 

CDX-2401
 

HIV
 

Rockefeller University
 

Pre-clinical
         
INFLAMMATORY
DISEASE

 

TP10
 

Transplantation
AMD

 

—
—

 

Phase 2
Pre-clinical

         
MARKETED PRODUCTS

 

Rotarix
Megan Vac 1

Megan Egg
 

Rotavirus infection Salmonella
infection in chicken
Salmonella infection in laying hens
and eggs

 

GlaxoSmithKline Lohmann

Lohmann
 

Marketed
Marketed

Marketed
 

®

®

®

®
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PROGRAM DEVELOPMENTS
 
A.                                   Cancer Vaccine Development Programs
 

CDX-110:  Our lead clinical development program, CDX-110, is a peptide-based immunotherapy that targets the tumor specific molecule called
EGFRvIII, a functional variant of the naturally expressed epidermal growth factor receptor (“EGFR”), a protein which has been well validated as a target for
cancer therapy. Unlike EGFR, EGFRvIII is not present in normal tissues, and has been shown to be a transforming oncogene that can directly contribute to
the cancer cell growth.

 
EGFRvIII is commonly present in glioblastoma multiforme, or GBM, the most common and aggressive form of brain cancer, and has also been

observed in various other cancers such as breast, ovarian, prostate, colorectal, and head & neck cancer. With our partner Pfizer, we are currently pursuing the
development of CDX-110 for GBM therapy, and plan to expand the clinical development into other cancers through additional clinical studies.

 
Initial clinical development of EGFRvIII immunotherapy was lead by collaborating investigators at the Brain Center at Duke Comprehensive Cancer

Center and at M.D. Anderson Cancer Center in Houston, Texas. The results from the Phase 1 (VICTORI) and Phase 2a (ACTIVATE) studies, which enrolled
16 and 21 patients, respectively, have demonstrated a significant increase in the time to disease progression (greater than 113%) in the patients who were
vaccinated, and also in overall survival rates (greater than 100%), both relative to appropriately matched historical controls. An extension of the Phase 2a
program (ACT II) at the same two institutions has enrolled 23 additional GBM patients treated in combination with temozolomide (the current standard of
care). Preliminary results from this study (ACT II) currently estimates median overall survival to be 33.1 months, although the median has not yet been
reached. The survival of a matched historical control group was 14.3 months and a subgroup treated with temozolomide (TMZ) of 15.2 months, with a p
value = 0.0078. Overall time to progression for CDX-110 was 16.6 months compared with 6.4 months for the historical control group.

 
We initiated a Phase 2b/3 randomized study of CDX-110 combined with standard of care, temozolomide, versus standard of care alone in patients

with GBM in May 2007. We intend to open a total of 29 sites in the United States and Canada during 2008. The FDA has granted orphan drug designation for
CDX-110 for the treatment of EGFRvIII expressing GBM as well as fast track designation.

 
On April 16, 2008, AVANT and Pfizer, Inc. (“Pfizer”) entered into a License and Development Agreement (the “Pfizer Agreement”) under which

Pfizer was granted an exclusive worldwide license to CDX-110.  The Pfizer Agreement also gives Pfizer exclusive rights to the use of EGFRvIII vaccines in
other potential indications. Under the Pfizer Agreement, Pfizer made an upfront payment to AVANT of $40 million and made a $10 million equity investment
in AVANT. Pfizer will fund all development costs for these programs. AVANT is also eligible to receive milestone payments exceeding $390 million for the
successful development and commercialization of CDX-110 and additional EGFRvIII vaccine products, as well as royalties on any product sales. The Pfizer
Agreement received clearance under the Hart-Scott-Rodino Antitrust Improvements Act of 1976 (as amended) in the second quarter of 2008.

 
CDX-1307:  AVANT has developed an APC Targeting Technology  that utilizes fully human monoclonal antibodies to directly target specialized

types of immune system cells, known as antigen presenting cells. AVANT is advancing several clinical and preclinical product candidates that use APC
Targeting Technology  to manipulate critical types of antigen presenting cells, known as dendritic cells and macrophages, which are key cells within the
immune system. Because these cells are largely responsible for initiating the immune system’s disease-fighting mechanisms, AVANT believes that product
candidates using AVANT’s technology will create more potent immune responses than standard vaccination strategies.
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AVANT’s lead APC Targeting Technology  product candidate, CDX-1307, is in development for the treatment of epithelial tumors such as
colorectal, pancreatic, bladder, ovarian and breast cancers. CDX-1307 targets the beta chain of human chorionic gonadotropin, known as hCG-B, which is an
antigen often found in epithelial tumors. The presence of hCG-B in these cancers correlates with a poor clinical outcome, suggesting that this molecule may
contribute to tumor growth. Normal adult tissues have minimal expression of hCG-B; therefore, targeted immune responses are not expected to generate
significant side effects.

 
Thirty-five (35) patients with epithelial cancers have been treated in Phase 1 clinical trials of CDX-1307 at the Duke Comprehensive Cancer Center.

The immunotherapy has been well tolerated, and one patient with pancreatic cancer demonstrated a reduction in tumor burden, with only minor adverse
events observed (reddening at the injection site). The investigators at the Duke Comprehensive Cancer Center were awarded a two year $500,000 grant from
the Avon Foundation and the National Cancer Institute to support Phase 1 work in breast cancer. The safety of CDX-1307 in combination with defined
immune stimulators will next be evaluated with intent to enter Phase 2 research in 2009.

 
CDX-1401:  AVANT is developing CDX-1401, another APC-Targeting vaccine, for treatment of malignant melanoma and a variety of solid tumors

which express the proprietary cancer antigen NY-ESO-1, which AVANT licensed from the Ludwig Institute for Cancer Research in 2006. AVANT believes
that preclinical studies have shown that CDX-1401 is effective for activation of human T-cell responses against NY-ESO-1. Further preclinical studies and
manufacturing process optimization are in progress, with an IND filing planned for the fourth quarter of 2008.

 
B.                                   Infectious Disease Development Programs
 

Utilizing its Cholera- and Salmonella-vectored delivery technologies together with its drying and preservation technologies, AVANT has been
developing a new generation of vaccines that have an ideal product profile: safe, effective, oral, single-dose, rapidly protective and increased thermostability.

 
CholeraGarde® Vaccine:  CholeraGarde® represents AVANT’s most advanced bacterial vaccine program designed to be a safe, effective single-

dose, oral vaccine. In December 2002, the International Vaccine Institute (“IVI”) initiated a Phase 2 study of CholeraGarde® in Bangladesh, where cholera is
endemic. In July 2005, Bangladesh study results in children and infants showed CholeraGarde® to be well tolerated and highly immunogenic, with 77% of
children aged 9 months to 5 years generating protective immune responses.  Previously published results showed the vaccine to be well tolerated and
immunogenic against the cholera organism in the adult portion of this trial.

™

™

™



 
In August 2006, IVI received $21 million in funding from the Bill & Melinda Gates Foundation for a Cholera Vaccine Initiative (“CHOVI”), which

will include conducting further clinical trials of CholeraGarde®.  IVI plans to conduct Phase 2 clinical trials of CholeraGarde® in Bangladesh, India and
Thailand beginning in the second half of 2008 followed by Phase 3 field studies. IVI will be purchasing clinical materials produced at AVANT’s Fall River,
MA manufacturing facility for the trials.

 
AVANT has decided to focus only on the fully-funded opportunity for CholeraGarde  in the developing world. AVANT has determined that the high

clinical costs of its own Phase 3 clinical trials in the United States and the investment in a commercial manufacturing facility are not justified by the limited
market opportunities for a cholera vaccine in developed countries at this time.

 
Ty800 Typhoid Fever Vaccine:  AVANT has developed an oral vaccine to offer rapid, single-dose protection against Salmonella typhi, the cause of

typhoid fever. Ty800 is targeted for both the travelers’ market and global health needs. In 2006, the National Institute of Allergy and Infectious Disease
(“NIAID”) of the National Institutes of Health (“NIH”) initiated a Phase 1/2 in-patient dose-ranging clinical trial aimed at demonstrating the safety and
immunogenicity of the Ty800 typhoid fever vaccine. NIAID funded the production of Ty800 vaccine for clinical testing and completed the Phase 1/2 trial at a
NIH-funded clinical site in 2007. Results showed the single-dose, oral vaccine to be well tolerated and immunogenic, with over 90% of vaccinated subjects
generating immune responses. AVANT initiated its own sponsored Phase 2 trial of Ty800 in July 2007. Preliminary results reported in April 2008 from the
study showed that the single-dose, oral vaccine was well tolerated and immunogenic, demonstrating that the desired immune response was achieved.
Incidence of reactogenicity symptoms and adverse events post-vaccination were similar to placebo. Importantly, immunogenic response was dose-dependent.
Positive immune response or seroconversion (prospectively defined as a 4-fold increase in anti-LPS titers over pre-dose level) rates were 65.5% (36/55) and
80% (44/55) in the low and high dose groups, respectively, and was significantly (p<0.001) higher than placebo.
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Travelers’ Vaccines:   AVANT has several travelers’ vaccine programs in pre-clinical development—all addressing important causes of serious
diarrheal diseases worldwide. In November 2007, AVANT entered into an agreement with the Division of Microbiology and Infectious Diseases of the
NIAID, whereby NIAID will sponsor a Phase 1 study of AVANT’s investigational single-dose, oral vaccine designed to offer combined protection against
both enterotoxigenic Escherichia coli (ETEC) and cholera. In June 2008, NIAID initiated a Phase 1 trial of the ETEC vaccine candidate at Cincinnati
Children’s Hospital Medical Center. AVANT’s long-term goal is to develop a combination vaccine containing Cholera, Ty800, S. paratyphi and ETEC as a
“super enteric vaccine” to address the travelers’ market.

 
CDX-2401:  AVANT is also using its APC Targeting Technology™ to develop vaccines against infectious disease.  The lead program is CDX-2401,

an APC-Targeting prophylactic vaccine, aimed at providing protection from infection with HIV, the virus known to cause AIDS. This program is in a Bill &
Melinda Gates Foundation funded partnership with collaborators at Rockefeller University in New York City, who have shown in model systems that
protective immunity can be induced with such a vaccine. Preclinical studies and manufacturing development are in progress and AVANT, with its
collaborators, plans to initiate Phase 1 clinical studies in the first half of 2009.

 
C.                                   Inflammatory Disease Programs
 

TP10:  We have been developing immunotherapeutics that inhibit a part of the immune system called the complement system. The complement
system is a series of proteins that are important initiators of the body’s acute inflammatory response against disease, infection and injury. Excessive
complement activation also plays a role in some persistent inflammatory conditions. Our lead compound, TP10, a soluble form of naturally occurring
Complement Receptor 1, has effectively shown to inhibit the activation of the complement cascade in animal models and in human clinical trials. We believe
that regulating the complement system could have therapeutic and prophylactic applications in several acute and chronic conditions, including reperfusion
injury from surgery or ischemic disease, organ transplant, multiple sclerosis, rheumatoid arthritis, age-related macular degeneration (“AMD”), and
myasthenia gravis. AVANT is currently defining the most appropriate clinical development path for TP10.

