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Employees and sustainable development

Orexo’s goal is to provide a pleasant and stimulating workplace for its employees, where everyone
works together to create and maintain an innovative and high-performance corporate culture.

Level of education, number

Other education, 18

Doctorates, 28

Other academic
degrees, 62

Number of men and women

Women, 65

Age distribution, number

20-30yrs, 5

51-65 yrs, 26

41-50yrs, 33
31-40yrs, 44

Employees

During the year, operations were conducted in
Uppsala Business Park, on the Karolinska Institu-
tet campus in Solna and in Bath in the UK. At the
beginning of 2010, the operations at Karolinska
Institutet were moved to Uppsala and in connection
with this, terminations were made due to a shortage
of work. At year-end, Orexo had 108 employees,
which is a decrease from 128 employees one year
before. About 75 percent of the employees were
active in research and development.

Of the employees, 60 percent (65) were
women. Of the six (six) members of the corporate
management team, two (two) were women and
among the eight (seven) Board members, there
was one (one) woman.

Orexo’s employees have a high level of educa-
tion; 26 percent have doctorates and a further
57 percent have another academic degree. Orexo
is home to many different specialist competences
that successfully collaborate and complement
each other in the projects. Management and other
key persons in the company have extensive experi-
ence of the pharmaceuticals industry and there
are core competences in pharmaceutical chem-
istry, galenic pharmacology, analytical chemistry,
preclinical and clinical development, regulatory
affairs, project management, pharmaceutical
registration and business development. Orexo
places high demands on both the employees and
on creating and maintaining an innovative, high-
performance corporate culture. To secure Orexo’s
cutting-edge knowledge and access to expertise,
Orexo has an active exchange of know-how with an
international network of specialists and strong links
to Karolinska Institutet and Uppsala University.

Orexo strives to provide an appreciated work-
place with a good work environment. The employ-
ees are offered benefits for keep-fit activities and
preventive healthcare through occupational health
services. Orexo conducts systematic work environ-
ment efforts in cooperation with the safety repre-
sentatives, and the responsibility for work environ-
ment issues is delegated in the line organization.
The goal is to increase job satisfaction and thereby
the efficiency and productivity of operations
through continuous work environment improve-
ment. Regular safety rounds were made in 2009.

Orexo’s values of business focus, respect and
enterprising spirit are important to achieving the
company’s goals. At the beginning of the fiscal
year, Orexo’s management and Board drafted
business goals on an overall level. Based on the

overall goals, company managers have together
with their employees been responsible for prepar-
ing goals at both the departmental and individual
level. At the beginning of each fiscal year, the
departments’ and employees’ efforts are evaluated
and an evaluation of goal fulfillment is done as a
basis of the salary review. This way, Orexo works
towards shared goals where results and perfor-
mance are rewarded.

Sustainable development

As a pharmaceutical company, Orexo strives to
contribute to society in general by reducing suf-
fering and improving quality of life for patients.
Drug production is largely regulated by law or
authorities. Based on these regulations, Orexo has
established guidelines and policies that regulate
and govern the business.

Environmental impact

Orexo has the policy of conducting its business
operations with the least possible impact on the
environment. Operations primarily consist of the
development and manufacture of solid dry prepa-
rations, such as tablets. Manufacturing is done on
a laboratory and pilot scale.

Orexo is subject to the Swedish Environmental
Code with rules that are especially aimed at emis-
sions into the air and water and other emissions
into the environment, as well as the generation,
handling, storage, transport, treatment and dis-
posal of waste. All chemicals, pharmaceutical
substances as well as solvents and aid/formula-
tion substances, are handled in accordance
with Orexo's current procedures, meaning that
handling is done in closed systems to the furthest
possible extent in order to minimize emissions to
wastewater or air. The pharmaceutical waste that
arises in operations is collected and taken care of
as hazardous waste.

Since 2007, Orexo has held a permit to con-
duct environmentally hazardous operations on its
premises in Uppsala Business Park.

Ethical practice in clinical studies

Orexo cooperates with specialized partners for
clinical studies. Studies are formulated in con-
sultation between Orexo and the partner. Stud-
ies require permits from the authorities and are
designed and carried out in compliance with the
rules and ethical issues in various countries.
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The Orexo share
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Orexo’s share is listed on Nasdag OMX Stockholm. At year-end, Orexo had a total of 3,681
shareholders and non-Swedish shareholding in the company amounted to 28 percent.

The Orexo share is listed on the Nasdagq OMX
Nordic Exchange in Stockholm under the symbol
ORX. The last price paid in 2009 was SEK 36.60
(36.30), which corresponds to a market value of
SEK 856m (785). The increase in market value
compared with the preceding year is a result of
share issues made as payment for the acquisition
of PharmaKodex. The highest closing price for
the year for the Orexo share was SEK 50 and was
quoted on June 26. The lowest quotation was SEK
33 on June 24.

At the beginning of the year, the share exhibited
a positive trend, but then turned downward. The
price increased by 1 percent during the year, which
was below the comparative index. The OMX Stock-
holm PI (general index) rose 47 percentand OMX
Stockholm Biotechnology increased 88 percent.

Since its listing on the Nordic Exchange in
Stockholm on November 9, 2005, Orexo’s share
price has fallen by 59 percent. This is significantly
weaker than the trend for the OMX Stockholm
Index during the same period, which increased
7 percent. The development of the OMX Stock-
holm Biotechnology Index during the same period
was positive with an increase of 21 percent.

Liquidity

In total, 11.7 (6.0) million shares in Orexo were
traded in 2009, corresponding to a value of
approximately SEK 466m (284). Every day of trad-
ing, 46,700 shares were traded on average, cor-
responding to a value of SEK 1.9m.

Ownership

At year-end, Orexo had 3,681 (2,214) sharehold-
ers, of which 395 were registered as legal enti-
ties and 3,286 were private individuals. Of the

share capital, 72 (76) percent is held by Swedish
registered shareholders and 28 (24) percent by

Ownership structure

Source: Euroclear Sweden

non-Swedish shareholders. The largest proportion Number
of the shareholders registered outside Sweden can thszé Nu";?grg; %
be found in France at 12 percent.
1-500 2,485 472,315 2.0
Shareholders, Dec. 31, 2009 Source: Euroclear Sweden 501-1 000 581 505,236 20
Number 1 001-5 000 444 1,022,544 4.4
of shares % 5001-10 000 69 508,529 2.2
10001-15 000 14 184,714 0.8
HealthCap 5,632,971 241 15001-20 000 13 231,331 1.0
Apax , 1,446,591 62 50001- 75 20,476,583 87.5
Sofinnova Capital 1,397,142 6.0
AP 1,321,200 G Total 3,681 23,401,252 100
AP3 1,261,592 5.4
Rasjo, Staffan 1,100,459 4.7  Owner categories
SLS Venture 1,049,451 4.5
Lansforsakringar funds 666,077 2.8
Credit Agricole Private Equity 593,397 2.5 Private
Lundqvist, Thomas 495,250 2.1 individuals, 21%
Forsakringsaktiebolaget
Avanza pension 321,684 1.4
Nystrém, Christer 306,000 1.3
Pyrinox AB 303,998 1.3
HSBC Private Bank 300,000 1.3
JP Morgan Bank 251,455 1.1
Others 6,953,985 29.7
Total number of shares 23,401,252 100.0

The list is by shareholder group in which a number of
legal entities may be a part of each group above.

The Extraordinary General Meeting on March 31
resolved to approve the issue of convertibles to
Novo A/S. After conversion, Novo's shareholding
will amount to approximately 19 percent.

Performance during 2009
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Owner distribution by country
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Financial trends during 2009

Condensed consolidated statement of operations

Net revenues were distributed as follows:

2009 2008 2009 2008

SEKm Jan-Dec Jan-Dec SEKm Jan-Dec Jan-Dec
Net revenues 236.1 2333 License revenue 119.5 123.1
Cost of goods sold -23.6 -17.4 Abstral™ - royalty 16.2 0.1
Gross profit 212.5 215.9 Edluar™ —royalty 2.3 -
Selling expenses -39.3 -38.8 Re-invoiced R&D costs 46.4 71.8
Administrative expenses -46.3 -55.3 Diabact® UBT 7.9 6.6
Research and development costs -224.2 -238.1 Heliprobe® System 32.8 22.0
Other operating income ProStrakan AB J/V 50% 10.8 9.7
and costs -1.8 3.8 Other 02
Operating loss* -99.1 -112.5

- — Total 236.1 233.3
Net financial items 2.1 9.0
Profit/loss after financial items -96.9 -103.5
Tax 11 0.4 Expenses and earnings
Net profit/loss for the period -98.1 -103.1

* Includes costs for employee stock options of SEK 8.2m for the period
January-December 2009 ( SEK 1.5m January-December 2008).

Revenues

Net revenues

Net revenues for the period January—December
2009 totalled SEK 236.1m (233.3). This increase
in revenues is primarily related to higher license
revenues and rising royalties.

Sales of Abstral™ in Europe have been strong
and even better than expected. The royalty reve-
nues in the fourth quarter amounted to SEK 9.9m,
compared with SEK 3.3m in the third quarter, an
increase of 300 percent.

Royalty revenues during 2009

SEKm

0,1
10

S
1
—

A

Q12009 Q22009 Q32009 Q42009

™ Abstral™

Edular™

In August, Meda commenced the launch of
Edluar™ in the US. Royalty revenues from Edluar™
amounted to SEK 2.3m during the year, of which
the largest part is the build-up of inventory in con-
nection with its launch in August 2009.

Selling expenses

Selling expenses for the full year amounted to SEK
39.3m (38.8). Selling expenses include costs for
business development linked to the licensing of
Orexo’s projects, operating costs in Kibion AB and
the joint-venture company ProStrakan AB.

Administrative expenses

Administrative expenses for the full year
decreased by 16 percent to SEK 46.3m (55.3).
This decrease is primarily attributable to efficiency
improvements.

Expenses for the company’s employee stock
options program

The company’s expenses for the employee stock
option program for the full year totalled SEK 8.2m
(1.5). Of these expenses, SEK 4.0m (1.1) is attrib-
utable to administration-related personnel, SEK
3.4m (0.5) to R&D personnel and SEK 0.8m (-0.1)
to sales-related personnel.

Research and development costs

Research and development costs for the full year
totalled SEK 224.2m (238.1). Of the costs in
2009, SEK 13.8m was related to the acquisition
of PharmaKodex. The cost of impairment losses
applied to assets amounted to SEK 2.0m (0). Of
the costs, SEK 46.4m (71.8) was re-invoiced.
Significant cost reductions will take place in 2010
when the full effect will be achieved from lower
external costs in development projects, personnel
reductions implemented in 2009 and the move of
laboratories from Solna to Uppsala.

Depreciation/amortization
Depreciation and amortization for the full year
amounted to SEK 10.8m (10.7).

Net financial items

Net financial items for the period January-Decem-
ber 2009 totalled SEK 2.1m (9.0). Net financial
items also included a revenue of SEK 4.1m
because the content of the agreement regarding
the second partial payment in the acquisition

of PharmaKodex means that it is classified as a
built-in derivative valued at fair value over the
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statement of operations, which entailed a positive
profit/loss effect from the declining market price,
and an estimated interest expense of SEK 2.3m
due to the present value calculation of this second
partial payment.

Tax

Tax costs for the full year amounted to SEK 1.1m
(income: 0.4), of which SEK 1.4m related to
foreign source tax for the milestone payment
received in accordance with the Abstral™ license
agreement in Japan. Otherwise, the tax related to
deferred tax.

Net result

The operating loss for the full year totalled SEK
99.1m (112.5). The loss after net financial items
totalled SEK 96.9m (103.5), with the after-tax
loss totalling SEK 98.1m (103.1). Restructuring
costs of SEK 6.6m linked with the acquisition of
PharmaKodex Ltd were charged against earnings.

Financial position

Cash and cash equivalents amounted to SEK 87.4m
(188.2) at December 31, 2009. During the year,
a loan of SEK 16m was raised through Nordea.
Cash flow from operating activities for the full
year resulted in a deficit of SEK 133.9m (101.5).
Cash flow after financing was a negative amount
of SEK95.7m (neg. 103.4).
Shareholders’ equity at December 31, 2009
totalled SEK 548.7m (569.8). The equity/assets
ratio was 85 percent (81).

Investments

Gross investments in tangible fixed assets during
the year totalled SEK 2.6m (1.7). With regard to
the investment in PharmaKodex Ltd, please refer
to Note 36.