 
D.                                   Marketed Products
 

Rotavirus Vaccine:  Rotavirus is a major cause of diarrhea and vomiting in infants and children. In 1997, AVANT licensed its oral rotavirus strain to
Glaxo. All of the ongoing development for this program is being conducted and funded by Glaxo. Glaxo gained approval for its rotavirus vaccine, Rotarix ,
in Mexico in July 2004, which represented the first in a series of worldwide approvals and commercial launches for the product. Glaxo subsequently launched
Rotarix  in additional Latin American and Asian Pacific countries during 2005 – 2007. Additionally, Glaxo filed for market approval with the European
regulatory authorities in late 2004, which triggered a $2 million milestone payment to AVANT. In February 2006, the European Commission granted approval
of Rotarix  in the European Union, which triggered a $4 million milestone payment from Glaxo. On April 3, 2008, Rotarix  received approval from the
FDA for the prevention of rotavirus gastroenteritis in infants. FDA approval triggered a $1.5 million milestone payment from Glaxo, of which $750,000 was
retained by AVANT. AVANT licensed-in the rotavirus strain in 1995 and owes a license fee of 30% to Cincinnati Children’s Hospital Medical Center
(“CCH”) on net royalties received from Glaxo. In May 2005, AVANT entered into an agreement whereby an affiliate of Paul Royalty Fund (“PRF”)
purchased an interest in the net royalties AVANT will receive on worldwide sales of Rotarix  (see Note 10(A) of our unaudited consolidated financial
statements). To date, AVANT has received $50 million in milestone payments under the PRF agreement. The PRF agreement provides for a $10 million
milestone payment to AVANT if Rotarix  is launched in the United States in 2008. AVANT expects to achieve this milestone in the second half of 2008. Also
under the PRF agreement, AVANT has retained 50% of any Glaxo milestone payments received beginning on the effective date of the agreement with PRF,
with 70% of the remaining balance payable to PRF and 30% of the remaining balance payable to CCH, respectively.

 
In September 2006, AVANT received notice from Glaxo that Glaxo would begin paying royalties on sales of Rotarix  vaccine at the lower of two

royalty rates under their 1997 license agreement. Glaxo’s decision to pay the lower royalty rate (which is 70% of the full rate) is based upon Glaxo’s assertion
that Rotarix  is not covered by the patents Glaxo licensed from AVANT in Australia and certain European countries. AVANT is analyzing various options to
counter Glaxo’s assertions and protect AVANT’s rights.
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If Glaxo’s position stands, the royalties to which PRF is entitled will no longer be limited by a $27.5 million annual threshold, which AVANT
projected may have been reached in later years as sales of Rotarix  increased. Irrespective of Glaxo’s position, AVANT will still retain the royalties on
worldwide sales of Rotarix  once PRF receives 2.45 times the aggregate cash payments it makes to AVANT, though the potential amount of such residual
royalties will be lower if Glaxo’s position stands.

 
Megan Vac 1 and Megan Egg Vaccines:  On December 1, 2000, AVANT acquired all of the outstanding capital stock of Megan. Megan has

commercialized three veterinary vaccines; Argus™ SC, licensed by the United States Department of Agriculture (“USDA”) in March 1998 and marketed by
Intervet, Inc., and Megan Vac 1 and Megan Egg, licensed by the USDA in November 1998 and 2003, respectively, and marketed by Lohmann Animal
Health International (“LAHI”). Because AVANT’s focus is on human health care, in September 2002, we appointed LAHI as the exclusive distributor of our
Megan Health poultry vaccines in North America. LAHI performs all marketing and distribution activities of Megan’s marketed products for the commercial
poultry market and pays us product royalties.

 
TECHNOLOGY LICENSING
 

AVANT has adopted a business strategy of out-licensing technology that does not match its development focus or where it lacks sufficient resources
for the technology’s efficient development or where certain uses of the technology are outside of AVANT’s focus. For example, when AVANT acquired
Megan, it entered into a licensing agreement in December 2000 with Pfizer’s Animal Health Division to leverage the value of Megan’s oral vaccine
technology in a significant market opportunity (animal health and human food safety) outside of AVANT’s own focus on human health care. Under this Pfizer
agreement, AVANT may receive additional milestone payments of up to $3 million based upon attainment of specified milestones. AVANT may receive
royalty payments on eventual product sales. The term of this agreement is through the expiration of the last of the patents covered by the agreement.

 
RESULTS OF OPERATIONS
 

Three-Month Period Ended June 30, 2008 as Compared
with the Three-Month Period Ended June 30, 2007

 
AVANT reported a consolidated net loss of $10,260,510, or $0.67 per share, for the second quarter ended June 30, 2008, compared with a net loss of

$2,755,137, or $0.33 per share, for the second quarter ended June 30, 2007. The weighted average common shares outstanding used to calculate net loss per
common share was 15,227,475 in 2008 and 8,309,420 in 2007.

 
Revenue:  Total revenue increased to $1,961,611 for the second quarter of 2008 compared to $609,184 for the second quarter of 2007.
 
Product development and licensing revenue increased to $870,504 in 2008 from $116,539 in 2007 primarily due to the recognition of $516,995 of

Pfizer deferred revenue and $225,000 of Glaxo milestone revenue payable to CCH. For the three months ended June 30, 2008 and 2007, the Company
recognized $116,539 of revenue under the Corixa termination agreement.

 
Product royalty revenue was $837,122 in 2008, consisting of $766,632 related to AVANT’s retained interests in Rotarix® net royalties which were

not sold to PRF and which is equal to the amount payable to CCH by AVANT and $70,490 related to royalties on Megan®Vac 1 and Megan®Egg product
sales.  There was no product royalty revenue in 2007.

 
Contract and grant revenue decreased by $238,660 to $253,985 for work performed in 2008 from $492,645 in 2007 primarily due to lower levels of

vaccine development work billable to Rockefeller in 2008.
 
Operating Expense:  Total operating expense increased to $12,321,312 for the second quarter of 2008 compared to $3,448,480 for the second quarter

of 2007.
 
Research and development expense increased $5,241,842 to $7,611,666 from $2,369,824 in 2007. The increase in the second quarter of 2008

compared to the second quarter of 2007 was primarily due to increases in personnel expenses of $1,408,655, license/royalty fees of $1,753,651, including
$766,632 of expense associated with Rotarix® royalty revenue, clinical trial costs of $801,211, facility rent of $523,342, and depreciation expense of
$494,568.

 
General and administrative expense increased $3,556,059 to $4,605,482 in the second quarter of 2008 compared to $1,049,423 in the second quarter

of 2007 and was primarily attributed to increases in personnel costs of $1,677,017, professional services of $1,264,658, allocation of operating expenses of
$352,849, and insurance expense of $81,884.
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Amortization expense of acquired intangible assets was $104,164 and $29,233 in 2008 and 2007, respectively.
 
Investment and Other Income, Net:  Interest and other income increased $15,032 to $99,191 for the second quarter of 2008 compared to $84,159 for

the second quarter of 2007. The increase was due to higher average cash balances offset in part by lower interest rates during the second quarter of 2008
compared to the second quarter of 2007.

 
Six-Month Period Ended June 30, 2008 as Compared

with the Six-Month Period Ended June 30, 2007
 

AVANT reported a consolidated net loss of $32,391,192, or $2.56 per share, for the six months ended June 30, 2008, compared with a net loss of
$6,787,540, or $0.82 per share, for the six months ended June 30, 2007. The net loss for the six months ended June 30, 2008 includes a one-time non-cash
charge of $14,755,908 for purchased in-process research and development related to the Merger which closed in March 2008. The weighted average common
shares outstanding used to calculate net loss per common share was 12,677,455 in 2008 and 8,309,420 in 2007.

 
Revenue:  Total revenue increased to $2,109,009 for the first six months of 2008 compared to $753,224 for the first six months of 2007.
 

®
®

® ®

® ®



Product development and licensing revenue increased to $990,368 in 2008 from $233,078 in 2007 primarily due to the recognition of $516,995 of
Pfizer deferred revenue and $225,000 of Glaxo milestone revenue payable to CCH. For the six months ended June 30, 2008 and 2007,  the Company
recognized $233,078 of revenue under the Corixa termination agreement.

 
Product royalty revenue was $837,122 in 2008, consisting of $766,632 related to AVANT’s retained interests in Rotarix® net royalties which were

not sold to PRF and which is equal to the amount payable to CCH by AVANT and $70,490 related to royalties on Megan®Vac 1 and Megan®Egg product
sales.  There was no product royalty revenue in 2007.

 
Contract and grant revenue decreased by $238,627 to $281,519 for work performed in 2008 from $520,146 in 2007 primarily due to lower levels of

vaccine development work billable to Rockefeller in 2008.
 
Operating Expense:  Total operating expense increased to $34,645,646 for the first six months of 2008 compared to $7,795,655 for the six months of

2007. Operating expense for 2008 includes a one-time non-cash charge of $14,755,908 for purchased in-process research and development related to the
Merger in March 2008.

 
Research and development expense increased $6,958,105 to $12,117,294 from $5,159,189 in 2007. The increase in the first six months of 2008

compared to the first six months of 2007 was primarily due to increases in personnel expenses of $2,514,158, clinical trial costs of $1,724,236, license/royalty
fees of $1,760,318, and $686,680 of depreciation expenses. AVANT expects research and development expense to increase during the remainder of 2008 as a
result of the Merger with Celldex.

 
General and administrative expense increased $5,041,386 to $7,619,386 in the first six months of 2008 compared to $2,578,000 in the first six

months of 2007 and was primarily attributed to increases in personnel costs of $2,031,962, professional services costs of $1,701,974 primarily related to the
Celldex merger transaction and increases in consulting expenses of $430,403, and insurance expenses of $330,666. AVANT expects general and
administrative expense to increase during the remainder of 2008 as a result of the Merger with Celldex.

 
Amortization expense of acquired intangible assets was $153,058 and $58,466 in 2008 and 2007, respectively.
 
Investment and Other Income, Net:  Interest and other income decreased $109,446 to $145,445 for the first six months of 2008 compared to

$254,891 for the first six months of 2007. The decrease was primarily due interest expense of $29,813 in 2008 compared to none in 2007 and lower interest
rates, offset in part by higher average cash balances during the first six months of 2008 compared to the first six months of 2007.

 
LIQUIDITY AND CAPITAL RESOURCES
 

At June 30, 2008, AVANT’s principal sources of liquidity consisted of cash and cash equivalents of $52,379,836. AVANT’s cash and cash
equivalents are highly liquid investments with a maturity of three months or less at the date of purchase and consist of time deposits and investments in
money market mutual funds with commercial banks and financial institutions. Also, the Company maintains cash balances with financial institutions in
excess of insured limits. AVANT does not anticipate any losses with respect to such cash balances.
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The use of AVANT’s cash flows for operations has primarily consisted of salaries and wages for its employees, facility and facility-related costs for

its offices, laboratories and manufacturing facility, fees paid in connection with preclinical studies, clinical studies, contract manufacturing, laboratory
supplies and services, consulting fees, and legal fees. To date, the primary sources of cash flows from operations have been payments received from the
Company’s collaborative partners and from government entities. In general, AVANT’s sources of cash flows from operations for the foreseeable future will be
upfront license payments, payments for the achievement of milestones, product royalty payments, payments under government contracts and grants and
funded research and development under collaboration agreements that AVANT may receive. The timing of any new collaboration agreements, government
contracts or grants and any payments under these agreements, contracts or grants cannot be easily predicted and may vary significantly from quarter to
quarter.

 
Net cash provided in operating activities was $25,964,670 for the first six months of 2008 compared to cash used of $4,834,052 for the first six

months of 2007. The increase in net cash provided in operating activities was primarily attributed to Pfizer’s upfront payment to AVANT of $40 million and
an increase in accounts payable and accrued expense, partially offset by an increase in accounts and other receivables, prepaids and other assets.  AVANT
expects that cash used in operations will increase in the remainder of 2008.

 
Cash provided by investing activities was $10,581,650 for the first six months of 2008 compared to cash used in investing activities of $71,965 for

the first six months of 2007. The change in amounts between years primarily reflects the impact of the Merger.
 
Net cash provided by financing activities was $10,980,244 for the first six months of 2008 compared to $192,133 for the first six months of 2007.

The increase in net cash provided in financing activities was primarily due to the Pfizer’s $10 million equity investment in AVANT, offset in part by increases
in the related party loan due to Medarex and payments of long-term liabilities.

 
On April 16, 2008, AVANT and Pfizer entered into an agreement under which Pfizer was granted an exclusive worldwide license to a therapeutic

cancer vaccine candidate, CDX-110, in Phase 2 development for the treatment of glioblastoma multiforme.  The agreement also gives Pfizer exclusive rights
to the use of EGFRvIII vaccines in other potential indications. Under the licensing and development agreement, Pfizer made an upfront payment to AVANT
of $40 million and made a $10 million equity investment in AVANT. Pfizer will fund all development costs for these programs. AVANT is also eligible to
receive milestone payments exceeding $390 million for the successful development and commercialization of CDX-110 and additional EGFRvIII vaccine
products, as well as royalties on any product sales. The Pfizer Agreement received clearance under the Hart-Scott-Rodino Antitrust Improvements Act of
1976 (as amended) in the second quarter of 2008.

 
On April 3, 2008, Rotarix  received FDA market approval for the prevention of rotavirus gastroenteritis in infants which triggered a $1.5 million

milestone payment to AVANT from Glaxo, $750,000 of which AVANT has retained under AVANT’s agreement with PRF. Rotarix  is now licensed in over
100 countries worldwide including the U.S. and the European Union. The market launch of Rotarix  by Glaxo in the U.S. market would result in a
$10 million milestone payment to AVANT from PRF, which AVANT expects in the second half of 2008.

®
®

®



 
During 2008, AVANT may take steps to raise additional capital including, but not limited to, the licensing of technology programs with existing or

new collaborative partners, possible business combinations, or the issuance of common stock via private placements or public offerings. We believe that our
current cash and cash equivalents are sufficient to fund planned operations for at least the next twelve months. While we may continue to seek capital through
a number of means, there can be no assurance that additional financing will be available on acceptable terms, if at all, and AVANT’s negotiating position in
capital-raising efforts may worsen as existing resources are used. There is also no assurance that AVANT will be able to enter into further collaborative
relationships. Additional equity financing may be dilutive to AVANT’s stockholders; debt financing, if available, may involve significant cash payment
obligations and covenants that restrict AVANT’s ability to operate as a business; and licensing or strategic collaborations may result in royalties or other terms
which reduce AVANT’s economic potential from products under development.
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AGGREGATE CONTRACTUAL OBLIGATIONS
 

The following table summarizes AVANT’s contractual obligations at June 30, 2008 and the effect such obligations and commercial commitments are
expected to have on its liquidity and cash flow in future years. These obligations, commitments and supporting arrangements represent payments based on
current operating forecasts, which are subject to change:
 
  

Total
 

2008
 

2009-2011
 

2012-2013
 

Thereafter
 

Contractual obligations:
           

Operating lease obligations
 

$ 20,444,700
 

$ 1,045,900
 

$ 7,546,700
 

$ 4,414,200
 

$ 7,437,900
 

Loan Payable*
 

1,245,500
 

55,800
 

377,500
 

228,900
 

583,300
 

Note Payable*
 

475,500
 

73,800
 

401,700
 

—
 

¾
 

Licensing obligations
 

2,630,000
 

100,000
 

1,080,000
 

805,000
 

645,000
 

R&D obligations
 

—
 

—
 

—
 

—
 

¾
 

Restructuring costs
 

—
 

—
 

—
 

—
 

¾
 

Severance obligations
 

2,120,100
 

2,033,900
 

86,200
 

—
 

¾
 

Construction contract
 

334,800
 

334,800
 

—
 

—
 

¾
 

Total contractual obligations
 

$ 27,250,600
 

$ 3,644,200
 

$ 9,492,100
 

$ 5,448,100
 

$ 8,666,200
 

            
Commercial commitments:

           

Clinical development
 

$ 10,135,300
 

$ 4,790,200
 

$ 5,345,100
 

$ —
 

$ —
 

Total commercial commitments
 

$ 10,135,300
 

$ 4,790,200
 

$ 5,345,100
 

$ —
 

$ —
 

 

*                                         includes interest obligations
 

In the future, we may owe royalties and other contingent payments to our licensors based on the achievement of developmental milestones, product
sales and specified other objectives. These potential future obligations are not included in the above table.
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Item 3.         Quantitative and Qualitative Disclosures about Market Risk
 

AVANT owns financial instruments that are sensitive to market risk as part of its investment portfolio. AVANT’s investment portfolio is used to
preserve its capital until it is used to fund operations, including its research and development activities. None of these market-risk sensitive instruments are
held for trading purposes. AVANT invests its cash primarily in money market mutual funds. These investments are evaluated quarterly to determine the fair
value of the portfolio. AVANT’s investment portfolio includes only marketable securities with active secondary or resale markets to help insure liquidity.
AVANT has implemented investment policies regarding the amount and credit ratings of investments. Because of the short-term nature of these investments,
AVANT does not believe it has material exposure due to market risk. The impact to AVANT’s financial position and results of operations from likely changes
in interest rates is not material.

 
AVANT does not utilize derivative financial instruments. The carrying amounts reflected in the consolidated balance sheet of cash and cash

equivalents, accounts receivables and accounts payable approximates fair value at June 30, 2008 due to the short-term maturities of these instruments.
 

Item 4.         Controls and Procedures
 
Evaluation of Disclosure Controls and Procedures
 

AVANT, the registrant, maintains disclosure controls and procedures that are designed to provide reasonable assurance that information required to
be disclosed by AVANT in its reports that it files and submits under the Securities Exchange Act of 1934, as amended (the “Exchange Act”), is recorded,
processed, summarized, and reported within time periods specified by the SEC’s rules and forms, and that such information is accumulated and
communicated to its management, including its interim Chief Executive Officer and Chief Financial Officer, as appropriate to allow timely decisions
regarding required disclosure.

 
As required by Rule 13a 15 under the Exchange Act, as of June 30, 2008, we carried out an evaluation under the supervision and with the

participation of our management, including our interim Chief Executive Officer and Chief Financial Officer, of the effectiveness of the design and operation
of our disclosure controls and procedures as of the quarter ended June 30, 2008. In designing and evaluating our disclosure controls and procedures, we and
our management recognize that any controls and procedures, no matter how well designed and operated, can provide only reasonable assurance of achieving



the desired control objectives, and our management necessarily was required to apply its judgment in evaluating and implementing possible controls and
procedures.

 
Based upon that evaluation, our interim Chief Executive Officer and our Chief Financial Officer have concluded that as of June 30, 2008, as a result

of the material weaknesses discussed below, our disclosure controls and procedures were not effective.
 

Changes in Internal Control Over Financial Reporting.
 

On October 22, 2007, AVANT and Celldex Therapeutics, Inc. (“Celldex”), a privately-held company, announced the signing of a definitive
Agreement and Plan of Merger, dated October 19, 2007, by and between AVANT, Callisto Merger Corporation (“Merger Sub”) and Celldex (the “Merger
Agreement”). On March 7, 2008, AVANT completed the merger of Merger Sub, a wholly owned subsidiary of AVANT, with and into Celldex (the “Merger”).
The Merger with Celldex was accounted for using the purchase method of accounting and was treated for accounting purposes as an acquisition by Celldex of
AVANT with Celldex being considered the “accounting acquirer” based on the application of criteria specified in Statement of Financial Accounting
Standards “SFAS” No. 141, Business Combination, (“SFAS 141”), even though AVANT was the issuer of common stock and the surviving legal entity and
registrant in the transaction. Because Celldex was determined to be the acquirer for accounting purposes, the historical financial statements of Celldex, which
had prior to the Merger been a privately-held company, became the historical financial statements of the Company. Accordingly, the financial statements of
the Company prior to the Merger reflect the financial position, results of operations and cash flows of Celldex only, which during the historical periods
presented in the accompanying consolidated financial statements, was then a privately-held company which was majority-owned by Medarex, Inc.
(“Medarex”). Following the Merger, the financial statements of the current period reflect the financial position, results of operation and cash flows of the
Company. The results of operations of AVANT are included in the results of operations of the Company beginning March 8, 2008.

 
The Merger with Celldex and the integration of the operations and the finance functions have resulted in changes that have materially affected, or are

reasonably likely to materially affect, the combined Company’s internal control over financial reporting (as defined in Rules 13a 15(f) and 15d 15(f) under the
Exchange Act) during the quarter ended June 30, 2008.

 
A material weakness is a deficiency, or a combination of deficiencies, in internal control over financial reporting, such that there is a reasonable

possibility that a material misstatement of the Company’s annual or interim financial statements will not be
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prevented or detected on a timely basis.  Management identified the following material weaknesses in the Company’s internal control over financial reporting
during its first quarter and has determined that such material weaknesses have not yet been fully remediated and therefore are continuing as of June 30, 2008.
 

·                       Celldex did not maintain an effective segregation of duties.  Specifically, certain authority and responsibility were not appropriately
assigned and delegated to employees within the organization.