Parent Company

Most of the Group’s business is carried out in the
Parent Company, Orexo AB. Net revenues in 2009
totaled SEK 208.2m (207.8), with the loss after
financial items totaling SEK 41.8m (54.8). Invest-
ments totaled SEK 2.6m (1.7). Cash and cash
equivalents in the Parent Company at December
31, 2008 amounted to SEK 12.8m (29.6) and
current investments to SEK 0.0m (0.0).

Pledged assets and contingent liabilities

In the acquisition of Inflazyme in November 2007,
a supplemental payment was agreed, contingent
on the attainment of certain goals. Of this pay-
ment, SEK 10.3m was reported as a provision
and SEK 37.8m was reported as a contingent
liability since it later was not judged to be a likely
disbursement based on pharmaceutical develop-
ment statistics. The supplemental payment was
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adjusted for changes in exchange rates during
the year. As cash-flow hedging for social security
charges pertaining to the employee stock options
issued by Biolipox, warrants were issued to
Pyrinox AB. Orexo has pledged to cover any deficit
in excess of that covered by the warrants until
December 31, 2016.

In the acquisition of Noster System AB in
2006, a supplemental payment of a maximum
SEK 7.2m was agreed, which is to be paid on
condition that sales of the Heliprobe™ System
reached set goals by year-end 2009. The supple-
mental payment is estimated at SEK 1.8-2.0m
and will be paid during the first quarter of 2010.
The estimated supplemental payment is now rec-
ognized as a liability, which is why the contingent
liability no longer remains.

Orexo acquired the British pharmaceutical
company PharmaKodex in February 2009. The
acquisition includes contingent payments based
on license revenues from PharmaKodex's current
programs and technologies, as well as payments
for certain sub-goals that are not recognized as
a liability.

Orexo has a loan of SEK 16m in Nordea, the
collateral of which comprises chattel charges on
the same amount.

Significant risks and uncertainties

Significant risks and uncertainties are essentially
the same for the Parent Company and the Group.

Uncertainty regarding success of

development efforts

Orexo is a Group in the development stage with
four products on the market and a number of
other product candidates in various development
stages, with some in the late clinical development
phase. Research and pharmaceutical develop-
ment are characterized by significant operating
risks at the same time that the pharmaceutical
industry is not particularly sensitive to economic
fluctuations. Several factors impact the likelihood
that a pharmaceutical project will result in an
approved pharmaceutical preparation. For exam-
ple, a potential pharmaceutical candidate that
demonstrates good effectiveness in animal mod-
els could prove to lack any significant effect on
humans. The risks of side effects can also cause
problems for pharmaceutical projects. However,
the risk of not reaching the market diminishes as
the project passes through the various phases

in the development process. If the Group’s clini-
cal trials are not successful, Orexo may lack the
potential to license out or commercialize new
products.

Competing operations

Orexo’s competitors are large pharmaceutical
companies and biotechnology companies with
significant financial resources that are researching
in the same areas as Orexo. There is a risk that
these competitors will develop pharmaceuticals
that are better than those that Orexo develops,
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or that they are brought to market faster, which
would result in the future value of the Group’s
products being lower than originally anticipated.

Partners and the authorities

Orexo is dependent on partners, and expects to
remain so in the future, for development, imple-
mentation of clinical testing and approval by regu-
latory authorities regarding manufacturing, market-
ing and sales of the Group’s product candidates.
Orexo's and its partners’ facilities and processes
require the approval of the regulatory authorities
and the manufacture and storage of pharmaceuti-
cals and biological products involve environmental
risks and are subject to environmental legislation,
which may delay or disrupt operations. Even
changes to the health care system could impact
Orexo’s operations and profitability.

Key personnel

Orexois dependent on its personnel and certain key
individuals. In the event that one of these people
should cease their employment, it could damage
and delay the development process. To motivate
and retain personnel and key personnel, the com-
pany has an employee stock option program.

Financial risk
Orexo’s operations involve exposure to risks related
tochanges in interest rates and exchange rates,
creditand counterparty risks and liquidity and
financing risks. Orexo has developed guidelines and
policies to manage and limit these risks effectively.
With the lower cost base in 2010 and the higher
credit facility of SEK 19m obtained in February
2010, the Board of Directors assesses that the
current financing is sufficient for conducting opera-
tions. In March 2010, the Board also decided to
propose an Extraordinary General Meeting to carry
out a directed convertible issue of SEK 111m to
Novo A/S, contingent on approval at an Extraordi-
nary General Meeting. The convertible loan’s con-
version price entails a premium of 25 percent com-
pared with the closing price on March 12, 2010.
Consolidated cash and cash equivalents
amounted to SEK 87.4m at December 31, 2009.

Cost forecast 2010

Because Orexo’s product portfolio does not
include projects in a late clinical phase, costs will
decrease in 2010. As of year-end, the premises in
Solna were vacated and the operations conducted
there were moved to Uppsala. In connection with
this, the staff was reduced by 25 employees. The
management’s assessment is that the total con-
solidated operating costs will decrease by approxi-
mately SEK 100m during the 2010 fiscal year
compared with 2009, for the same operations and
will amount to approximately SEK 200-220m.
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Competition

Orexo faces two kinds of competition: first from
companies with a similar business concept and
business model and, second from companies
active in the same medical areas. The drug
delivery market is fast-growing and is regarded as
highly attractive by a number of companies with
various specialist competencies. There are no
direct competitors to Orexo, since the company
has its own patented technologies, but a potential
business partner can select another technical
product solution in preference to those offered by
Orexo, if such an alternative is available. Orexo
could face competition with existing marketed
drugs for treatment of asthma, COPD, rhinitis
and pain. However, the treatments available on
the market today are generally considered to be
inadequate. Orexo licenses its products to compa-
nies with strong marketing and sales organizations
in the respective product area. In each medical
area such as pain, insomnia, GERD, etc., there
are varying levels of product competition.

Incentive programs

Orexo has introduced share-based incentive pro-
grams in the form of employee stock options and
warrants with the aim of motivating and rewarding
through partial ownership, and thereby promot-
ing the Group’s long-term interests. Since 2002,
approximately 100 people have been involved in
the Group’s incentive program. For detailed infor-
mation, refer to Note 15 on page 43.

In 2009, the Annual General Meeting resolved
to approve the 2009/2019 employee stock option
program, which comprised employee stock
options that should entitle the holders to subscrip-
tion for 470,000 shares in Orexo. These will be
allocated during the current year.

Authorization from the Annual General Meeting

The 2009 Annual General Meeting authorized the
Board, until the time of the 2010 Annual General
Meeting and on one or more occasions, to make
decisions regarding the issue of new shares
against cash payment through offset or in kind,

or otherwise with conditions to make corporate
acquisitions, product acquisitions and cooperation
agreements possible, and to meet agreements

the company has entered into. Such issues may
be decided on with or without deviation from the
shareholders’ preferential rights, although such
issues may not mean that the company’s regis-
tered share capital or the number of shares in the
company increases by more than a total of 15
percent, or lead to the company’s share capital
exceeding the highest permitted share capital

in accordance with the Articles of Association
adopted at any time. Of this authorization, a maxi-
mum of one third (i.e. an increase of 5 percent)
may be used to meet commitments in agreements

that the company has entered into against pay-
ment through offset or in kind, and a maximum
of two thirds (i.e. an increase of 10 percent) may
be used to make corporate acquisitions, product
acquisitions and cooperation agreements possible.
On August 21, 2009, Orexo decided in accor-
dance with the Annual General Meeting’s autho-
rization of April 23, 2009 to issue 933,781 new
shares in Orexo as supplementary payment to the
previous shareholders in PharmaKodex. The first
part of the purchase sum to the previous share-
holders in PharmaKodex was paid through newly
issued shares in Orexo on February 23, 2009.

Principles and guidelines for remuneration to
senior executives

The Board proposes that the Annual General Meet-
ing resolve to approve the Board’s proposal of prin-
ciples and guidelines for the remuneration of the
company’s senior executives in accordance with
that stated below to apply until the 2011 Annual
General Meeting. The Board’s proposal principally
complies with previously applied guidelines for
remuneration of the company’s senior executives.
A change in the long-term incentive program has
been made as per the section below. "Manage-
ment” refers to the President and the other senior
executives in the company, which in addition to the
President comprises five persons. The Board has
appointed a remuneration committee to prepare
matters regarding remuneration and other terms of
employment for the company’s management.

Motives

Orexo shall offer market terms so that the com-
pany can recruit and retain skilled personnel.
Remuneration to company management shall
comprise fixed salary, variable remuneration, the
long-term incentive program, pensions and other
usual benefits. The remuneration is based on
the individual’s commitment and performance in
relation to previously established goals, individual
as well as common goals for the entire company.
Individual performance is continuously evaluated.

Fixed salary

The fixed salary is generally reviewed on a yearly
basis and shall be based on the qualitative per-
formance of the individual. The fixed salary of the
President and other senior executives shall been
in line with market conditions.

Variable remuneration

Variable remuneration shall be based on the
individual's level of responsibility and degree of
influence. The size of the variable remuneration is
based on the percentage of set goals met by the
individual. The variable remuneration shall amount
to not more than 40 percent of the fixed salary for
the President and the First Executive Vice Presi-
dent, and not more than 20 percent of the fixed
salary for the other members of executive manage-
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ment. Furthermore, the Board of Directors shall
have the discretion to allocate variable remunera-
tion to the management in the form of bonuses
when the Board deems it to be appropriate.

Long-term incentive program

Orexo has established a share-based incentive
program intended to promote the company’s
long-term interests by motivating and rewarding
the company'’s senior executives and others.
For a description of the company’s long-term
incentive program, refer to Note 15 and the
company’s website, www.orexo.com. The Board
of Directors does not propose a new long-term
incentive program for 2010.

Other remuneration and terms of employment
The President and First Executive Vice President
are covered by defined-contribution pension
plans. The pension premiums paid by the com-
pany amount to 21 percent of the President’s and
the First Executive Vice President’s monthly salary.
Other members of management are covered by
defined-contribution pension plans. The premium
level for the pension plans is lower than the pre-
mium level for the Swedish ITP plan and averages
some 23 percent of the fixed annual salary.

The employment agreement with the Presi-
dent and First Executive Vice President may be
terminated with a period of notice of six months.
Employment agreements with other senior execu-
tives can be terminate with a period of notice of
three to 12 months. A monthly salary shall be paid
during the entire period of notice. The President
and First Executive Vice President are entitled to
severance pay corresponding to 12 months’ sal-
ary, which includes the pension, but not bonus
earned by the end of employment, if the company
terminates employment. There are no agreements
on severance payment for the management other
than as described above.

Divergence from guidelines

The Board is entitled to deviate from the above
guidelines if the Board determines that there are
special reasons that warrant itin an individual case.

Dividend

The Board does not intend to propose a dividend
for the 2009 fiscal year.

Proposed disposition of earnings

The following earnings are available to the Annual
General Meeting for appropriation:

Share premium reserve 594,523,498
Retained earnings -204,303,298
Loss for the year -43,190,610

347,029,590

The Board proposes that the earnings of SEK
347,029,590 be carried forward.
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Consolidated statements of operations

(SEK thousands)

Group NOTES 2009 2008 2007
Net revenues 6,23 236,104 233,346 76,757
Cost of goods sold 24 -23,650 -17,446 -14,384
Gross profit 212,454 215,900 62,373
Selling expenses 7,8,9,24,28 -39,261 -38,818 -26,982
Administrative expenses 7,8,9,24,26,28 -46,308 -55,294 -58,932
Research and development costs 7,8,9, 24,28 -224,216 -238,125 -155,972
Other operating income 27 8,239 7,451 9,958
Other operating costs 24,27 -9,991 -3,611 -11,014
Operating loss -99,083 -112,497 -180,569
Financial income 4,868 9,268 8,231
Financial expenses -2,726 -266 -496
Loss after financial items -96,941 -103,495 -172,834
Income tax 29 -1,138 441 237
Loss of the year -98,079 -103,054 -172,597

Profit/loss for the period attributable to:
Parent Company shareholders -98,079 -103,054 -172,597

Minority interests — _ _

Loss per share attributable to the Parent Company's shareholders during the year (SEK)
— before dilution )1 -4.32 -4.77 -11.42

— after dilution 31 -4.32 -4.77 -11.42

The entire loss for each year is attributable to the Parent Company’s shareholders, there are no minority interests.
The notes on pages 32-57 comprise an integral part of this annual report.