 
·                       Celldex did not maintain an effective control over financial statement closing process.  Specifically, Celldex did not maintain formal,

written policies and procedures governing the financial close and reporting process to ensure an accurate and timely financial statement
closing process.  This control deficiency resulted in misstatements to employee benefit expense, research and development expense, stock-
based compensation expense and accrued liability accounts and related financial disclosures.

 
Additionally, the above material weaknesses could result in misstatements of financial statement accounts and disclosures related to the Celldex

business that would results in a material misstatement of the consolidated financial statements that would not be prevented or detected.
 

Remediation of Material Weakness
 

Management is in the process of reviewing and, as necessary, revising its assignment of authority and responsibility as well as its policies and
procedures with respect to its controls over the financial statement closing process to ensure that all reasonable steps will be taken to correct this material
weakness. As part of this process, management expects the Merger with AVANT to facilitate the remediation of material weaknesses and enhancement of
internal controls as the accounting function for Celldex has now been assumed by AVANT, which has a larger accounting staff and experience in the
requirements applicable to publicly-traded companies. The material weaknesses will not be considered remediated until the AVANT internal controls are
operational for a sufficient period of time and are tested, and management has concluded that the controls are designed and operating effectively.

 
PART II — OTHER INFORMATION
 
Item 1.         Legal Proceedings
 

None.
 

Item 1A.      Risk Factors
 

In addition to the other information set forth in this report, you should carefully consider the factors discussed in Part I, “Item 1A. Risk Factors” in
our Annual Report on Form 10-K for the year ended December 31, 2007, which could materially affect our business, financial condition or future results. The
risks described in our Annual Report on Form 10-K may not be the only risks facing the Company. Additional risks and uncertainties not currently known to
the Company or that the Company currently deems to be immaterial also may materially adversely affect the Company’s business, financial condition and/or
operating results.

 
There were no material changes to the risk factors previously disclosed in our Annual Report on Form 10-K filed with the Securities and Exchange

Commission on March 18, 2008.
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Item 6.         Exhibits
 

3.1
 

Third Restated Certificate of Incorporation of AVANT, incorporated by reference to Exhibit 3.1 of AVANT’s Registration Statement on
Form S-4 (Reg. No. 333-59215), filed July 16, 1998 with the Securities and Exchange Commission.

3.2
 

Certificate of Amendment of Third Restated Certificate of Incorporation of AVANT, incorporated by reference to Exhibit 3.1 of AVANT’s
Registration Statement on Form S-4 (Reg. No. 333-59215), filed July 16, 1998 with the Securities and Exchange Commission.

3.3
 

Second Certificate of Amendment of Third Restated Certificate of Incorporation of AVANT, incorporated by reference to Exhibit 3.2 of
AVANT’s Registration Statement on Form S-4 (Reg. No. 333-59215), filed July 16, 1998 with the Securities and Exchange Commission.

3.4
 

Third Certificate of Amendment of Third Restated Certificate of Incorporation of AVANT, incorporated by reference to Exhibit 3.1 of
AVANT’s Quarterly Report on Form 10-Q, filed May 10, 2002 with the Securities and Exchange Commission.

3.5
 

Fourth Certificate of Amendment of Third Restated Certificate of Incorporation of AVANT, incorporated by reference to Exhibit 3.1 of
AVANT’s Current Report on Form 8-K, filed on March 11, 2008 with the Securities and Exchange Commission.

3.6
 

Fifth Certificate of Amendment of Third Restated Certificate of Incorporation of AVANT, incorporated by reference to Exhibit 3.2 of
AVANT’s Current Report on Form 8-K, filed on March 11, 2008 with the Securities and Exchange Commission.

4.3

 

Amendment No. 2 to Shareholder Rights Agreement dated November 5, 2004, between AVANT and Computershare Trust Company, N.A.
(formerly EquiServe Trust Company, N.A.), as Rights Agent, incorporated by reference to Exhibit 10.1 of AVANT’s Registration Statement
on Form 8-A1G/A, filed on March 7, 2008 with the Securities and Exchange Commission.

   10.1

 

License and Development Agreement, dated as of April 16, 2008, between Celldex Therapeutics, Inc. and Pfizer Vaccines LLC,
incorporated by reference to Exhibit 10.1 of AVANT’s quarterly report on Form 10-Q filed on May 19, 2008 with the Securities and
Exchange Commission.*

**10.2
 

Common Stock Purchase Agreement dated May 27, 2008 between AVANT Immunotherapeutics, Inc. and Pfizer Vaccines.*
**31.1

 

Certification of President and Chief Executive Officer
**31.2

 

Certification of Senior Vice President and Chief Financial Officer
***32.1

 

Section 1350 Certifications
 

 

* Portions of this document have been omitted and filed separately with the Securities and Exchange Commission pursuant to a request for
confidential treatment in accordance with Rule 24b-2 of the Securities Exchange Act of 1934 as amended.

 

** Filed herewith.
 

*** Furnished herewith.
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SIGNATURES
 

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the
undersigned thereunto duly authorized.
 

    

AVANT IMMUNOTHERAPEUTICS, INC.
      
    

BY:
 

      
     

/s/ ANTHONY S. MARUCCI
Dated: August 11, 2008

    

Anthony S. Marucci
     

President and Chief Executive Officer
     

(Principal Executive Officer)
      
     

/s/ AVERY W. CATLIN
Dated: August 11, 2008

    

Avery W. Catlin
     

Senior Vice President, Treasurer
     

and Chief Financial Officer
     

(Principal Financial and
     

Accounting Officer)
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EXHIBIT INDEX
 
Exhibit
No.

 
Description

3.1
 

Third Restated Certificate of Incorporation of AVANT, incorporated by reference to Exhibit 3.1 of AVANT’s Registration Statement on
Form S-4 (Reg. No. 333-59215), filed July 16, 1998 with the Securities and Exchange Commission.

3.2
 

Certificate of Amendment of Third Restated Certificate of Incorporation of AVANT, incorporated by reference to Exhibit 3.1 of AVANT’s
Registration Statement on Form S-4 (Reg. No. 333-59215), filed July 16, 1998 with the Securities and Exchange Commission.

3.3
 

Second Certificate of Amendment of Third Restated Certificate of Incorporation of AVANT, incorporated by reference to Exhibit 3.2 of
AVANT’s Registration Statement on Form S-4 (Reg. No. 333-59215), filed July 16, 1998 with the Securities and Exchange Commission.

3.4
 

Third Certificate of Amendment of Third Restated Certificate of Incorporation of AVANT, incorporated by reference to Exhibit 3.1 of
AVANT’s Quarterly Report on Form 10-Q, filed May 10, 2002 with the Securities and Exchange Commission.

 



3.5 Fourth Certificate of Amendment of Third Restated Certificate of Incorporation of AVANT, incorporated by reference to Exhibit 3.1 of
AVANT’s Current Report on Form 8-K, filed on March 11, 2008 with the Securities and Exchange Commission.

3.6
 

Fifth Certificate of Amendment of Third Restated Certificate of Incorporation of AVANT, incorporated by reference to Exhibit 3.2 of
AVANT’s Current Report on Form 8-K, filed on March 11, 2008 with the Securities and Exchange Commission.

4.3

 

Amendment No. 2 to Shareholders Rights Agreement dated November 5, 2004 between AVANT and Computer share Trust Company, N.A.
(formerly EquiServe Trust Company, N.A.) as Rights Agent, incorporated by reference to Exhibit 10.1 of AVANT’s Registration Statement
on Form 8-A1G/A, filed on March 7, 2008 with the Securities and Exchange Commission.

   10.1

 

License and Development Agreement, dated as of April 16, 2008, between Celldex Therapeutics, Inc. and Pfizer Vaccines LLC, incorporated
by reference to Exhibit 10.1 of AVANT’s quarterly report on Form 10-Q filed on May 19, 2008 with the Securities and Exchange
Commission.*

**10.2
 

Common Stock Purchase Agreement dated May 27, 2008 between AVANT Immunotherapeutics, Inc. and Pfizer Vaccines.*
**31.1

 

Certification of Interim President and Chief Executive Officer
**31.2

 

Certification of Senior Vice President and Chief Financial Officer
***32.1

 

Section 1350 Certifications
 

 

* Portions of this document have been omitted and filed separately with the securities and Exchange Commission pursuant to a request for
confidential treatment in accordance with Rule 24b-2 of the securities Exchange Act of 1934 as amended.

 

** Filed herewith.
 

*** Furnished herewith.
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Exhibit 10.2
 
[*CONFIDENTIAL TREATMENT HAS BEEN REQUESTED AS TO CERTAIN PORTIONS OF THIS DOCUMENT. EACH SUCH PORTION, WHICH
HAS BEEN OMITTED HEREIN AND REPLACED WITH AN ASTERISK [*], HAS BEEN FILED SEPARATELY WITH THE SECURITIES AND
EXCHANGE COMMISSION.]
 

AVANT IMMUNOTHERAPEUTICS, INC.
 

COMMON STOCK PURCHASE AGREEMENT
 

THIS COMMON STOCK PURCHASE AGREEMENT (the “Agreement”) is made as of May     , 2008, by and between AVANT
IMMUNOTHERAPEUTICS, INC., a Delaware corporation (the “Company”) and PFIZER VACCINES LLC, a Delaware limited liability company
(“Pfizer”).

 
WHEREAS, the Company desires to issue, and Pfizer desires to acquire, stock of the Company as herein described, on the terms and conditions

hereinafter set forth;
 
NOW, THEREFORE, IT IS AGREED between the parties as follows:
 
1.                                      Purchase and Sale of Stock.  Pfizer hereby agrees to purchase from the Company, and the Company hereby agrees to sell to Pfizer, an

aggregate of 781,250 shares of the Common Stock of the Company (the “Shares”) at $12.80 per share, for an aggregate purchase price of $10,000,000.00,
payable in cash.  The closing hereunder, including payment for and delivery of the Shares shall occur at the offices of the Company immediately following
the execution of this Agreement, or at such other time and place as the parties may mutually agree.

 
2.                                      Limitations on Transfer.  Pfizer shall not assign, hypothecate, donate, encumber or otherwise dispose of any interest in the Shares except

in compliance with the provisions herein and applicable securities laws.  The Company shall not be required (a) to transfer on its books any of the Shares
which shall have been transferred in violation of any of the provisions set forth in this Agreement or (b) to treat as owner of such shares or to accord the right
to vote as such owner or to pay dividends to any transferee to whom such shares shall have been so transferred.

 
3.                                      Restrictive Legends.  All certificates representing the Shares shall have endorsed thereon (a) any legend required by appropriate blue sky

officials and (b) a legend in substantially the following form (in addition to any other legend which may be required by other agreements between the parties
hereto):

 
“THE SHARES REPRESENTED BY THIS CERTIFICATE HAVE NOT BEEN REGISTERED UNDER THE SECURITIES ACT OF 1933 AS

AMENDED (THE “ACT”).  THEY MAY NOT BE SOLD, OFFERED FOR SALE, PLEDGED OR HYPOTHECATED UNLESS THE SALE IS MADE IN
ACCORDANCE WITH RULE 144 UNDER THE ACT, THERE IS AN EFFECTIVE REGISTRATION STATEMENT UNDER THE ACT COVERING
SUCH SHARES OR THE COMPANY RECEIVES AN OPINION OF COUNSEL
 

 
REASONABLY SATISFACTORY TO THE COMPANY THAT SUCH REGISTRATION IS NOT REQUIRED.”

 
4.                                      Company Representations.  In connection with the sale and purchase of the Shares, the Company represents and warrants to Pfizer, as of

the date hereof and as of the date of the closing contemplated by Section 1, the following:
 

4.1                               The Company (a) is a corporation duly organized, validly existing and in good standing under the laws of the State of Delaware,
(b) has all corporate power and authority required to own, lease and operate its properties and to conduct its business as presently conducted and (c) is duly
qualified to transact business and is in good standing in each jurisdiction in which the conduct of its business or its ownership or leasing of property requires
such qualification, except to the extent that the failure to be so qualified would not have a Material Adverse Effect (as defined below).

 
For the purposes of this Agreement, “Material Adverse Effect” means, individually or collectively, a material adverse effect on, or

a material adverse change in, or a group of such effects on or changes in, (i) the business, financial condition, results of operations, assets or liabilities of the
Company and its Subsidiaries (as defined in Section 4.2), taken as a whole, or (ii) the ability of the Company to perform its obligations under or with respect
to this Agreement.
 

4.2                               Each Subsidiary (as defined below) of the Company (a) has been duly incorporated or formed or organized, (b) is validly existing
and in good standing under the laws of the jurisdiction of its incorporation or other formation, (c) has the corporate or other power and authority to own, lease
and operate its properties and to carry on its business as currently conducted and (d) is duly qualified to transact business and is in good standing in each
jurisdiction in which the conduct of its business or its ownership or leasing of property requires such qualification, except to the extent that the failure to be so
qualified or be in good standing would not have a Material Adverse Effect.

 
For the purposes of this Agreement, “Subsidiary” means any corporation or other legal entity of which the Company or Pfizer, as

the context requires, owns, directly or indirectly, stock or other equity interests, in sufficient amounts to elect a majority of the board of directors or other
governing body or other persons performing similar functions of such corporation or other legal entity.

 
4.3                               The authorized capital stock of the Company consists of 300,000,000 shares of Company common stock, par value $.001 per share

(“Common Stock”) of which there were 14,926,994 shares issued and outstanding, 37,037 warrants issued and outstanding and 3,000,000 shares of Company
preferred stock, none of which were issued and outstanding, in each case as of May 19, 2008.  All outstanding shares of the Common Stock are duly
authorized, validly issued, fully paid and non-assessable and are not subject to preemptive rights created by statute, the Company’s certificate of incorporation
or bylaws, or any agreement or document to which the Company is a party or by which it is bound.  As of May 19, 2008, the Company had reserved an
aggregate of 2,946,913 shares of Common Stock for issuance to employees, directors
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and consultants pursuant to the Company’s stock option plans, under which options for an aggregate of 2,463,579 shares were outstanding.

 
4.4                               The Company has all requisite corporate power and authority to execute, deliver and perform its obligations under this Agreement,

and this Agreement has been duly authorized and validly executed and delivered by the Company.  All corporate actions on the part of the Company
necessary for the authorization, execution, delivery of and the performance of all obligations of the Company under this Agreement and the authorization,
issuance, reservation for issuance and delivery of all of the Shares being sold hereunder have been taken.  When issued in accordance with the provisions of
this Agreement, the Shares will be validly authorized and issued, fully paid and nonassessable, and will not be subject to any mortgage, lien, pledge, security
interest, charge or similar encumbrance.  Based in part upon the representations of Pfizer in this Agreement, the Shares will be issued in compliance with all
applicable United States federal and state securities laws.

 
4.5                               This Agreement is legally binding upon the Company and enforceable against the Company in accordance with its terms, except

(a) as limited by applicable bankruptcy, insolvency, reorganization, moratorium or other laws of general application affecting enforcement of creditor’s rights,
(b) general principles of equity that restrict the availability of equitable remedies and (c) to the extent that the enforceability of the indemnification provisions
set forth in Section 6.11 may be limited by applicable law.  The execution, delivery and performance of this Agreement by the Company do not (i) conflict
with its certificate of incorporation or bylaws, (ii) conflict with, or constitute a breach of or default (or an event which with notice or lapse of time or both
would become a default) under, or give to others any rights of termination, amendment, acceleration or cancellation of, or result in the creation of any
mortgage, pledge, security interest, encumbrance, lien or charge of any kind (a “Lien”) on the Shares or any property or asset of the Company or any of its
Subsidiaries pursuant to any contract, indenture, mortgage, loan agreement, note, lease or other instrument to which the Company or any of its Subsidiaries is
a party or by which it or any of its properties may be bound or (iii) violate any law, regulation or decree of any court, agency, department or other
instrumentality of any foreign, federal, state, county, city or other political subdivision (each a “Governmental Authority”) having jurisdiction over it, except
in the case of clauses (ii) and (iii) for conflicts, breaches, defaults, violations or Liens which, either individually or in the aggregate, would not have a Material
Adverse Effect.  All necessary consents, approvals and authorizations of, and all filings with, all Governmental Authorities and other persons required to be
obtained or made by the Company to enter into, or perform its obligations under, this Agreement have been obtained or made (as the case may be), except for
such consents, approvals or authorizations that must be made after the date hereof, which will be obtained or made (as the case may be) in a timely manner.

 
4.6                               Except as disclosed in the SEC Documents (as defined below), there is (a) no action, suit or governmental proceeding pending or,

to the knowledge of the Company, threatened in writing (i) against or that names as a party the Company or its Subsidiaries or (ii) which questions the
validity of this Agreement or any action taken or to be taken by the Company pursuant to this Agreement or in connection with the transactions contemplated
hereby and (b) no fact or circumstance known to the Company that would reasonably be expected to give rise to any such action, suit, proceeding, inquiry or
investigation.  Neither the Company nor
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any of its Subsidiaries is subject to any judgment, order or decree that materially restricts its business practices or its ability to acquire any property or conduct
its business in any area.

 
4.7                               The Company is not (a) in violation of its certificate of incorporation or its bylaws, (b) to the knowledge of the Company, in

material violation of any law, administrative regulation, ordinance or order of any court or governmental agency, arbitration panel or authority applicable to
the Company or (c) in default (and there exists no condition which, with the passage of time or otherwise, would constitute a default) in the performance of
any material contract to which it is a party or by which it may be bound.  No notice, charge, claim, action or assertion has been received by the Company
alleging such a violation or default.

 
4.8                               The financial statements of the Company and the related notes contained in (a) the Company’s annual report on Form 10-K for the

year ended December 31, 2007, (b) any Quarterly Reports on Form 10-Q, and (c) Current Reports on Form 8-K filed subsequent thereto (excluding any and
all financial information furnished and not filed in a Current Report on Form 8-K, by press release or otherwise), each as filed with the Securities and
Exchange Commission (the “SEC”) by the Company (collectively, the “SEC Documents”) have been prepared from and are in accordance with the books
and records of the Company and present fairly, in accordance with United States generally accepted accounting principles (“GAAP”), the financial condition
of the Company as of the dates indicated, and the results of its operations and cash flows for the periods therein specified.  Such financial statements
(including the related notes) have been prepared in accordance with GAAP applied on a consistent basis throughout the periods therein specified and have
complied, as of their respective dates, in all material respects with the applicable accounting requirements and rules and regulations of the SEC.  Except as
disclosed and adequately reserved for in such financial statements (other than such draw downs as have been made under the Company’s existing equipment
credit lines), the Company has no material debts, liabilities or (whether accrued or fixed, known or unknown, absolute or contingent, matured or unmatured,
or determined or determinable).  Other than as disclosed in the SEC Documents, since December 31, 2007, the business of the Company has been conducted
in the ordinary course and there has not been any change or event that has had, or would reasonably be expected to have, individually or in the aggregate, a
Material Adverse Effect.

 
4.9                               The Company has filed in a timely manner all documents that the Company was required to file under the Securities Exchange Act

of 1934, as amended (the “Exchange Act”) and the Nasdaq Marketplace Rules during the twelve (12) months preceding the date of this Agreement.  The SEC
Documents complied in all material respects with the requirements of the Securities Act of 1933, as amended (the “Securities Act”), and the Exchange Act
and the rules and regulations of the SEC promulgated thereunder as of their respective filing dates, and none of the SEC Documents, including any financial
statements or schedules included or incorporated by reference therein, when filed, contained any untrue statement of a material fact or omitted to state a
material fact required to be stated therein or necessary in order to make the statements therein, in light of the circumstances under which they were made, not
misleading.  The Chief Executive Officer and the Chief Financial Officer of the Company have signed, and the Company has furnished to the SEC, all
certifications required by Sections 302 and 906 of the Sarbanes-Oxley Act of 2002 (the “Certifications”).  The Certifications have not been modified or
withdrawn, and neither the Company nor any of it officers has received notice
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from any governmental entity questioning or challenging the accuracy, completeness, content, form or manner of filing or submission of the Certifications.

 



4.10                        Neither the Company nor any other person or entity authorized by the Company to act on its behalf has engaged in a general
solicitation or general advertising (within the meaning of Regulation D of the Securities Act) that would adversely affect reliance by the Company on an
exemption from registration for the transactions contemplated hereby or would require registration of the Shares under the Securities Act.

 
5.                                      Pfizer Representations.  In connection with the sale and purchase of the Shares, Pfizer represents and warrants to the Company, as of the

date hereof and as of the date of the closing contemplated by Section 1, the following:
 

5.1                               Pfizer (a) is a limited liability company duly organized, validly existing and in good standing under the laws of the State of
Delaware and (b) has all limited liability company power and authority required to own, lease and operate its property and to conduct its business as presently
conducted.

 
5.2                               Pfizer has all requisite limited liability company power and authority to execute, deliver and perform its obligations under this

Agreement, and this Agreement has been duly authorized and validly executed and delivered by Pfizer.  All limited liability company actions on the part of
Pfizer necessary for the authorization, execution, delivery of and the performance of all obligations of Pfizer under this Agreement have been taken.