Consolidated statement of
comprehensive iIncome

(SEK thousands)
Group NOTES 2009 2008 2007
Net profit/loss for the period -98,079 -103,054 -172,597

Other comprehensive income

Hedging of net investment 16 2,329 - -
Exchange rate differences 16 -7,574 - -
Other comprehensive income for the period, net after tax -5,245 - -
Total comprehensive income for the period -103,324 -103,054 -172,597

Total comprehensive income attributable to:
Parent Company shareholders -103,324 -103,054 -172,597
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Consolidated balance sheets

(SEK thousands)
Group NOTES Dec. 31,2009 Dec. 31,2008 Dec. 31,2007
ASSETS

Fixed assets

Tangible fixed assets

Equipment, renovation of the property of others, machinery and computers 7,9 45,814 50,317 57,790

Intangible fixed assets

Patent and intellectual property rights, acquired R&D and goodwill 8,9 446,999 391,971 393,365
Total fixed assets 492,813 442,288 451,155
Current assets

Inventories 12 8,440 13,982 13,294
Accounts receivable and other receivables 11,13 59,622 53,313 42,261
Tax receivables 11,13 1,045 4,222 3,565
Cash and cash equivalents 14 87,414 188,220 291,598
Total current assets 156,521 259,737 350,718
TOTAL ASSETS 649,334 702,025 801,873

SHAREHOLDERS’ EQUITY AND LIABILITIES
Equity and reserves attributable to the Parent Company’s shareholders

Share capital 15 9,360 8,647 8,647
Other capital contributed 15,17 1,094,453 1,012,964 1,011,380
Reserves 16 -5,245 = =
Accumulated deficit 15 -549,907 -451,828 -348,775
Total shareholders’ equity 548,661 569,783 671,252

Long-term liabilities

Other provisions 18 11,114 10,000 9,262
Long-term liabilities 19 12,800 - 495
Deferred tax liability 30 9,791 415 877
Total long-term liabilities 33,705 10,415 10,634

Current liabilities

Accounts payable and other liabilities 19, 20 66,968 121,827 119,987
Total liabilities 100,673 132,242 130,621
TOTAL SHAREHOLDERS’ EQUITY AND LIABILITIES 649,334 702,025 801,873

The notes on pages 32-57 comprise an integral part of this annual report.
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Changes in consolidated
shareholders’ equity

(SEK thousands)
Other Total
contributed  Accumulated Translation shareholders’
Group NOTES Share capital capital deficit difference Total equity
Opening shareholders’ equity, January 1, 2007 5,554 494,974 -176,178 - 324,350 324,350
Total comprehensive income for the period -172,597 -172,597 -172,597
Subscription for shares through exercise of warrants 41 2,940 2,981 2,981
New share issue 3,052 488,598 491,650 491,650
Employee stock option plan, value of employees’ services 5,989 5,989 5,989
Acquired value of employee stock options in connection
with corporate acquisitions 18,879 18,879 18,879
Opening shareholders’ equity, January 1, 2008 8,647 1,011,380 -348,775 - 671,252 671,252
Total comprehensive income for the period -103,054 -103,054 -103,054
Employee stock option plan, value of employees’ services 1,584 1,584 1,584
Opening shareholders’ equity, January 1, 2009 8,647 1,012,964 -451,829 - 569,783 569,783
Total comprehensive income for the period -98,079 -5,245 -103,324 -103,324
Employee stock option plan, value of employees’ services 7,756 7,756 7,756
New share issues 15 713 73,733 74,446 74,446

Closing shareholders’ equity, December 31, 2009 9,360 1,094,453 -549,907 -5,245 548,661 548,661
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Consolidated cash-flow statement

(SEK thousands)

Group NOTES 2009 2008 2007
Cash flow from operating activities

Result before interest expense and interest income -99,083 -112,497 -180,569
Interest received 759 9,268 8,231
Interest paid -397 -266 -23
Other financial items - - -473
Taxes paid -1,389 - -
Adjustment for items not affecting cash flow 34 20,834 12,265 7,461
Cash flow from operating activities before changes in working capital -79,276 -91,230 -165,373
Cash flow from changes in working capital:

Change in accounts receivable -2,963 -19,172 2,537
Change in current receivables 6,143 7,463 -18,266
Change in inventories 5,542 -688 -4,060
Change in current liabilities -64,487 1,894 37,069
Change in provisions 1,114 328 -4,657
Long-term liabilities - -85 -
Cash flow from operating activities -133,927 -101,490 -152,750
Investment activities

Acquisition of machinery and equipment -2,588 -1,671 -49,318
Divestment of machinery and equipment 2 110 -
Acquisition of current investments - - -19,762
Divestment of current investments - - 75,888
Acquisition of subsidiaries after deductions for acquired cash and cash equivalents 24,695 -327 158,151
Cash flow after investment activities -111,818 -103,378 12,209
Financing activities

New share issue 90 - 2,981
Loans raised 16,000 - =
Cash flow after financing activities -95,728 -103,378 15,190
Cash flow for the year

Cash and cash equivalents at the beginning of the period 188,220 291,598 276,408
Exchange rate difference in cash and cash equivalents -5,078 - -
Change in cash and cash equivalents -95,728 -103,378 15,190
Cash and cash equivalents at the end of the period 14 87,414 188,220 291,598
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Parent Company statement of operations

(SEK thousands)

Parent Company NOTES 2009 2008 2007
Net revenues 6,23 208,183 207,757 49,389
Cost of goods sold 24 - - -2,409
Gross profit 208,183 207,757 45,980
Selling expenses 9, 24,28 -16,588 -19,041 -15,408
Administrative expenses 7,8,9,24,26,28 -42,260 -52,085 -54,327
Research and development costs 7,8,9,24,28 -192,463 -197,689 -143,225
Other operating income 27 3,674 4,514 9,674
Other operating costs 24,27 -6,203 -1,779 -10,413
Operating loss -45,757 -58,323 -167,719

Result of financial investments

Interest income 230 3,733 8,226
Interest expense -2,543 -215 -11
Other financial income 6,269 - -
Other financial expenses - - -394
Loss after financial items -41,801 -54,805 -159,898
Income tax 29 -1,390 - -

Loss of the year -43,191 -54,805 -159,898
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Parent company balance sheet

(SEK thousands)

Parent company NOTES Dec.312009 Dec.312008 Dec.31 2007

ASSETS

Fixed assets

Intangible fixed assets

Patents and intellectual property rights 8,9 363 509 566

Tangible fixed assets

Equipment, renovation of the property of others, machinery and computers 7,9 45,523 49,985 50,903

Financial fixed assets

Shares in subsidiaries/joint ventures 10 606,414 524,169 523,842

Total fixed assets 652,300 574,663 575,311

Current assets

Inventories 12 1,385 5,233 4,362

Current receivables

Accounts receivable 13 64,531 63,812 40

Tax receivable 13 728 2,536 1,083

Other receivables 13 2,759 641 9,894

Receivable from Group companies - 26,938 26,236

Prepaid expenses and accrued income 13 9,439 11,854 15,817

Total current receivables 77,457 105,781 57,432

Cash and cash equivalents 14 12,790 29,608 109,511

Total current assets 91,632 140,622 166,943

TOTAL ASSETS 743,932 715,285 742,254

SHAREHOLDERS’ EQUITY AND LIABILITIES

Shareholders’ equity

Restricted shareholders’ equity

Share capital 15 9,360 8,647 8,647

Statutory reserve 15 290,750 290,750 290,750
300,110 299,397 299,397

Non-restricted shareholders’ equity

Share premium reserve 15,17 594,523 514,099 515,033

Accumulated deficit 15 -204,302 -149,497 11,400

Loss for the year 15 -43,191 -54,805 -159,898
347,030 309,797 366,535

Total shareholders’ equity 647,140 609,194 665,932

Long-term liabilities

Other provisions 18 813 490 163

Long-term liabilities 19 12,800 - -

Total long-term liabilities 13,613 490 163

Current liabilities

Accounts payable 20 13,064 13,150 39,190

Other liabilities 19,20 17,679 16,071 4,909

Liabilities to Group companies 27,405 - -

Accrued expenses and deferred income 20 25,031 76,380 32,060

Total current liabilities 83,179 105,601 76,159

TOTAL SHAREHOLDERS’ EQUITY AND LIABILITIES 743,932 715,285 742,254

Pledged assets and contingent liabilities

Pledged assets 21 16,000 - 2,500

Contingent liabilities 22 6,050 11,050 11,050
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Changes in Parent Company’s
shareholders’ equity

(SEK thousands)
Share Total
Share Statutory premium Accumulated shareholders’
Parent Company Notes capital reserve reserve deficit equity
Opening shareholders’ equity, January 1, 2007 5,554 335,316 18,102 -30,566 328,406
Loss for the year -159,898 -159,898
Total transactions reported directly in shareholders’ equity 0
Total reported income and expenses -159,898 -159,898
Allocation of net loss for the preceding year -44,566 44 566 0
Subscription for shares through exercise of warrants 41 2,940 2,981
New share issue 3,052 488,598 491,650
Employee stock option plan, value of employees’ services 5,393 5,393
Group contribution paid -2,600 -2,600
Opening shareholders’ equity, January 1, 2008 8,647 290,750 515,033 -148,498 665,932
Loss for the year -54,805 -54,805
Total transactions reported directly in shareholders’ equity 0
Total reported income and expenses -54,805 -54,805
Employee stock option plan, value of employees’ services -933 -933
Group contribution paid -1,000 -1,000
Opening shareholders’ equity, January 1, 2009 8,647 290,750 514,099 -204,302 609,194
Loss for the year -43,191 -43,191
Total transactions reported directly in shareholders’ equity 0
Total reported income and expenses -43,191 -43,191
Employee stock option plan, value of employees’ services 6,691 6,691
Subscription for shares through exercise of warrants 15 2 88 90
New share issues 15 711 73,645 74,356

Closing shareholders’ equity, December 31, 2009 9,360 290,750 594,523 -247,493 647,140
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Parent company cash-flow statement

(SEK thousands)

Parent Company NOTES 2009 2008 2007
Operating activities

Result before interest expense and interest income -45,757 -58,323 -167,719
Interest received 231 3,733 8,226
Interest paid -132 -215 -11
Other financial items -169 - -394
Taxes paid -1,389 - -
Adjustment for items not affecting cash flow 34 14,250 6,160 583377
Cash flow from operating activities before changes in working capital -32,966 -48,645 -154,561
Changes in accounts receivable -719 -63,772 4,224
Changes in current receivables 29,043 10,061 -20,889
Changes in inventories 3,848 -871 620
Changes in current liabilities -26,070 29,496 33,813
Changes in provisions 323 327 -4,658
Cash flow from operating activities -26,541 -73,404 -141,451

Investment activities

Acquisition of machinery and equipment -2,588 -6,282 -49,075
Divestment of machinery and equipment 2 110 -
Acquisition of shares in subsidiaries -3,781 -327 -32,091
Acquisition of current investments - - -19,762
Divestment of current investments - - 75,888
Cash flow after investment activities -32,908 -79,903 -166,491

Financing activities

New share issue 90 - 2,981
Loans raised 16,000 - -
Cash flow after financing activities -16,818 -79,903 -163,510

Cash flow for the year
Cash and cash equivalents at the beginning of the period 29,608 109,511 273,021

Change in cash and cash equivalents -16,818 -79,903 -163,510
Cash and cash equivalents at the end of the period 14 12,790 29,608 109,511
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Notes

(All amounts in SEK 000s unless otherwise stated)
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B NOTE 1 GENERAL INFORMATION

Orexo AB (publ), the Parent Company and its subsidiaries (the Group), is a phar-
maceutical company that focuses on developing patented new drugs by combin-
ing well-documented substances with innovative technologies, and developing
new treatments for respiratory and inflammatory diseases. Development work is
conducted in the Parent Company and in the subsidiaries Biolipox AB and Phar-
maKodex Ltd. Marketing and sales are pursued in the subsidiary Kibion AB and in
ProStrakan AB, a joint venture.

The Parent Company is Orexo AB (publ), with its registered office in Uppsala,
Sweden, and the address of the company’s head office is Viding allé 32 A, Upp-
sala, Sweden.

The Parent Company is listed on the OMX Nordic Exchange Stockholm. The
Board of Directors approved these consolidated financial statements for publica-
tion on April 21, 2010.

The statement of operations and the balance sheets will be presented to the
Annual General Meeting on April 21, 2010 for adoption.