 
5.3                               This Agreement is legally binding upon Pfizer and enforceable against Pfizer in accordance with its terms, except (a) as limited by

applicable bankruptcy, insolvency, reorganization, moratorium or other laws of general application affecting enforcement of creditor’s rights, (b) general
principles of equity that restrict the availability of equitable remedies, and (c) to the extent that the enforceability of the indemnification provisions set forth in
Section 6.11 may be limited by applicable law.  The execution, delivery and performance of this Agreement by Pfizer do not (i) conflict with its certificate of
formation or operating agreement, (ii) conflict with, or constitute a breach of or default (or an event which with notice or lapse of time or both would become
a default) under, or give to others any rights of termination, amendment, acceleration or cancellation of, or result in the creation of a Lien on any property or
asset of Pfizer pursuant to any contract, indenture, mortgage, loan agreement, note, lease or other instrument to which Pfizer or any of its Subsidiaries is a
party or by which it or any of its properties may be bound or (iii) violate any law or regulation of any Governmental Authority having jurisdiction over it,
except in the case of clauses (ii) and (iii) for conflicts, breaches, defaults, violations or Liens which, either individually or in the aggregate, would not be
reasonably expected to materially and adversely impair or restrict Pfizer’s ability to perform its obligations hereunder or to consummate the transactions
contemplated hereby.  All necessary consents, approvals and authorizations of, and all filings with, all Governmental Authorities and other persons required to
be obtained or made by Pfizer to enter into, or perform its obligations under, this Agreement have been obtained or made (as the case may be), except for such
consents, approvals or authorizations that must be made after the date hereof, which will be obtained or made (as the case may be) in a timely manner.
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5.4                               This Agreement is made with Pfizer in reliance upon Pfizer’s representation to the Company, which by Pfizer’s execution of this

Agreement Pfizer hereby confirms, that the Shares it is or may be purchasing will be acquired for investment for Pfizer’s own account, not as a nominee or
agent, and not with a view to the resale or distribution of any part thereof, and that Pfizer has no present intention of selling, granting any participation in or
otherwise distributing the same.  By executing this Agreement, Pfizer further represents that Pfizer does not have any contract, undertaking, agreement or
arrangement with any person to sell, transfer or grant participations to such person, or to any third person, with respect to the Shares.

 
5.5                               Pfizer understands that the Shares it is or may be purchasing are characterized as “restricted securities” under the federal securities

laws inasmuch as they are being acquired from the Company in a transaction not involving a public offering and that under such laws and applicable
regulations may be resold without registration under the Securities Act only in certain limited circumstances.  Pfizer agrees that it will not sell or otherwise
dispose of any of the Shares unless such sale or other disposition has been registered or is exempt from registration under the Securities Act and has been
registered or qualified or is exempt from registration or qualification under applicable state securities laws.

 
5.6                               Pfizer is and will be an “accredited investor” as defined in Rule 501 of Regulation D promulgated under the Securities Act. 

Pfizer’s financial condition is such that it is able to bear the risk of holding the Shares for an indefinite period of time and the risk of loss of its entire
investment in the Shares.  Pfizer has been afforded the opportunity to ask questions of and receive answers from the management of the Company concerning
this investment and is able to evaluate the risks and merits of its investment in the Company.

 
6.                                      Registration Rights.
 

6.1                               Definitions.  For purposes of this Section 6, the following terms shall have the following respective meanings:
 

(a)                                  “Register,” “registered” and “registration” refer to a registration effected by preparing and filing a registration statement
in compliance with the Securities Act, and the declaration or ordering of effectiveness of such registration statement or document.

 
(b)                                  “Registrable Securities” shall mean (i) the Shares issued hereunder, and (ii) any Common Stock issued as (or issuable

upon the conversion or exercise of any warrant, right or other security that is issued as) a dividend or other distribution with respect to, or in exchange for or
in replacement of the shares referenced in clause (i) above, excluding in all cases, however, any Registrable Securities sold by a person in a transaction in
which its rights under this Section 6 are not assigned.

 
(c)                                  “Registration Expenses” shall mean all expenses incurred by the Company in complying with Section 6.2 or 6.3 hereof,

including, without limitation, all registration and filing fees, printing expenses, fees and disbursements of counsel for the Company and blue sky fees and
expenses.
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(d)                                  “Selling Expenses” shall mean all underwriting discounts and selling commissions applicable to a sale of Registrable

Securities pursuant to Section 6.4.
 

6.2                               Piggyback Registrations.  The Company shall notify Pfizer in writing at least ten (10) days prior to the filing of a registration
statement under the Securities Act for purposes of a public offering of securities of the Company (excluding registration statements relating to employee
benefit plans, the offer and sale of debt securities, with respect to corporate reorganizations or other transactions under Rule 145 of the Securities Act or with



respect to a solely primary offering of securities of the Company) and will afford Pfizer an opportunity to include in such registration statement all or part of
the Registrable Securities held by Pfizer.  In the event that Pfizer desires to include in any such registration statement all or any part of the Registrable
Securities held by it, it shall, within ten (10) days after the above-described notice from the Company, so notify the Company in writing.  Such notice shall
state the intended method of disposition of the Registrable Securities by Pfizer.  If Pfizer decides not to include all of the Registrable Securities in a
registration statement filed by the Company, Pfizer shall nevertheless continue to have the right to include any remaining Registrable Securities in any
subsequent registration statement or registration statements as may be filed by the Company with respect to secondary offerings of its securities, all upon the
terms and conditions set forth herein.

 
6.3                               Demand Form S-3 Registrations.  If the Company receives a request from Pfizer that the Company effect a registration on

Form S-3 under the Securities Act (or any successor or similar registration form under the Securities Act) (“Form S-3”) with respect to all or a part of the
Registrable Securities held by Pfizer, then the Company, as soon as practicable, shall use its commercially reasonable efforts to effect such registration as
would permit or facilitate the sale and distribution of all or such portion of such Registrable Securities as are specified in such request; provided, however,
that the Company shall not be obligated to effect any such registration pursuant to this Section 6.3 (i) if Form S-3 is not then available for such offering by
Pfizer; (ii) if Pfizer proposes to sell Registrable Securities at an aggregate price to the public (net of Selling Expenses) of less than One Million Dollars
($1,000,000); (iii) if the Company furnishes to Pfizer a certificate signed by the chief executive officer of the Company stating that in the good faith judgment
of the Board of Directors of the Company, it would be materially detrimental to the Company and its stockholders for such Form S-3 registration to be
effected at such time, in which event the Company shall have the right to defer the filing of the Form S-3 registration statement for a period of not more than
thirty (30) days after receipt of the request of Pfizer under this Section 6.3; provided, however, that the Company shall not invoke this right more than once in
any twelve (12) month period; and provided further that the Company shall not register any securities for its own account or that of any other stockholder
during such thirty (30) day period other than pursuant to a registration relating to the sale of securities to employees of the Company pursuant to a stock
option, stock purchase or similar plan; a registration on any form that does not include substantially the same information as would be required to be included
in a registration statement covering the sale of the Registrable Securities held by Pfizer; or a registration in which the only Common Stock being registered is
Common Stock issuable upon conversion of debt securities that are also being registered; or (iv) if the Company has, within the twelve (12) month period
preceding the date of such request, already effected two (2) registrations on Form S-3 for Pfizer pursuant to this Section 6.3.
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6.4                               Underwriting.
 

(a)                                  If the registration statement under which the Company gives notice pursuant to Section 6.2 is for an underwritten
offering, the Company shall so advise Pfizer.  In such event, Pfizer’s right to be included in a registration pursuant to Section 6.2 shall be conditioned upon
Pfizer’s participation in such underwriting and the inclusion of any Registrable Securities to be sold by Pfizer in the underwriting to the extent provided
herein.  In such event, Pfizer shall enter into an underwriting agreement in customary form with the underwriter or underwriters selected for such
underwriting by the Company.  If the total number of securities, including Registrable Securities, requested by stockholders to be included in such offering
exceeds the number of securities to be sold (other than by the Company) that the underwriters in their reasonable discretion determine is compatible with the
success of the offering, then the Company shall be required to include in the offering only that number of such securities, including Registrable Securities,
that the underwriters in their sole discretion determine will not jeopardize the success of the offering.  In no event shall any Registrable Securities be excluded
from such offering unless all securities of the Company held by other stockholders have been first excluded.  If Pfizer disapproves of the terms of any such
underwriting, Pfizer may elect to withdraw therefrom by written notice to the Company and the underwriter, delivered at least five (5) business days prior to
the effective date of the registration statement or the date of an offering under a registration statement that contemplates a distribution of securities on a
delayed or continuous basis pursuant to Rule 415 under the Securities Act (a “Shelf Registration Statement”), as applicable.  Any Registrable Securities
excluded or withdrawn from such underwriting shall be excluded and withdrawn from the registration.

 
(b)                                  If, pursuant to Section 6.3, Pfizer intends to distribute the Registrable Securities covered by its request for registration by

means of an underwriting, Pfizer shall so advise the Company as a part of its request made pursuant to Section 6.3.  The underwriter or underwriters shall be
selected by Pfizer, subject to the approval of the Company, such approval not to be unreasonably withheld or delayed.  Pfizer, together with the Company,
shall enter into an underwriting agreement in customary form with the underwriter or underwriters selected for such underwriting.

 
6.5                               Right to Terminate Registration.  The Company shall have the right to terminate or withdraw any registration initiated by it

pursuant to Section 6.2 or 6.3 prior to the effectiveness of such registration whether or not Pfizer has elected to include Registrable Securities in such
registration.  The Registration Expenses of such withdrawn registration shall be borne by the Company in accordance with Section 6.6 hereof.

 
6.6                               Expenses of Registration.  Except as specifically provided herein, all Registration Expenses incurred in connection with any

registration pursuant to Section 6.2 or 6.3 herein shall be borne by the Company; provided, however, that the Company shall not be required to pay for any
expenses of any registration proceeding begun pursuant to Section 6.3 if the registration request is subsequently withdrawn at the request of Pfizer; provided
further that if, at the time of such withdrawal, Pfizer has learned of a material adverse change in the condition, business or prospects of the Company from
that known to Pfizer at the time of its request and has withdrawn the request with reasonable promptness after learning of such information, then Pfizer shall
not be required to pay any of such expenses.  All Selling Expenses incurred in connection with any registrations hereunder shall be borne by the holders of the
securities so sold pro rata on the basis of the number of shares so sold.
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6.7                               Obligations of the Company.  Whenever required to effect the registration of any Registrable Securities, the Company shall, as

expeditiously as reasonably possible:
 

(a)                                  Prepare and file with the SEC a registration statement with respect to such Registrable Securities and use its
commercially reasonable efforts to cause such registration statement to become effective as soon as practicable.

 
(b)                                  Subject to Section 6.7(a), use its commercially reasonable efforts to prepare and file with the SEC such amendments and

supplements to such registration statement and the prospectus used in connection with such registration statement as may be necessary to comply with the
provisions of the Securities Act with respect to the disposition of all securities covered by such registration statement until such time as all of the Registrable
Securities held by Pfizer have been sold.