Bl NOTE 2 SUMMARY OF ACCOUNTING POLICIES

The most significant accounting policies applied in preparing these consolidated
financial statements are presented below. Unless otherwise stated, these policies
have been applied consistently.

2.1 Basis for the preparation of the financial statements

The consolidated financial statements were prepared in accordance with the
Annual Accounts Act, RFR 1.2 Supplementary Accounting Rules for Groups and
International Financial Reporting Standards (IFRS) and with interpretation state-
ments issued by the International Financial Reporting Interpretations Committee
(IFRIC) as adopted by the EU. The consolidated financial statements were also
prepared in accordance with the cost method, except regarding the revaluation
of available-for-sale financial asserts and financial assets and liabilities (including
derivative instruments) measured at fair value in profit and loss.

The Parent Company applies the same accounting policies as the Group, except
in the cases specified in Note 4, “Accounting policies of the Parent Company”.
Discrepancies between the Parent Company’s and the Group'’s accounting policies
are due to limitations in opportunities to apply IFRS in the Parent Company as a
result of the Annual Accounts Act and the Pension Obligations Vesting Act, and in
certain cases for tax reasons.

2.1.1 Amendments to accounting policies and disclosures

Orexo applies IFRS 8 from January 1, 2009. This new standard requires that seg-
ment information is presented based on a management perspective, meaning
that the information is presented in the manner in which it is used in the internal
reporting. Since such monitoring takes place at the Group level, Orexo’s reporting
will continue to comprise a single segment.

Revised IAS 1 Presentation of Financial Statements is applied from January 1,
2009. The revisions affected Orexo’s Annual Report retroactively from December
31, 2007. One of the amendments is that income and expenses that were previ-
ously recognized directly in shareholders’ equity are now recognized in a separate
statement directly after the statement of operations. Another change is that new
terminology for the financial statements may be used. However, this change is not
compulsory and Orexo has chosen to retain the previous designations.

Preparing financial statements in compliance with IFRS requires the use of a
number of estimates and assumptions that are significant for accounting purposes.
Also, it requires that executive management makes certain assessments in the ap-
plication of the company’s accounting policies. The areas that include a high degree
of complex appraisals or areas in which assumptions or estimates are of material
significance for the consolidated financial statements are presented in Note 5.

(a) New and amended standards applied by the Group

The Group applied the following new and amended IFRSs from January 1, 2009:

= |FRS 7 (Amendment) Financial Instruments — Disclosures” (applicable from
January 1, 2009)

The amendment requires additional disclosures regarding fair-value measurement

and liquidity risks. In particular, the amendment requires disclosures on the mea-

surement of fair value according to levels of a hierarchy. Since this amendment

entails only additional disclosures, it did not have any impact on earnings per share.

= |AS 1 (Amendment) Presentation of Financial Statements

This revised standard prohibits the presentation of income and cost items (mean-

ing changes in shareholders’ equity that do not pertain to transactions with

shareholders) in the “statement of changes in shareholders’ equity.” Instead,

the standard requires that changes in shareholders’ equity that do not pertain to

transactions with shareholders be recognized in a “statement of comprehensive

income.” Accordingly, the Group presents all owner-related changes in sharehold-

ers’ equity in the statement on changes in consolidated shareholders’ equity, while
all changes in shareholders’ equity that do not pertain to transactions with share-
holders are recognized in the consolidated statement of comprehensive income.
Comparative information has been restated so that it is in accordance with the
revised standard. Since this accounting-policy amendment affects only the presen-
tation of information, it did not have any impact on earnings per share.

= |FRS 2 (Amendment) Share-based Payment (applicable from January 1, 2009).
This amended standard addresses vesting conditions and cancelations. It clarifies
that vesting conditions are only service conditions and performance conditions.
Other elements of share-based payment comprise “non-vesting conditions.”

These elements are to be taken into account when the fair value on the date of
grant is determined for transactions with employees and other who provide similar
services. However, these elements do not affect the number of options that are
expected to be earned or the measurement of elements after the date of grant. All
cancelations, regardless of whether they are made by the company or other part-
ners, are to be treated in the same manner in the accounts. The Groups applies
IFRS 2 (Amendment) from January 1, 2009, but it did not have any material effect
on the Group's financial statements.

(b) Standards, amendments and interpretations of existing standards where the

amendment has not yet come into effect and has not been applied in advance

by the Group

The following new standards, amendments and interpretations of existing stan-

dards have been published and are obligatory for the consolidated financial state-

ments for fiscal years beginning on January 1, 2010 or later, but have not been

applied in advance by the Group.

= |FRS 3 (Revised) Business Combinations (applies from July 1, 2009)

The revised standard continues to prescribe that the purchase method be applied for

the acquisition of operations but with a few significant amendments. For example, all

payments are recognized for the acquisition of an operation at fair value, while sub-

sequent conditional payments are classified as liabilities that are then remeasured in

profit and loss. Non-controlling interests in the acquired operation can selectively for

each acquisition be measured either at fair value or at the non-controlling interests’

proportional share of the net assets of the acquired operation. All transaction costs

regarding the acquisition are to be expensed. The Group will apply IFRS 3 (Revised)

prospectively for all business acquisitions from January 1, 2010.

= |AS 1 (Amendment) Presentation of Financial Statements

IAS 38 (Amendment) Intangible Assets

IFRIC 17 Distributions of Non-cash Assets to Owners

IAS 27 (Amendment) Consolidated and Separate Financial Statements.

IFRS 5 (Amendment)Non-Current Assets Held For Sale and Discontinued

Operations

= |FRS 2 (Amendment) Share-based Payment regarding group cash-settled and
share-based payment transactions

2.2 Consolidated financial information

a) Subsidiaries

Subsidiaries are all entities in which the Group is entitled to shape financial and
operational strategies in @ manner that usually accompanies a shareholding amount-
ing to more than half of the voting rights. The existence and effect of potential voting
rights that are currently possible to utilize or convert are taken into consideration in
determining whether the Group exercises controlling influence over another company.
Subsidiaries are included in the consolidated financial statements from the date on
which controlling influence was transferred to the Group. They are excluded from the
consolidated financial statements from the date on which controlling influence ceases.
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The purchase method is used in reporting Group acquisitions of subsidiaries. The
purchase cost of an acquisition consists of the fair value of the assets provided as
compensation, equity instruments issued and liabilities arising or taken over on
the transfer date, plus expenses directly attributable to the acquisition. Identifiable
acquired assets and liabilities taken over and contingent liabilities in a corporate
acquisition are initially measured at fair value on the acquisition date, irrespective
of the scope of any minority interests. The surplus consisting of the difference
between the cost and the fair value of the Group’s share of identifiable, acquired
net assets is recognized as goodwill. If the cost is less than the fair value of the
acquired subsidiary’s net assets, the difference is recognized directly in profit and
loss (point 2.6).

Intra-Group transactions and balance sheet items as well as unrealized gains on
transactions among Group companies are eliminated. Unrealized losses are also
eliminated, unless the transaction serves as evidence that a write-down requirement
exists for the transferred asset. In certain cases, accounting policies for subsidiaries
have been amended to guarantee consistent application of the Group’s policies.

b) Joint ventures

The Group’s holdings in jointly owned units are recognized in line with the Propor-
tional Method. The Group combines its share of revenue and costs, assets and
liabilities as well as cash flow in the particular joint venture with corresponding
items in its own consolidated accounting. The Group recognizes the share of the
profits or losses from the Group’s sale of assets to a joint venture that corresponds
to the other joint owner’s share. The Group does not recognize its share of profits
or losses in a joint venture as a result of the Group’s purchase of assets from this
joint venture before the assets are sold on to an independent party. However, a
loss on the transaction is recognized immediately if the loss entails that an asset is
recognized at too high a value.

2.3 Segment reporting

Operating segments are reported in a manner that corresponds to the structure of
the internal reports submitted to the chief decision-making officer. This officer is
the function that is responsible for the allocation of resources and assessment of
the operating segment'’s results. For the Group, this function has been identified as
company management.

2.4 Translation of foreign currency

a) Functional currency and reporting currency

Items included in the financial statements of the various units in the Group are
valued in the currency used in the financial environment in which each company
is primarily active (functional currency). SEK is used in the consolidated financial
statements and is also the Parent Company’s functional currency and reporting
currency.

b) Transactions and balance-sheet items

Transactions in foreign currency are translated to the functional currency in accor-
dance with the exchange rates applying on the transaction date. Exchange-rate gains
and losses arising from the payment of such transactions and in the translation of
monetary assets and liabilities in foreign currency at the closing day are recognized
in profit and loss among “Other operating income” and “Other operating costs.”

c) Group companies

Earnings and financial position of all Group companies (none of which have a high

inflation currency as their functional currency) that have a functional currency

other than the reporting currency are restated at the Group’s reporting currency as
follows:

a) assets and liabilities for each of the balance sheets are restated at the
exchange rate on the closing date,

b) income and expenses for each of the statement of operations are restated at
the average exchange rate (when this average rate represents a reasonable
approximation of the accumulated effect of the exchange rates on the transac-
tion date, otherwise income and costs are restated at the exchange rate on the
transaction date) and

c) all exchange-rate differences arising are recognized as a separate portion of
shareholders’ equity.

In conjunction with consolidation, exchange-rate differences, which arise as the
result of the translation of net investments in foreign companies and borrowing and
other currency instruments identified as hedges of such instruments, are recog-
nized in shareholders’ equity. When a foreign operation is divested wholly or partly,
the exchange-rate differences recognized in shareholders’ equity are transferred to
profit and loss and recognized as part of the capital gain/loss.

Goodwill and adjustments to fair value arising on acquisitions of a foreign opera-
tion are treated as assets and liabilities in the operations and restated at the clos-
ing day rate.
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2.5 Tangible fixed assets

Tangible fixed assets are recognized at cost, less depreciation. Subsequent expen-
ditures are added to the asset’s carrying amount or recognized as a separate
asset, depending on which is appropriate, only when it is probable that the future
economic benefits related to the asset will accrue to the Group and the asset’s
cost can be measured reliably. Expenses incurred in repairs and maintenance are
recognized as costs.

Tangible fixed assets are depreciated over the estimated useful life of the asset.
When the depreciation amount for assets is determined, the asset’s residual value
is taken into account in certain cases.

Straight-line depreciation methods are used for all types of tangible fixed assets.
The following depreciation periods are applied:

Renovation of the property of others 20 years
Machinery and equipment 5 years
Computers 3 years

In cases in which an asset’s carrying amount exceeds its estimated recoverable
amount, the carrying amount of the asset is immediately reduced to the recover-
able amount.

Asset residual value and useful life are tested for impairment on each closing
date and adjusted when required.

Gains and losses from sales are determined by means of a comparison between
the sales proceeds and carrying amount and are recognized as “Other operating
income” and “Other operating costs” in profit and loss.

2.6 Intangible assets

Intangible assets are recognized in the balance sheet when it is probable that the
future economic benefits related to the asset will accrue to the Group and the
asset’s cost can be measured reliably. Development expenses are capitalized and
recognized in the balance sheet as intangible assets if the criteria for recogni-

tion in the balance sheet in line with IAS 38 Intangible assets are met. Research
expenses are expensed as they arise. The R&D operations conducted to date been
of such a nature that all R&D expenses have been recognized as an expense as
they arose.

Group intangible fixed assets consist of:

a) Goodwill

Goodwill consists of the amount by which the cost exceeds the fair value of the
Group’s share of the acquired subsidiary’s identifiable net assets on the acquisition
date. Goodwill arising from the acquisition of subsidiaries is recognized as intan-
gible assets. Goodwill is tested annually to identify any impairment requirements
and is recognized at the cost less the accumulated impairment. Since goodwill
recognized in the consolidated financial statements is deemed to have an indeter-
minate useful life, no amortization is applied.

When goodwill is impairment-tested to identify any write-down requirements, it is
distributed among cash-generating units.

Gains or losses arising from the sale of a unit include the remaining carrying
amount of the goodwill pertaining to the divested unit.

In cases in which goodwill is attributable to a group of assets, for which an
impairment requirement is deemed to exist, the impairment amount is initially
distributed among goodwill and subsequently among other assets in proportion to
their carrying amounts.

b) Acquired research and development

Acquired R&D consists of acquired individual projects and of the surplus values
arising in conjunction with the acquisition of operations. Ongoing R&D projects
acquired through the acquisition of operations are recognized at the cost as
“Acquired R&D”. Expenses for continuing research in acquired projects are
expensed as they arise. After the first reporting occasion, the assets are recognized
using the cost method, which means that Acquired R&D is recognized at the cost
after deductions for any accumulated amortization and impairment. Amortization
according to plan commences when the particular R&D project results in a prod-
uct for which commercial sales commence.

c) Patents and rights

Patents and rights are recognized at cost. Patents and rights have a limited useful
life and are recognized at the cost less the accumulated amortization. Amortization
is applied straight-line in an effort to distribute the cost of patents and rights across
their estimated useful life. The amortization periods are:

Patents and rights 5 years
IT systems 3 years
Distribution rights (contracted) 2 years
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2.7 Impairment of non-financial assets

Assets with an indeterminate useful life are not depreciated/amortized in consolida-
tion but are instead reviewed annually to identify any impairment requirement. Assets
depreciated/amortized are assessed in terms of the value decline when events or
conditions indicate that the carrying amount is perhaps not recoverable. An impair-
ment loss is recognized in the amount by which the assets’ carrying amount exceeds
its recoverable amount. The recoverable amount is the higher of the asset’s fair value
less selling expenses and value in use. When reviewed in respect of possible impair-
ment, goodwill is distributed among cash-generating units, while the impairment
requirement of acquired research and development is divided between the projects.
In the case of assets other than financial assets that were previously impaired, a test
is conducted on the closing date to determine whether a reversal is warranted.

2.8 Inventories

Inventories are recognized at the lower of cost and net sales value. The cost is
determined on the basis of the first-in — first-out principle method (FIFO). The cost
for finished products and work in progress consists of raw material, direct wages,
other direct costs and attributable indirect manufacturing costs (based on normal
manufacturing capacity). Loan expenses are not included. The net sales value

is the estimated sales price in current operations, less deductions for applicable
variable sales costs.

2.9 Financial assets

The Group classifies its financial assets and liabilities in the categories shown
below. The purpose for which the financial asset or liability was acquired deter-
mines classification.

= Financial assets recognized at fair value in profit and loss
= | oan receivables and accounts receivable
= Available-for-sale financial assets

Financial assets and liabilities recognized in the balance sheet include financial
fixed assets, current investments, cash and cash equivalents, accounts receivable,
accounts payable and borrowing. The market values of financial assets are based
on current market quotations, defined as the bid price on the closing date.

During the year, there have only been accounts receivable and loan receivables,
as well as an embedded derivative that did not exist at year-end. Loan receivables
and accounts receivable are financial assets that are not derivatives, that have
determined or determinable payments and that are not listed on an active market.
These are classified as current assets, if they have a due date of up to 12 months
after the balance-sheet date. If the due date is more than 12 months after the
closing date, the asset is classified as a fixed asset. Loans receivable and accounts
receivable are recognized initially at their fair value plus transaction costs and fol-
lowing the acquisition date to the accrued cost using the effective interest method
less reserves for doubtful receivables. Refer also to Notes 13 and 14.

2.10 Offset of financial instruments

Financial assets and liabilities are offset and recognized at a net amount in the bal-
ance sheet, only when there is a legal right to offset the recognized amounts and
an intension to settlement with a net amount or simultaneously realize the asset
and settle the liability.

2.11 Impairment of financial assets

Assets recognized at amortized cost

At the end of each reporting period, the Group assesses whether there is any
objective evidence that a financial asset or a group of financial assets is impaired.
Impairment losses are only recognized on a financial asset or a group of finan-
cial assets if objective evidence of impairment exists due to the occurrence of a
number of events after initial recognition of the asset (a “loss event”) and that this
event (or these events) impacts the estimated future cash flows for the financial
assets or group of financial assets and can be reliably estimated.

Impairment losses are calculated as the difference between the carrying amount
of the asset and the present value of estimated future cash flows (excluding future
credit losses than have not occurred), discounted by the financial asset’s original
effective interest. The carrying amount of the asset is impaired and the amount of
the impairment loss is recognized in the consolidated statement of operations.

2.12 Derivative instruments

Derivative instruments are recognized in the balance sheet on the contract date and
are measured at fair value, both initially and in conjunction with subsequent remea-
surement. The choice of method applied to the recognition of gains or losses arising
from remeasurement depends on whether the derivative has been identified as a
hedging instrument and also fulfils the criteria for hedge accounting under IAS 39.
Changes in the fair value of derivative instruments that do not meet the conditions
for hedge accounting are recognized in net financial items in profit and loss.
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During the year, Orexo held an embedded derivative that was realized and, conse-
quently, did not remain in the company at year-end. The derivative was attributable to
a second installment payment for the acquisition of the subsidiary PharmaKodex Ltd.

2.13 Cash and cash equivalents

Cash and cash equivalents include cash, bank balances and other current invest-
ments that mature within three months from the date of the purchase, and which
are exposed to only a minor risk of value fluctuation.

2.14 Accounts receivable

Accounts receivable are initially measured at their fair value and subsequently at
the accrued purchase value, using the effective interest method, less any provi-
sions for value losses. A provision for value loss in accounts receivable is done
when there is objective evidence that the Group will not receive all the amounts
due pursuant to the original conditions underlying the receivables. The size of the
provision is determined by the asset’s carrying amount and the present value of
the estimated future cash flows, discounted using a real rate of interest. The provi-
sion amount is recognized in profit and loss.

2.15 Provisions
Provisions are recognized in the balance sheet when the Group has a legal or
informal commitment as the result of an incurred event and when it is probable
that an outflow of resource will be required to settle the commitment.

The provision is recognized in the amount expected to be required to settle
the commitment.

2.16 Accounts payable
Accounts payable are obligations to pay for goods or services that were acquired
in the operating activities from suppliers. Accounts payable are classified as cur-
rent liabilities if they mature within one year or earlier (or during a normal business
cycle if it is longer than one year). Otherwise, accounts payable are recognized as
long-term liabilities.

Accounts payable are initially recognized at fair value and subsequently at amor-
tized cost by applying the effective interest method.

2.17 Borrowing
Borrowing is initially recognized at net fair value after transaction costs. Borrow-
ing is subsequently recognized at amortized cost and any difference between
the amount received (net after transaction costs) and the repayment amount is
recognized in profit and loss allocated over the borrowing period, by applying the
effective interest method.

Borrowing is classified as a current liability unless the Group has an uncondi-
tional right to defer payment of the liability by at least 12 months.

2.18 Shareholders’ equity

Transaction costs that may be directly attributed to the issuance of new shares or

options are recognized net after tax in shareholders’ equity as a deduction from the

issue proceeds. The following are recognized as “Other contributed capital”:

= Difference between the share’s par value and the redemption price of exercised
warrants.

= Difference between the share’s par value and the calculated value of newly
issued shares and warrants.

= Employee stock options, value of employee’s service and acquired options.

2.19 Current and deferred income tax

The tax expense for the year includes current and deferred tax. Tax is recognized in
profit and loss, except when the tax refers to items that are recognized directly against
shareholders’ equity. In these cases, tax is also recognized in shareholders’ equity.

The current tax expense is estimated on the basis of the tax regulations on the
closing date that are decided or have essentially been decided in the countries in
which the Parent Company’s subsidiaries are active and generate taxable income.
Executive management regularly evaluates the claims made in tax returns regard-
ing situations in which the applicable tax rules are the subject of interpretation.
When deemed appropriate, provision is made in the amounts that are likely to be
paid to the tax authorities.

Deferred tax is recognized in accordance with the balance sheet method on all
temporary differences that arise between carrying amounts of assets and liabilities
and their value for tax purposes in the consolidated financial statements. However,
deferred tax is not recognized if it arises as a result of a transaction that represents
the initial recognition of an asset or a liability that is not an acquisition of operations
and which, on the date of the transaction, does neither affect the recognized earn-
ings or earnings for tax purposes.

Deferred income tax is calculated using tax rates (and legislation) that have been
decided or announced by the closing date and are expected apply when the particu-
lar deferred tax receivable is released or the deferred tax liability is settled. Deferred
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tax receivables are recognized to the degree that it is likely that future surplus for tax
purposes will be available, against which temporary differences can be utilized.

Deferred tax is calculated on temporary differences that arise on shares in sub-
sidiaries and associated companies, except when the Group can determine the
date for reversal of temporary differences and it is likely that the temporary differ-
ence will not be reversed in the foreseeable future.

No value of loss carry-forwards was recognized in the balance sheet, since it is
uncertain as to when loss carry-forwards can be used.

2.20 Employee benefits
a) Pension obligations
A defined-contribution pension plan is a pension plan according to which the
Group pays the fixed fees to a separate legal entity and for which the Group has no
further payment obligations when the fees are paid.

The Group uses only defined-contribution pension plans. The pension plans are
financed through payments to an insurance company.

Fees are recognized as personnel expenses when they fall due for payment.
Prepaid fees are recognized as an asset.

b) Share-related benefits

The Group has share-related payment plans in the form of employee stock options,
for which settlement is made in shares when the company receives services in
return for the Group’s equity instruments (stock options). The fair value of the
service that provides entitlement to the allotment of options is expensed. The total
amount that is expensed is based on the fair value of the allotted options.

= including all market-related conditions,

= excluding any effect of service conditions and non-market-related vesting
conditions (for example, the employee remains employed at the company for a
stipulated period of time), and

= excluding the effect of conditions that are not vesting conditions.

Non-market-related vesting conditions are taken into account in the assumption of
the number of options that are expected to be vested. The total cost is recognized
over the entire vesting period, which is the period during which all of the stipulated
vesting conditions are to be fulfilled. At the end of each reporting period, the com-
pany reviews its assessment of how many shares can be expected to be vested
based on the non-market-related vesting conditions. Any divergences from the
original assessments prompted by the review are recognized in profit and loss and
a corresponding adjustment is made in shareholders’ equity.

The company issues new shares when the stock options are exercised. Re-
ceived payments, after deductions for any directly attributable transaction costs,
are credited to share capital (the par value) and other contributed capital when the
stock options are exercised.

Payroll overhead on the benefits that are expected to arise in conjunction with
value increases are recognized over the vesting period with due consideration of
value changes, in accordance with UFR 7.

c) Severance payments

Severance payments are made when the Group serves notice on an employee
prior to the normal pension date or when an employee voluntarily accepts termina-
tion in exchange for such remuneration. The Group reports redundancy payments
when it is clearly obliged to give notice to an employee according to a detailed
formal plan with no possibility of it being revoked, or to provide remuneration in
conjunction with termination of employment as a result of an offer made to encour-
age voluntary termination. Benefits due more than 12 months after the closing
date are discounted to their present value.
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d) Accounting policies for incentive programs

The Group has an incentive system that covers all employees. The incentive
system is based on achievement of company goals and is paid out in relation to
annual salary. At the end of the fiscal year, these costs are calculated and charged
in an amount equal to the actual bonus vested during the year. Payment of the
vested bonus is made in the subsequent year, normally in February.

2.21 Revenue recognition

Revenues comprise the fair value for goods and services sold, excluding value-
added tax, rebates and discounts and after eliminated sales within the Group.
Revenue is recognized as follows:

Sales of goods

Revenue from sales of goods is recognized on the date of delivery to the customer,
that is, the date on which ownership rights are transferred to the customer, who
thereby assumes the financial risk. By industry practice, pharmaceuticals may not
be returned to the seller.

License revenue

Orexo’s license agreements usually include one or more of the following types of

income:

= A lump-sum payment on the signing of the agreement — normally without repay-
ment obligation. This normally pertains to the right to register, market and sell
Orexo's patent-protected products within a particular geographic area over a certain
period, or it may also constitute payment for the transfer of technology or know-how
to the business partner. In cases in which a lump sum payment covers more than
one delivery (such as the transfer of rights such as technology transfer), income is
distributed on the basis of the fair value for each part-delivery.

= Payment for research cooperation. These are received on an ongoing basis and
are recognized over the time to which they pertain and the work conducted.

= Milestone payments are triggered when a research target or sales target is attained
in line with the definitions in each agreement, such as the granting of a patent, ter-
mination of clinical testing or approval of registrations. Such payment is recognized
when all the terms and conditions pursuant to the agreements have been met.

= Royalties are recognized for the same period during which sales were made.

Interest income
Interest income is recognized over the term using the effective interest method.