 
(c)                                  Furnish to Pfizer such number of copies of a prospectus, including a preliminary prospectus, in conformity with the

requirements of the Securities Act, and such other documents as Pfizer may reasonably request in order to facilitate the disposition of Registrable Securities.
 
(d)                                  Use its commercially reasonable efforts to register and qualify the securities covered by such registration statement under

such other securities or Blue Sky laws of such jurisdictions as shall be reasonably requested by Pfizer; provided that the Company shall not be required in
connection therewith or as a condition thereto to qualify to do business or to file a general consent to service of process in any such states or jurisdictions.

 
(e)                                  Advise Pfizer promptly after it shall receive notice or obtain knowledge of the issuance of any stop order by the SEC

delaying or suspending the effectiveness of a registration statement or of the initiation of any proceeding for that purpose; and it will promptly use its
commercially reasonable efforts to prevent the issuance of any stop order or to obtain its withdrawal at the earliest possible moment if such stop order should
be issued.

 
(f)                                    In the event of any underwritten public offering, enter into and perform its obligations under an underwriting agreement,

in usual and customary form, with the underwriter(s) of such offering.
 
(g)                                 Notify Pfizer at any time when a prospectus relating thereto is required to be delivered under the Securities Act of the

happening of any event as a result of which the prospectus included in such registration statement, as then in effect, includes an untrue statement of a material
fact or omits to state a material fact required to be stated therein or necessary to make the statements therein not misleading in the light of the circumstances
then existing.

 
(h)                                 Cause all such Registrable Securities registered under such registration statement to be listed on each securities exchange

on which the Common Stock of the Company is then listed.
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(i)                                    Use its commercially reasonable efforts to furnish, on the date that such Registrable Securities are delivered to the

underwriters for sale, if such securities are being sold through underwriters, (i) an opinion, dated as of such date, of the counsel representing the Company for
the purposes of such registration, in form and substance as is customarily given to underwriters in an underwritten public offering, addressed to the
underwriters, if any, and (ii) a letter dated as of such date, from the independent certified public accountants of the Company, in form and substance as is
customarily given by independent certified public accountants to underwriters in an underwritten public offering addressed to the underwriters, if any.

 
6.8                               Obligations of Pfizer.
 

(a)                                  In the event: (i) of any request by the SEC or any other federal or state governmental authority during the period of
effectiveness of a registration statement filed pursuant to Section 6.2 or 6.3 for amendments or supplements to such registration statement or related
prospectus or for additional information so that such registration statement will not contain an untrue statement of a material fact or omit to state a material
fact required to be stated therein or necessary to make the statements therein not misleading or otherwise fail to comply with the applicable rules and
regulations of the federal securities laws; (ii) of the issuance by the SEC or any other federal or state governmental authority of any stop order suspending the
effectiveness of such registration statement or the initiation of any proceedings for that purpose; (iii) of the receipt by the Company of any notification with
respect to the suspension of the qualification or exemption from qualification of any of the Registrable Securities for sale in any jurisdiction or the initiation
of any proceeding for such purpose, provided that, considering the advice of counsel, the Company reasonably believes that it must qualify in such
jurisdiction; (iv) of any event or circumstance that, considering the advice of counsel, the Company reasonably believes necessitates the making of any
changes in such registration statement or related prospectus, or any document incorporated or deemed to be incorporated therein by reference, so that, in the
case of such registration statement, it will not contain any untrue statement of a material fact or any omission to state a material fact required to be stated
therein or necessary to make the statements therein not misleading, and that in the case of a related prospectus, it will not contain any untrue statement of a
material fact or any omission to state a material fact required to be stated therein or necessary to make the statements therein, in the light of the circumstances
under which they were made, not misleading; or (v) that the Company reasonably believes, considering the advice of counsel, that the Company may, in the
absence of a suspension described hereunder, be required under state or federal securities laws to disclose any corporate development, the disclosure of which
could reasonably be expected to have a material adverse effect upon the Company, its stockholders, a potentially material transaction or event involving the
Company, or any negotiations, discussions or proposals directly relating thereto; then the Company shall deliver a written notice (a “Suspension Notice”) to
Pfizer to the effect of the foregoing and, upon receipt of such Suspension Notice, Pfizer will refrain from selling any Registrable Securities pursuant to such
registration statement (a “Suspension”) until Pfizer receives copies of a supplemented or amended prospectus prepared and filed by the Company or until
Pfizer is advised in writing by the Company that the current prospectus may be used and Pfizer has received copies of any additional or supplemental filings
that are incorporated or deemed incorporated by reference in any such prospectus.  In the event of a Suspension, the Company will use its commercially
reasonable efforts to cause the use of the prospectus so
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suspended to be resumed as soon as reasonably practicable after delivery of a Suspension Notice to Pfizer.

 
(b)                                  Provided that a Suspension is not then in effect, Pfizer may sell the Registrable Securities under the registration

statement, provided that Pfizer arranges for delivery of a current prospectus to the transferee of such Registrable Securities to the extent such delivery is
required by applicable law.

 
6.9                               Termination of Registration Rights.  All registration rights granted under this Section 6 shall terminate and be of no further force

and effect on the first to occur of the following: (a) the sale of all of the Registrable Securities by Pfizer and (b) the fifth anniversary of the date of this
Agreement.

 
6.10                        Delay of Registration; Furnishing Information.
 



(a)                                  Pfizer shall not have any right to obtain or seek an injunction restraining or otherwise delaying any such registration as
the result of any controversy that might arise with respect to the interpretation or implementation of this Section 6.

 
(b)                                  It shall be a condition precedent to the obligations of the Company to take any action pursuant to Section 6.2 or 6.3 that

Pfizer shall furnish to the Company such information regarding itself, the Registrable Securities held by it and the intended method of disposition of such
Registrable Securities as shall be required to effect the registration of such Registrable Securities.

 
6.11                        Indemnification.  In the event any Registrable Securities are included in a registration statement pursuant to Section 6.2 or 6.3:
 

(a)                                  To the extent permitted by law, the Company will indemnify and hold harmless Pfizer, the officers and directors of Pfizer,
any underwriter (as defined in the Securities Act) for Pfizer and each person, if any, who controls Pfizer or the underwriter within the meaning of the
Securities Act or the Exchange Act, against any losses, claims, damages or liabilities (joint or several) to which they may become subject under the Securities
Act, the Exchange Act or other federal or state law, insofar as such losses, claims, damages or liabilities (or actions in respect thereof) arise out of or are based
upon any of the following statements, omissions or violations (collectively a “Violation”) by the Company: (i) any untrue statement or alleged untrue
statement of a material fact contained in such registration statement, including any preliminary prospectus or final prospectus contained therein or any
amendments or supplements thereto, (ii) the omission or alleged omission to state therein a material fact required to be stated therein, or necessary to make
the statements therein not misleading or (iii) any violation or alleged violation by the Company of the Securities Act, the Exchange Act, any state securities
law or any rule or regulation promulgated under the Securities Act, the Exchange Act or any state securities law in connection with the offering covered by
such registration statement; and the Company will pay as incurred to Pfizer, or such officer, director, underwriter or controlling person of Pfizer, for any legal
or other expenses reasonably incurred by them in connection with investigating or defending any such loss, claim, damage, liability or action; provided
however, that the indemnity agreement contained in this Section 6.11(a) shall not apply to amounts paid in
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settlement of any such loss, claim, damage, liability or action if such settlement is effected without the consent of the Company, which consent shall not be
unreasonably withheld, nor shall the Company be liable in any such case for any such loss, claim, damage, liability or action to the extent that it arises out of
or is based upon a Violation which occurs in reliance upon and in conformity with written information furnished expressly for use in connection with such
registration by Pfizer, or such officer, director, underwriter or controlling person of Pfizer.

 
(b)                                  To the extent permitted by law, Pfizer will, if the Registrable Securities held by Pfizer are included in a Company

registration under the Securities Act, indemnify and hold harmless the Company, each of its directors, its officers and each person, if any, who controls the
Company within the meaning of the Securities Act, any underwriter and any other stockholder selling securities under such registration statement or any of
such other stockholder’s partners, directors or officers or any person who controls such stockholder, against any losses, claims, damages or liabilities (joint or
several) to which the Company or any such director, officer, controlling person, underwriter or other such stockholder, or partner, director, officer or
controlling person of such other stockholder may become subject under the Securities Act, the Exchange Act or other federal or state law, insofar as such
losses, claims, damages or liabilities (or actions in respect thereto) arise out of or are based upon any Violation, in each case to the extent (and only to the
extent) that such Violation occurs in reliance upon and in conformity with written information furnished by Pfizer specifically for use in connection with such
registration; and Pfizer will pay as incurred any legal or other expenses reasonably incurred by the Company or any such director, officer, controlling person,
underwriter or other stockholder, or partner, officer, director or controlling person of such other stockholder in connection with investigating or defending any
such loss, claim, damage, liability or action if it is judicially determined that there was such a Violation; provided, however, that the indemnity agreement
contained in this Section 6.11(b) shall not apply to amounts paid in settlement of any such loss, claim, damage, liability or action if such settlement is effected
without the consent of Pfizer, which consent shall not be unreasonably withheld; provided further, that in no event shall any indemnity under this
Section 6.11(b) exceed the net proceeds from the offering received by Pfizer.

 
(c)                                  Promptly after receipt by an indemnified party under this Section 6.11 of notice of the commencement of any action

(including any governmental action), such indemnified party will, if a claim in respect thereof is to be made against any indemnifying party under this
Section 6.11, deliver to the indemnifying party a written notice of the commencement thereof and the indemnifying party shall have the right to participate in,
and, to the extent the indemnifying party so desires, jointly with any other indemnifying party similarly noticed, to assume the defense thereof with counsel
mutually satisfactory to the parties; provided, however, that an indemnified party shall have the right to retain its own counsel, with the fees and expenses to
be paid by the indemnifying party, if representation of such indemnified party by the counsel retained by the indemnifying party would be inappropriate due
to actual or potential differing interests between such indemnified party and any other party represented by such counsel in such proceeding.  The failure to
deliver written notice to the indemnifying party within a reasonable time of the commencement of any such action, if materially prejudicial to its ability to
defend such action, shall relieve such indemnifying party of any liability to the indemnified party under this Section 6.11, but the omission so to deliver
written notice to the
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indemnifying party will not relieve it of any liability that it may have to any indemnified party otherwise than under this Section 6.11.

 
(d)                                  If the indemnification provided for in this Section 6.11 is held by a court of competent jurisdiction to be unavailable to an

indemnified party with respect to any losses, claims, damages or liabilities referred to herein, the indemnifying party, in lieu of indemnifying such
indemnified party thereunder, shall to the extent permitted by applicable law contribute to the amount paid or payable by such indemnified party as a result of
such loss, claim, damage or liability in such proportion as is appropriate to reflect the relative fault of the indemnifying party on the one hand and of the
indemnified party on the other in connection with the Violation(s) that resulted in such loss, claim, damage or liability, as well as any other relevant equitable
considerations.  The relative fault of the indemnifying party and of the indemnified party shall be determined by a court of law by reference to, among other
things, whether the untrue or alleged untrue statement of a material fact or the omission to state a material fact relates to information supplied by the
indemnifying party or by the indemnified party and the parties’ relative intent, knowledge, access to information and opportunity to correct or prevent such
statement or omission; provided, that in no event shall any contribution by Pfizer hereunder exceed the net proceeds from the offering received by Pfizer.

 
(e)                                  The obligations of the Company and Pfizer under this Section 6.11 shall survive completion of any offering of the

Registrable Securities in a registration statement and the termination of this agreement.  No indemnifying party, in the defense of any such claim or litigation,



shall, except with the consent of each indemnified party, consent to entry of any judgment or enter into any settlement which does not include as an
unconditional term thereof the giving by the claimant or plaintiff to such indemnified party of a release from all liability in respect to such claim or litigation.

 
6.12                        Assignment of Registration Rights.  The rights to cause the Company to register the Registrable Securities pursuant to this

Section 6 may not be assigned by Pfizer other than to an affiliate of Pfizer.
 
6.13                        Amendment of Registration Rights.  Any provision of this Section 6 may be amended and the observance thereof may be waived

(either generally or in a particular instance and either retroactively or prospectively), only with the written consent of the Company and Pfizer.  Any
amendment or waiver effected in accordance with this Section 6.13 shall be binding upon Pfizer and the Company.  By acceptance of any benefits under this
Section 6, Pfizer hereby agrees to be bound by the provisions hereunder.

 
7.                                      Rule 144 Reporting.  With a view to making available to Pfizer the benefits of Rule 144 under the Securities Act and any other rule or

regulation of the SEC that may at any time permit Pfizer to sell the Registrable Securities to the public without registration or pursuant to a registration
statement on Form S-3, the Company covenants and agrees to use its commercially reasonable efforts to: (a) make and keep public information regarding the
Company available, as those terms are understood and defined in Rule 144, until such time as Pfizer may sell all of the Registrable Securities in compliance
with Rule 144 (or any other similar provisions then in force) without regard to the volume, manner of sale, current public information or other requirements
thereof; (b) file with the SEC in a timely manner all reports

 
13

 
and other documents required of the Company under the Securities Act and the Exchange Act; and (c) furnish to Pfizer upon written request, as long as Pfizer
owns any Registrable Securities, (i) a written statement by the Company that it has complied with the applicable reporting requirements of Rule 144 and the
Exchange Act or that it qualifies as a registrant whose securities may be registered on Form S-3, (ii) a copy of the Company’s most recent Annual Report on
Form 10-K or Quarterly Report on Form 10-Q and (iii) such other documents filed with the SEC as Pfizer may reasonably request in order to avail itself of
any rule or regulation of the SEC that permits the selling of any Registrable Securities without registration.

 
8.                                      Limitations on Resale and Standstill.
 

8.1                               Resale.  During the Selling Period (as defined below), Pfizer and its affiliates will not take any of the following actions: (a) sell
any Shares or other securities of the Company received on account of ownership of such Shares (collectively, the “Limitation Securities”); (b) transfer, assign
or otherwise dispose of any of the Limitation Securities; (c) pledge, hypothecate or otherwise create a lien on any of the Limitation Securities; (d) loan to any
person or entity any of the Limitation Securities; (e) sell short any of the Limitation Securities; (f) acquire a put option or grant a call option with respect to
any of the Limitation Securities; or (g) enter into any agreement concerning any of the foregoing transactions, or otherwise facilitate any other person
conducting any of the foregoing transactions.  For purposes of this Section 8.1, the “Selling Period” shall mean the period beginning on the date of this
Agreement and ending on the date that is one (1) year thereafter.  Notwithstanding the foregoing, (i) from and after the date that is six (6) months after the
date of this Agreement, Pfizer shall have the right to sell (if otherwise permitted pursuant to an effective registration statement and/or applicable law), during
any rolling ninety (90) day period during the Selling Period, up to ten percent (10%) of the Limitation Securities and (ii) Pfizer shall at all times have the right
to take any action described in clauses (a) – (g) above where such action is by and between Pfizer and an affiliate of Pfizer.  Notwithstanding anything in this
Agreement to the contrary, Pfizer shall not sell the Limitation Securities if such sale would violate any applicable law.

 
8.2.                            *
 
9.                                      Miscellaneous.
 

9.1                               Notices.  All notices required or permitted hereunder shall be in writing and shall be deemed effectively given: (a) upon personal
delivery to the party to be notified, (b) when sent by confirmed facsimile if sent during normal business hours of the recipient, and if not during normal
business hours of the recipient, then on the next business day, (c) five (5) calendar days after having been sent by registered or certified mail, return receipt
requested, postage prepaid or (d) one (1) business day after deposit with a nationally recognized overnight courier, specifying next day delivery, with written
verification of receipt.  All communications shall be sent to the other party hereto at such party’s address hereinafter set forth on the signature page hereof, or
at such other address as such party may designate by written notice to the other party hereto.
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9.2                               Successors and Assigns.  This Agreement shall inure to the benefit of the successors and assigns of the Company and, subject to

the restrictions on transfer herein set forth, be binding upon Pfizer’s successors and assigns.
 
9.3                               Governing Law; Venue.  This Agreement shall be governed by and construed in accordance with the laws of the State of

Delaware.  The parties agree that any action brought by either party to interpret or enforce any provision of this Agreement shall be brought in, and each party
agrees to, and does hereby, submit to the jurisdiction and venue of, the appropriate state or federal court sitting in Wilmington, Delaware.

 
9.4                               Further Execution.  The parties agree to take all such further commercially reasonable action(s) as may reasonably be necessary

to carry out and consummate the transactions contemplated by this Agreement as soon as practicable, and to take whatever commercially reasonable steps
may be necessary to obtain any governmental approval in connection with or otherwise qualify the issuance of the Shares.

 
9.5                               Entire Agreement; Amendment.  This Agreement, together with the License and Development Agreement, dated as of April 16,

2008, between the Company and Pfizer, constitutes the entire agreement between the parties with respect to the subject matter hereof and supersedes all prior
agreements or understandings, whether written or oral.  This Agreement may not be amended, modified or revoked, in whole or in part, except by an
agreement in writing signed by each of the parties hereto.

 
9.6                               Severability.  If one or more provisions of this Agreement are held to be unenforceable under applicable law, the parties agree to

renegotiate such provision in good faith.  In the event that the parties cannot reach a mutually agreeable and enforceable replacement for such provision, then
(a) such provision shall be excluded from this Agreement, (b) the balance of this Agreement shall be interpreted as if such provision were so excluded and



such that the objectives contemplated by the parties when entering into this Agreement may be realized and (c) the balance of this Agreement shall be
enforceable in accordance with its terms.

 
9.7                               Counterparts.  This Agreement may be executed in two or more counterparts, each of which shall be deemed an original and all

of which together shall constitute one instrument.
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IN WITNESS WHEREOF, the parties hereto have executed this Agreement as of the day and year first above written.
 

 

AVANT IMMUNOTHERAPEUTICS, INC.
  
 

Address: 119 Fourth Avenue
  

Needham, MA 02494-2725
   
  
 

By:
 

 

Name:
 

 

Title:
 

  
  
 

PFIZER VACCINES LLC
  
 

Address: 235 East 42nd Street
  

New York, NY 10017-5755
  
  
 

By:
 

 

Name: Martin Teicher
 

Title: Vice President
 



Exhibit 31.1
 

CERTIFICATION
 

I, Anthony S. Marucci, certify that:
 

1. I have reviewed this report on Form 10-Q of AVANT Immunotherapeutics, Inc.;
  
2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make

the statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by
this report;

  
3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects

the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;
  
4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in

Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and
15d-15(f)) for the registrant and have:

   
 

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our
supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us
by others within those entities, particularly during the period in which this report is being prepared;

   
 

(b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under
our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial
statements for external purposes in accordance with generally accepted accounting principles;

   
 

 (c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the
effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and

   
 

(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most
recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably
likely to materially affect, the registrant’s internal control over financial reporting; and

   
5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial

reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent
functions):

   
 

(a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting
which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial
information; and

   
 

(b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the
registrant’s internal control over financial reporting.

 
Date: August 11, 2008

 

By /s/ ANTHONY S. MARUCCI
  

Name: Anthony S. Marucci
  

Title: President and Chief Executive Officer
 



Exhibit 31.2
 

CERTIFICATION
 

I, Avery W. Catlin, certify that:
 

1. I have reviewed this report on Form 10-Q of AVANT Immunotherapeutics, Inc.;
  
2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make

the statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by
this report;

  
3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects

the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;
  
4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in

Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and
15d-15(f)) for the registrant and have:

  
 

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our
supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us
by others within those entities, particularly during the period in which this report is being prepared;

   
 

(b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under
our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial
statements for external purposes in accordance with generally accepted accounting principles;

   
 

 (c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the
effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and

   
 

(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most
recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably
likely to materially affect, the registrant’s internal control over financial reporting; and

  
5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to

the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent functions):
  
 

(a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are
reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and

   
 

(b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s
internal control over financial reporting.

 
Date: August 11, 2008

 

By: /s/ AVERY W. CATLIN
  

Name: Avery W. Catlin
  

Title: Senior Vice President and
   

Chief Financial Officer
 



Exhibit 32.1
 

SECTION 1350 CERTIFICATIONS
 

Pursuant to 18 U.S.C. §1350 as adopted pursuant to §906 of the Sarbanes-Oxley Act of 2002, the undersigned officers of AVANT Immunotherapeutics, Inc.
(the “Company”) hereby certify that to their knowledge and in their respective capacities that the Company’s quarterly report on Form 10-Q to which this
certification is attached (the “Report”), fully complies with the requirements of Section 13(a) or 15(d), as applicable, of the Securities Exchange Act of 1934,
as amended (the “Exchange Act”), and that the information contained in the Report fairly presents, in all material respects, the financial condition and results
of operations of the Company.
 
 
Date: August 11, 2008

 

By: /s/ ANTHONY S. MARUCCI
  

Name: Anthony S. Marucci
  

Title: President and Chief Executive Officer
    
Date: August 11, 2008

 

By: /s/ AVERY W. CATLIN
  

Name: Avery W. Catlin
  

Title: Senior Vice President and
   

Chief Financial Officer
 
 
This certification shall not be deemed “filed” for any purpose, nor shall it be deemed to be incorporated by reference into any filing under the Securities Act
of 1933 or the Exchange Act.

 