2.22 Leasing

Leasing is classified in the consolidated financial statements either as financial or
operational leasing, pursuant to IAS 17, Leasing agreements. Financial leasing is the
case when the financial risks and benefits associated with ownership are essentially
transferred to the lessee. In other cases, leasing is operational leasing. In the case
of agreements classified as financial leasing, the object is recognized as a fixed
asset in the consolidated balance sheet. The obligation to pay future leasing fees is
recognized as a long-.term or current liability. At the beginning of the leasing period,
the asset and liability are recognized at the lower of the leasing object’s value and
the present value of the leasing fees. The leasing fees are distributed among interest
and repayment of the liability. Interest is recognized in profit and loss and repayment
in the balance sheet. The interest expense is distributed across the leasing period

so that each reporting period is charged with an amount that corresponds to a fixed
rate of interest for the liability recognized for the specific period. The leased asset is
written off in accordance with the rules for depreciable assets. If it cannot be ascer-
tained that ownership will transfer to the Group at the end of the leasing period, the
object is written off in its entirety during the leasing period or its useful life, whichever
is the shorter. Depreciation is recognized in profit and loss.

B NOTE 3 FINANCIAL RISK MANAGEMENT

The Group’s operations expose it to a number of financial risks: market risks
(including currency risk, interest rate risk and price risk), credit risk and liquidity
risk. As part of efforts to manage these risks efficiently, Orexo has drawn up guide-
lines and a detailed financial policy regarding how such risks are to be managed
and curtailed. Orexo’s financial policy also sets the distribution of responsibility and
reporting instructions for management. The primary purpose of Orexo’s financial
operations is to limit negative divergences in financial results, equity and cash flow
as a result of changes in interest rates or exchange rates. Orexo does not under-
take hedging transactions for speculative purposes.

The President of the Group is responsible for the preparation, implementation
and monitoring of the Group’s financial policy, which is subsequently approved
by the Board. The Group’s First Executive Vice President, who is also the CFO, is
responsible for ongoing financial administration and reports monthly to the Presi-
dent of the Group.

3.1 Market risk

Currency risks

The Group is exposed to foreign-exchange risks through export/import transactions
(flow exposure), mainly in USD, EUR and GBP. The Group has assets (accounts
receivable) and liabilities (accounts payable) in foreign currencies (balance
exposure), as well as investments in the form of net wealth in foreign subsidiaries
(translation exposure). Orexo’s financial statements are prepared in SEK and the
company has its operations in Sweden. Accordingly, most of the operating costs
are in SEK. However, the company sells its products in countries other than Swe-
den and receives license revenue in currencies other than SEK.

Assets, liabilities, revenue and expenses in foreign currency give rise to currency
exposure. A decline in SEK against other currencies raises Orexo’s recognized as-
sets, liabilities, revenue and costs, while a strengthening of SEK in relation to other
currencies reduces these items.
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Flow exposure arises when sales are conducted in some currency other than the
related costs and expenses. A substantial share of Orexo’s flow exposure is attrib-
utable to the sale of Diabact® UBT and Heliprobe™ System outside Sweden and
license revenues and royalty income for the company’s products in currencies
other than SEK. The license agreements written with counterparties are frequently
denominated in some other currency than SEK, primarily USD or EUR. The com-
pany has the option of hedging revenue in foreign currency. The financial policy
permits exchange-rate hedging instruments to be used to eliminate or minimize
the currency risks arising in the company and this must always be linked to an
underlying exposure. The permitted hedging instruments are currency futures and
acquired currency options (call and put options).

A substantial share of Orexo’s sales is in currencies other than SEK, primarily
USD, EUR and GBP. Most of Orexo’s operating costs are in SEK, however. During
the 2009 fiscal year, sales in USD accounted for 59 percent (68) of net revenues,
with revenues in EUR accounting for 32 percent (20) and revenues in GBP for O
(O) . During the same period, 22 percent (22) of total operating costs were in for-
eign currency with 27 percent (6) in USD, 32 percent (11) in EUR and 40 percent
(6) in GBP.

To limit the currency risk, agreements should include a currency adjustment
clause whenever possible. In currencies in which the Group has flows in the same
currency, the flows are to be matched as far as possible. Currently, the Group does
not hedge revenues or expenses in foreign currencies.

A change in the value of USD against SEK of 10 percent entails a change in
revenues of approximately SEK 14m and in earnings of about SEK 12m. The cor-
responding change in EUR entails a change in revenues of approximately SEK 8m
and in earnings of about SEK 6m, and in GBP a change in revenues of approxi-
mately SEK Om and in earnings of about SEK 2m.

Translation exposure arises when the Group’s earnings are influenced by
exchange-rate fluctuations when earnings for foreign subsidiaries are translated
to SEK. Since foreign subsidiaries comprise an insignificant part of the opera-
tions, this exposure is not hedged. The Group’s shareholders’ equity is affected by
exchange-rate fluctuations when the assets and liabilities are translated to SEK.
This exposure is not currently hedged.

Interest-rate risk

Orexo’s financial policy defines liquidity as the liquid funds required to fulfill
Orexo’'s commercial undertakings. All other liquidity is defined as surplus liquidity.
Orexo is exposed to interest- rate risks attributable to the company’s investments of
excess liquidity in interest-bearing instruments and through long-term borrowing.
Orexo’s finance department is responsible for managing interest-rate risks.

The primary objective of Orexo’s interest-rate risk management is to reduce
the negative effects of interest rate movements on net interest income. To reduce
the impact of interest-rate movements on earnings, Orexo mainly uses short-term
investments. Orexo does not currently have any investments in interest-bearing
instruments, neither did it have any in 2009.

Even if the investments made during the year are of short duration, Orexo’s finan-
cial policy provides the possibility to invest using a longer term and that the invest-
ments’ total target duration is 1.5 years +-1 year. Maximum maturity for individual
investments is five years. Orexo normally holds instruments until the maturity date.

Orexo’s policy is that in the purchase of securities with surplus liquidity, these should
have a low risk profile. According to Orexo's financial policy, all assets in Orexo’s invest-
ment portfolio must always be realizable within a maximum of three banking days.

The Group had interest-bearing liabilities totaling SEK 16m on December 31,
20009. In the event of an increase or decrease in market interest rates of one per-
centage point, the Group’s earnings would increase or decrease respectively by
some SEK 0.2m.

Price risk
The Group is not exposed to any price risk.

3.2 Credit risk and counterparty risks

Credit and counterparty risk is the risk that the counterparty does not fulfill its
undertakings to repay a liability or pay interest on such a liability and the risk asso-
ciated with balances with credit institutions.

For the Group, there are mainly three categories of payment flows from customers
in which credit risks could arise: in the subsidiary Kibion’s and in the joint venture
company ProStrakan’s sales to distributors, the payment flows from Orexo’s license
agreements with other parties and balances with banks. With regard to Kibion's
distributors, credit risks are reviewed on an ongoing basis based on the customer’s
financial position, previous experiences and other factors. When a license agreement
is concluded with another company, an extensive evaluation of the counterparty is
always undertaken prior to the signing of an agreement. Of total accounts receivable
at December 31, 2009, the five largest customers account for 50 percent. No other
single customer accounts for more than 3 percent of total accounts receivable. Note
13 presents the amounts due. Orexo does not have a written policy for credit rating
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requirements imposed on the company’s banks, but as stated in Note 14, none of
the company’s banks currently has a rating of less than Aa2.

3.3 Liquidity and financing risk

Liquidity risk is defined as the risk that Orexo does not fulfill its undertakings to pay
debts on time or at a reasonable cost. Liquidity risk is managed by means of the
Group holding sufficient cash and cash equivalents to ensure continuing opera-
tions. According to the financial policy, all investments must be convertible into
liquid funds within three banking days.

Cash-flow forecasts are prepared each month. Executive management continu-
ously monitors the forecasts for the Group’s liquidity reserve to ensure that the
Group has sufficient cash funds to meet the requirements of the business opera-
tions and to continuously maintain adequate scope in unutilized, contracted credit
lines so that the Group does not exceed loan limits or contravene the covenants of
any of the Group’s credit lines. These forecasts include the Group’s plans for debt
restructuring, compliance with covenants, compliance with internal balance-sheet-
based earnings targets and, where applicable, supervisory and statutory require-
ments, for example, currency restrictions.

The table below shows the Group’s contractual non-discounted cash flows from
financial liabilities, distributed on the basis of the period remaining to maturity after
the closing date.

At December 31, 2009 Less than 1 yr Between 1 and 2 yrs

Accounts payable 18,064

Liabilities pertaining to financial leasing

Accrued costs 15,459

Borrowing 3,200 4,800

At December 31, 2008 Less than 1 yr Between 1 and 2 yrs

Accounts payable 17,840
Liabilities pertaining to financial leasing 492
Accrued costs 66,846

At December 31, 2007 Less than 1 yr Between 1 and 2 yrs

Accounts payable 51,785
Liabilities pertaining to financial leasing 1,567 492
Accrued costs 32,661

Orexo’s goal in 2010 is primarily to increase its royalty revenues from Abstral™ and
Edluar™ that are now generating sales in the UK, Germany, Sweden, France, Spain
and Greece. These products are also scheduled for launch in other countries in
2010, including ltaly, where a milestone payment will be received. In addition, Orexo
will also promote existing cooperation and sign new licenses and development agree-
ments so that the Group can gain new revenues and thus reduce its liquidity risks.
The Group has a number of ongoing projects in different phases that are deemed to
offer favorable commercial potential and for which there are major opportunities to
sign foreign licensing agreements and receive milestone payments during the year.
Orexo is also expecting a decision from the FDA regarding Abstral™, a project that is
being conducted together with ProStrakan Ltd.

Given the lower cost base for 2010 and the extended credit lines of SEK 19m
secured in February 2010, the Board believes that the current financing is suf-
ficient to conduct the business operations. In March 2010, the Board also decided
to propose an Extraordinary General Meeting to implement a directed issue of
convertible debentures amounting to SEK 111m to the Danish company Novo A/S,
conditional upon the approval of this Extraordinary General Meeting. The conver-
sion price of the debentures entails a premium of 25 percent compared with the
closing price on March 12, 2010.

3.4 Capital risk
The Group’s goal in terms of its capital structure is to secure the Group’s ability
to continue its operations so that it can generate a return for its shareholders and
value for other stakeholders and maintain an optimal capital structure in order to
minimize capital costs.

The Group’s forms the basis of its equity/assets ratio. The equity/assets ratio
December 31, 2009, 2008 and 2007 is presented in the table below.

December 31 2009 2008 2007
Shareholders’ equity 548,661 569,783 671,252
Total assets 649,334 702,025 801,873
Equity/assets ratio, % 85 82 84
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Bl NOTE 4 ACCOUNTING POLICIES OF THE PARENT COMPANY

4.1 Basis for the preparation of financial statements
Orexo AB, the Parent Company, has prepared its annual accounts in accordance
with the Annual Accounts Act and the Swedish Financial Accounting Standards
Council’s recommendations RFR 2.2. RFR 2.2 implies that, the Parent Company
must apply, as far as possible, all IFRS statements that have been approved by the
EU, within the framework of the Annual Accounts Act and the Pension Obligations
Vesting Act and taking into account the connection between accounting and tax.
The recommendation specifies the exceptions and additions to be made to IFRS.
Consequently, the Parent Company applies the policies presented in the consoli-
dated accounting, Note 2, with the exceptions outlined below. The policies are applied
consistently to all periods presented in the Parent Company’s financial statements,
unless otherwise stated. The same policies as in the preceding year are applied.
Preparing financial statements that comply with applicable regulations requires
the use of some important estimates for accounting purposes. Furthermore, it is
required that executive management conducts certain assessments in the applica-
tion of the company’s accounting policies. The areas that involve a high degree of
complex assessment or areas in which assumptions and estimates are of substan-
tial importance for the company’s annual report are outlined in Note 5.

Presentation forms

The statement of operations and balance sheet comply with the forms set down

in the Annual Accounts Act. This means that the primary differences compared
with the consolidated financial statements primarily pertain to financial income and
expenses, the statement of comprehensive income, provisions and the statement
of changes in shareholders’ equity.

4.2 Segment reporting
Information is provided only on the distribution of net revenues by areas of opera-
tions and geographic markets.

4.3 Shares and participations in subsidiaries and associated companies
Shares in subsidiaries and associate companies are recognized at the acquisition
value with deductions for any impairment. Dividends received are recognized as
revenue when they derive from profits earned after the acquisition. Dividends that
exceed these profits are regarded as a repayment of investment and reduce the
carrying amount of the participation.

When there are indications that shares and participations in subsidiaries or as-
sociated companies have declined in value, an estimate is made of the recoverable

amount. If this is lower than the carrying amount, impairment is applied. Impair-
ment losses are recognized in the items “Result from participations in Group com-
panies” and “Results from participations in associated companies.”

4.4 Financial instruments

Financial assets are classified in a different manner in the Parent Company’s bal-
ance sheet than in the consolidated balance sheet. The notes on the financial
assets show how the items in the balance sheet relate to the classification used in
the consolidated balance sheet and in the consolidated accounting policies. The
company applies valuation at fair value in line with the Swedish Annual Accounts
Act (ARL) 4: 14 a-d and the description of the accounting policies in Note 2 for the
Group thus also applies to the Parent Company, except as regards accounting for
the effects on earnings.

4.5 Group and shareholders’ contributions

The Company applies recommendation UFR 2, Group and shareholders’ contribu-
tions. Shareholders’ contributions are recognized as an increase in the value of
shares and participations. An assessment is then made as to whether there is a
need for impairment of the value of shares and participations.

Group contributions are recognized on the basis of their financial implications.
This means that Group contributions that are granted or received for the purpose of
reducing the Group’s total tax are recognized directly against “Retained earnings” af-
ter deductions for the effect on current tax. Group contributions received and which
may be compared to dividends are recognized as dividends from Group companies
in profit and loss. Group contributions granted and which may be compared to a
shareholders’ contributions are recognized with due consideration of the effect on
current tax, in line with the principle for shareholders’ contributions above.

4.6 Deferred tax

Amounts allocated to untaxed reserves represent taxable temporary differences.
Due to the relationship between accounting and taxation, however, in a legal entity
deferred tax liabilities on untaxed reserves are recognized as part of untaxed
reserves. Also, appropriations in the statement of operations are recognized with
the inclusion of deferred tax.

4.7 Leasing
All leasing agreements, irrespective of whether they are financial or operational,
are recognized as operational leasing (leasing agreements).

Bl NOTE 5 CRITICAL ACCOUNTING ESTIMATES AND JUDGMENTS

Estimates and judgments are continually evaluated and are based on historical
experience and other factors, including expectations of future events that are
believed to be reasonable under the circumstances.

5.1 Crucial estimates and assumptions for accounting purposes

The Group makes assessments and assumptions about the future. The resulting
accounting estimates will, by definition, seldom correspond to the actual results. Esti-
mates and assumptions that entail a significant risk of material adjustment to the rec-
ognized amounts of assets and liabilities during the next fiscal year are outlined below.

a) Impairment testing of goodwill

Regarding goodwill, an assessment is made of the asset’s annual value decline or
when there is an indication that the carrying amount of goodwill exceeds the recov-
erable amount. Goodwill, whose value has declined, must be impaired down to the
recoverable amount that goodwill is deemed to have on the basis of the informa-
tion available. The recoverable amount is defined as the higher of the net sales
value and the use value. The value in use is estimated by means of a discounted
cash flow method based on future expected incoming and outgoing payments.
Substantial differences in assessments of the future anticipated cash flows and the
discounted rate of interest used could result in different valuations for an asset. For
further information, refer to Note 8.

Goodwill amounted to SEK 17,987m (16,030) on December 31, 2009.

b) Impairment testing of acquired research and development

Corporate management believes that the Group’s acquired R&D projects are
deemed to be commercially attractive. Two of the projects are licensed out and the
remaining projects are deemed possible to license out in the near future, which
could provide substantial income for the Group.

The Group acquired an additional R&D project during the year on the basis of the
acquisition of PharmaKodex Ltd.

R&D in the pharmaceutical area is marked by considerable operational risk. A
number of factors affect the possibility of a pharmaceutical project resulting in an
approved drug. The risk of not reaching the market declines in line with the progress
of the project through the various R&D stages. Two of the Group’s acquired R&D
projects have reached the clinical phase while the others are in the preclinical stage.

The value of acquired R&D is tested annually to ensure that the carrying amount
does not exceed the recoverable amount. This impairment testing includes expe-
rience-based estimates of the amount of future incoming and outgoing payments.
The probability of the occurrence of income-generating events and the probability
that the projects result in products that reach the market are estimated based on
available industry statistics. These probabilities vary depending on the phase of de-
velopment that the R&D projects are in. Future incoming and outgoing payments are
adjusted to the level of probability and discounted by applying a rate that reflects the
cost of capital and risk. If an acquired R&D project were to be discontinued, the car-
rying amount of the project would be immediately written down to zero and the im-
pairment loss would be charged to earnings. For further information, refer to Note 8.

Acquired R&D projects amounted to SEK 427,030m (373,908) on December 31,
2009.

5.2 Critical judgments in the application of the company’s accounting policies
a) Assessment as to whether a license agreement entails the divestment or

a grant of rights

Certain license agreements entail that global rights are transferred to a business
partner. Since Orexo retains the intellectual property rights, which may be retrieved
under certain circumstances, these agreements are not recognized as license
agreements that entail a divestment. For Orexo, this means that these assets
remain in the balance sheet item “Acquired research and development.”
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B NOTE 5 CRITICAL ACCOUNTING ESTIMATES AND JUDGMENTS (Contd.)

b) Research and development

Costs attributable to research are expensed as they arise. Costs attributable to
development projects are recognized as intangible assets in the balance sheet in
cases in which these costs may be expected to generate future financial benefits.
Other development costs are expensed as they arise. Development costs that are
expensed are not recognized as an asset in subsequent periods. Costs in 2009
amounted to SEK 224,216m (238,125).

Orexo’s judgment is that the development costs recognized for 2009 cannot in
any part be recognized as an asset because it cannot be reliably determined that
they fulfill the capitalization requirements. To the extent that Orexo may indepen-
dently conduct and finance development projects through to later clinical phases
during the years ahead, some of the company’s future development expenditures
may fulfill the requirement for asset recognition.

c) Revenue recognition

The Group assesses the probability of whether future financial value will accrue to the
Group on the basis of a number of factors, such as the customer’s payment history
and credit worthiness. If the Group deems a receivable to be doubtful, a provision is
made until it is possible to determine whether or not the Group will receive payment.

Orexo has received lump-sum payments from a number of partners in the past years.
These payments have been in the form of payments both with and without demands
for recompense from Orexo. A license agreement permits Orexo’s partners to reg-
ister, market and sell the company’s patented products within a certain geographic
area for a specified time. Wherever lump-sum payments received are considered as
remuneration for this exclusivity, they are recognized directly. Wherever lump-sum
payments received are considered as remuneration for partial deliveries, the revenue
is distributed over time based on the actual content of each partial delivery.

A milestone related to development or registration measures is remunera-
tion from a partner to Orexo in conjunction with goals defined by agreement are
achieved, Examples of such goals are the award of a patent, completed clinical
trials and approval for registration. Revenues for milestones are recognized when
the goal is achieved and Orexo has fulfilled its undertaking.

d) Deferred taxes

Orexo has significant loss carry-forwards. Orexo concludes that there is not a suf-
ficiently high level of probability of them being utilized. The loss carry-forwards for
tax purposes in the Group amounted to SEK 990.7m (843.1) at December 31, 2009.

B NOTE 6 SEGMENT INFORMATION

The Group has defined its operating segments based on the information used by
executive management to make strategic decisions and management assesses the
operations as a single unit, meaning that the company has only one segment.

The Group’s operations are conducted primarily in the geographic areas below.

In addition, no individual country or area contributes more than 10 percent of the
total consolidated sales. The sales figures are based on the country in which the
customer is active. There are no sales between the geographic areas.

Group Parent Company
Sales distributed geographically 2009 2008 2007 2009 2008 2007
Nordic region 100,600 111,573 14,159 123,014 140,973 11,599
Other EU countries 78,883 65,845 8,069 51,835 32,351 1,589
East Asia 27,942 10,120 5,367 27,936 8,296 1,454
us 4,238 26,137 33,751 4,238 26,137 33,747
Other countries 24,441 19,671 15,221 1,160 - -
Total 236,104 233,346 76,757 208,183 207,757 48,389
All assets and investments are located in Sweden.
Bl NOTE 7 TANGIBLE FIXED ASSETS
Group
Renovation Art and
Equipment and of the property non-depreciable Financial
January 1, 2007 machinery Computers of others equipment leasing Total
Acquisition value 8,245 2,431 - 103 - 10,779
Accumulated depreciation and impairment -3,036 -1,351 - - -4,387
Carrying amount 5,209 1,080 - 103 - 6,392
Fiscal year 2007
Opening value 5,209 1,080 - 103 - 6,392
Purchases 10,952 1,162 36,012 336 - 48,461
Increase through acquisition of operations 4,920 321 117 - 1,894 7,252
Sales - -23 - - - -23
Impairment - - - - - -
Depreciation -2,598 -780 -752 - -179 -4,309
Sales - 17 - - - 17
Closing value 18,483 1,777 35,377 438 1,715 57,790
January 1, 2008
Acquisition value 24,117 3,891 36,129 438 1,894 66,469
Accumulated depreciation and impairment -5,634 -2,114 -752 - -179 -8,679
Carrying amount 18,483 1,777 35,377 438 1,715 57,790
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Group
Renovation Art and
Equipment and of the property non-depreciable Financial
machinery Computers of others equipment leasing Total
Fiscal year 2008
Opening value 18,483 1,777 35,377 438 1,715 57,790
Purchases 5,498 500 367 25 - 6,390
Sales -5,663 -970 -117 -89 - -6,839
Impairment - - - - - -
Depreciation -4,659 -857 -1,918 - -1,504 -8,938
Sales 743 1,133 39 - - 1,915
Closing value 14,402 1,583 33,748 374 211 50,318
December 31, 2008
Cost 23,952 3,421 36,379 374 1,894 66,020
Accumulated depreciation and impairment -9,550 -1,838 -2,631 - -1,683 -15,702
Carrying amount 14,402 1,583 33,748 374 211 50,318
Fiscal year 2009
Opening value 14,402 1,583 33,748 374 211 50,318
Purchases 2,476 92 - 20 - 2,588
Increase through acquisition of operations 356 43 - - - 399
Sales -24 -67 - - - -91
Impairment = = = = = =
Depreciation -4,676 -760 -1,815 - -211 -7,462
Sales 19 66 - - - 85
Exchange-rate differences -21 -2 - - - -23
Closing value 12,532 955 31,933 394 - 45,814
December 31, 2009
Cost 26,760 3,489 36,379 394 1,894 68,916
Accumulated depreciation and impairment -14,228 -2,534 -4,446 - -1,894 -23,102
Carrying amount 12,532 955 31,933 394 - 45,814
2009 2008 2007
Leasing expenses amounting to SEK 2,006 (2,538) (974) for the leasing of equip- Cost, capitalized financial leasing 1,894 1,894 1,894
ment, machinery and computers are included in the statement of operations. Freeu i) G s it
Financial leasing according to plan -1,894 -1,684 -180
I o asts il ez abects ot (e Group has on the bass o 021 carying amount - a0 e
W NOTE 8 INTANGIBLE FIXED ASSETS
Group
Patents Distribution
Goodwill Acquired R&D and rights rights Other Total
January 1, 2007
Cost 8,988 - 11,767 - - 20,755
Accumulated amortization and impairment - - -9,793 - - -9,793
Carrying amount 8,988 - 1,974 - - 10,962
Fiscal year 2007
Opening value 8,988 - 1,974 - - 10,962
Purchases - - - - 654 654
Increase through acquisition of operations 7,042 373,582 - 2,707 - 383,331
Amortization = = -931 -564 -87 -1,582
Closing carrying amount 16,030 373,582 1,043 2,143 567 393,365
January 1, 2008
Cost 16,030 373,582 11,767 2,707 654 404,740
Accumulated amortization and impairment - - -10,724 -564 -87 -11,375
Carrying amount 16,030 373,582 1,043 2,143 567 393,365
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B NOTE 8 INTANGIBLE FIXED ASSETS (Contd.)
Group
Patents Distribution

Goodwill Acquired R&D and rights rights Other Total
Fiscal year 2008
Opening value 16,030 373,582 1,043 2,143 567 393,365
Purchases = 326 = = 75 401
Increase through acquisition of operations - - - - - -
Amortization - - -306 -1,356 -133 -1,795
Closing carrying amount 16,030 373,908 737 787 509 391,971
January 1, 2009
Acquisition value 16,030 373,908 11,767 2,707 729 405,141
Accumulated depreciation and impairment - - -11,030 -1,920 -220 -13,170
Carrying amount 16,030 373,908 737 787 509 391,971
Fiscal year 2009
Opening value 16,030 373,908 737 787 509 391,971
Purchases 1,957 - - - - 1,957
Increase through acquisition of operations - 61,154 1,498 - - 62,652
Amortization - - -486 -787 -146 -1,419
Impairment - -1,958 - - - -1,958
Exchange-rate differences - -6,074 -130 - - -6,204
Closing carrying amount 17,987 427,030 1,619 0 363 446,999
December 31, 2009
Acquisition value 17,987 435,062 13,265 2,707 729 469,750
Accumulated depreciation and impairment - -8,032 -11,646 -2,707 -366 -22,751
Carrying amount 17,987 427,030 1,619 - 363 446,999

Goodwill at December 31, 2009

Goodwill value of SEK 17,987 (16,030) is distributed in the form of 10,945 attribut-
able to the acquisition of Noster Systems AB in 2006, and 7,042 related to ProStra-
kan AB, a joint venture formed in 2007.

Impairment testing of goodwill

Impairment testing for goodwill is performed annually and when there are indications
of an impairment requirement. Recoverable amounts for cash-generating units are
determined based on value in use. Impairment is applied at the lowest level at which
separable cash flows can be identified.

During the year, impairment testing was applied to goodwill item that arose in
conjunction with the acquisition of Noster System AB in 2006. This company is
included in Kibion sale of breath tests to diagnose the ulcer bacterium Helicobacter
pylori. Recoverable amounts for the cash-generating operations are calculated based
on estimated future cash flows. The cash flows for the period 2009-2010 are based
on the budgets approved by executive management. The cash flows for the period
2011-2013 are based on executive management'’s forecast, assessments and mar-
ket plans. Cash flows beyond this period are extrapolated on the basis of an estimat-
ed growth rate of 2.5 percent (2.5), which is based on management's expectations
for market development. The assessment of operating margins is based on previously
achieved results combined with management’s expectations of market trends. Future
cash flows were discounted to the present value by applying a rate of 15 percent
(15), which is deemed to reflect the risk inherent in the business area. The estimate
value in use exceeds the carrying amount by a comfortable margin.

Goodwill attributable to ProStrakan AB is based on the valuation performed in the
autumn of 2008. Impairment testing took place by calculating the recoverable
amount based on future cash flows for the period 2010-2014. These assessments
were based on achieved results, budgets, forecasts and market place and resulted in
revenues doubling in the next two years, based on which the rate of growth is antici-
pated at approximately 5 percent per year. The operating margins applied in the
calculation of value in use are based on earlier results and management’s expecta-
tions for market development. Future cash flows were restated at present value
based on a discount rate of 12 percent (12), which is deemed to reflect the risk in-
herent in the business area.

The sensitivity of goodwill items to changes in estimated discount rates is low. The

discount rate may be raised by 1 percentage unit without leading to any impairment
of the goodwill items for Noster System AB or ProStrakan AB.

Acquired research and development at December 31, 2009
Acquired research and development amounted to SEK 427,030 (373,908) divided
between SEK 371,950 (373,908) attributable to the acquisition of Biolipox AB in
November 2007 and SEK 55,080 (0) attributable to the acquisition of PharmaKo-
dex Ltd in February 2009. One of the acquired projects, OX914, is covered by an
agreement that entails that a supplementary purchase price may be paid to the
Canadian company Inflazyme Ltd. Payments are to be made if certain set milestones
are attained in the R&D project. The total supplementary purchase considerations
amount to CAD 7m.

When an acquired research project begins to generate revenue, amortization begins
over the expected useful period. The acquired R&D projects have not yet begun to gener-
ate such revenue and thus no amortization was applied.

Impairment testing of acquired R&D

The value of acquired R&D projects is tested once a year to determine any impair-
ment requirements, and also on other occasions if indications of impairment emerge.
Similar to the preceding year, the recoverable amount was calculated per acquired
R&D project. The calculation was conducted on the basis of an assessment of future
cash flows, with the key variables comprising license revenue, royalty revenue,
outstanding development costs and patent costs. Future cash flows were adjusted

in line with the probability estimate applied as the available industry standard, and
subsequently calculated at present value by applying a discount rate of 12 percent
(12). For all acquired R&D projects, the calculations revealed that the recoverable
amount exceeds the carrying amount.

The sensitivity of changes in certain variables was analyzed to support impairment
testing. If the discount rate were to increase by 1 percentage unit increase, the recover-
able amounts would continue to exceed the carrying amounts by a healthy margin. If
the SEK were to strengthen by 1 percent against the USD and EUR, the recoverable
amount of the acquired R&D projects would decline, but not to the extent that any
impairment would be required. Regarding the other underlying variables, executive
management believes that these variables may change within reasonably conceivable
limits without the recoverable amount falling below the carrying amount.

Parent Company
2009 2008 2007
Accumulated acquisition value
Accumulated acquisition value 9,308 10,931 10,277
Rights acquired during the year - V45, 654
Rights acquired during the year - -1,698 -
Closing accumulated acquisition value 9,308 9,308 10,931
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Moderbolaget

2009 2008 2007
Accumulated amortization according to plan
Opening amortization according to plan -8,799 -10,365 -9,644
Amortization for the year according to plan -146 -132 -721
Sales and scrapping - 1,698 -
Closing accumulated depreciation according to plan -8,945 -8,799 -10,365
Carrying amount 363 509 566
Parent Company intangible assets comprise patents, rights and IT systems.
W NOTE 9 DEPRECIATION/ AMORTIZATION

Group Parent Company

Tangible fixed assets 2009 2008 2007 2009 2008 2007
Sales 265 47 22 12 5) -
Administration 688 3,269 1,221 688 3,269 1,216
Research and development 6,508 5,622 3,049 6,350 3,741 2,636
Total tangible fixed assets 7,461 8,938 4,292 7,050 7,015 3,852
Intangible assets
Sales 1,089 - 862 - - -
Administration - 132 88 146 132 88
Research and development 2,288 1,664 633 - - 633
Total intangible assets 3,377 1,796 1,583 146 132 721
Total depreciation/amortization 10,838 10,734 5,875 7,196 7,147 4,573
B NOTE 10 SHARES IN SUBSIDIARIES AND JOINT VENTURES
Holding Dec 31, 2009 Corp. reg. no. Reg. office Number of shares Shareholding Acquisition value Impairment Carrying amount
Pharmacall AB 556569-1739 Uppsala 1,000 100% 100 0 100
Kibion AB 556610-9814 Uppsala 321,279 100% 38,172 38,172 0
Noster System AB 556530-9217 Uppsala 606,520 100% 10,600 9,888 712
ProStrakan AB 556662-3038 Uppsala 1,000 50% 18,296 0 18,296
Biolipox AB 556588-3658 Stockholm 12,883,944 100% 505,773 0 505,773
Orexo UK Ltd 6619806 UK 1 100% 0 0 0
Acquired during 2009
Pharmakodex Ltd 05268159 UK 686,664 100% 82,245 0 82,245
Acquired during 2009
2007 Opening carrying amount Acquisition Capital contribution Impairment Closing carrying amount
Pharmacall AB 100 - - - 100
Kibion AB - - - - -
ProStrakan AB - 18,296 - - 18,296
Biolipox AB - 505,446 - - 505,446
Total 100 523,742 - - 523,842
2008 Opening carrying amount Acquisition Capital contribution Impairment Closing carrying amount
Pharmacall AB 100 - - - 100
Kibion AB - - - - -
ProStrakan AB 18,296 - - - 18,296
Biolipox AB 505,446 327 - - 505,773
Orexo UK Ltd - - - - -
Total 523,842 327 - - 524,169
2009 Opening carrying amount Acquisition Capital contribution Impairment Closing carrying amount
Pharmacall AB 100 - - - 100
Kibion AB - - - - -
ProStrakan AB 18,296 - - - 18,296
Biolipox AB 505,773 = = = 505,773
Orexo UK Ltd - - - - -
Pharmakodex Ltd - 82,245 - - 82,245
Total 524,169 82,245 - - 606,414
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B NOTE 11 FINANCIAL INSTRUMENTS BY CATEGORY

Assets measured at fair

Loan and accounts Other financial

December 31, 2009 value in profit and loss receivable liabilities Total
Assets in the balance sheet
Accounts receivable and other receivables (excluding interim receivables) 31,758 31,758
Cash and cash equivalents 87,414 87,414
Current investments
Total 119,172 119,172
Liabilities in the balance sheet
Accounts payable and other liabilities (excluding non-financial liabilities) 37,205 37,205
Liabilities relating to financial leasing
Total 37,205 37,205
December 31, 2008
Assets in the balance sheet
Accounts receivable and other receivables (excluding interim receivables) 28,795 28,795
Cash and cash equivalents 188,220 188,220
Current investments
Total 217,015 217,015
Liabilities in the balance sheet
Accounts payable and other liabilities (excluding non-financial liabilities) 84,686 84,686
Liabilities relating to financial leasing 492 492
Total 85,178 85,178
December 31, 2007
Assets in the balance sheet
Accounts receivable and other receivables (excluding interim receivables) 9,623 9,623
Cash and cash equivalents 291,598 291,598
Current investments
Total 301,221 301,221
Liabilities in the balance sheet
Accounts payable and other liabilities (excluding non-financial liabilities) 84,446 84,446
Liabilities relating to financial leasing 2,059 2,059
Total 86,505 86,505
B NOTE 12 INVENTORIES
Group Parent Company

2009 2008 2007 2009 2008 2007
Raw materials 4,589 8,368 8,994 1,385 5,233 4,362
Finished products 3,851 5,614 4,301 - - -
Total 8,440 13,982 13,295 1,385 5,233 4,362
Group Parent Company

The cost of inventories expensed is included in the item “Cost of goods sold” and
amounted to SEK 23,650 (17,446) (14,384). During the year, there was no impair-
ment of inventories.

The expensed cost of inventories is included in the item “Cost of goods sold” and
amounted to SEK 0 (0) (2,409).

B NOTE 13 ACCOUNTS RECEIVABLE AND OTHER RECEIVABLES

Group Parent Company

2009 2008 2007 2009 2008 2007
Accounts receivable 31,758 28,795 9,623 64,531 63,812 40
VAT receivable 9,068 10,857 11,706 - - 8,252
Other receivables 9,067 4,935 1,668 3,487 30,115 1,641
Prepaid rents 4,835 5,808 5,589 4,811 5,808 4,539
Prepaid leasing fees - - 721 - - 17
Accrued income interest - — - - - -
Other interim receivables 5,939 7,140 12,954 4,628 6,046 11,261
Total 60,667 57,535 42,261 77,457 105,781 25,750
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Group

Impairment losses on accounts receivable amounted to SEK 2,127 (0) (24). There
have been no impairments of remaining accounts receivable. Carrying amount cor-
responds to fair value since all receivables are current and are due within one year.

Parent Company
Impairment losses on accounts receivable amounted to O (0) (0). There have been

NOTES W 43

no impairments of remaining accounts receivable. Carrying amount corresponds
to fair value.

At December 31, 2009, accounts receivable amounting to SEK 3,462 (4,261)
fell due for payment without any impairment being considered necessary. These
relate to a few independent customers who previously have paid their overdue
invoices. An age analysis of these accounts receivable is presented below.

Group Parent Company
2009 2008 2007 2009 2008 2007
Less than 43 days 2,879 2,079 2,650 1,603 1,227 -
44 days and older 583 5,666 1,611 - 3,212 -
Total 3,462 7,745 4,261 1,603 4,439 -
W NOTE 14 CASH AND CASH EQUIVALENTS
Group Parent Company
2009 2008 2007 2009 2008 2007
Cash and bank balances 87,414 188,220 236,889 12,790 29,608 54,802
Municipal, banking/housing and commercial paper - - 54,709 - - 54,709
Total 87,414 188,220 291,598 12,790 29,608 109,511

Financial assets in the form of current investments are recognized at fair value in profit and loss.

Credit quality of financial assets

The credit quality of financial assets that have neither fallen due for payment or require impairment can be assessed by referring to an external credit rating (if such a rating

is available) or to the counterparty’s payment history:

Accounts receivable 2009 2008 2007
Counterparties with no external credit rating. 31,758 28,795 9,623
Total accounts receivable with no external credit rating 31,758 28,795 9,623
Bank balances and short-term bank deposits

Aa2 87,414 188,220 291,598
Total bank balances and short-term bank deposits 87,414 188,220 291,598

B NOTE 15 SHARE CAPITAL AND OTHER CAPITAL CONTRIBUTIONS

Shares outstanding

As of December 31, 2009, the number of shares outstanding in the company was 23,401,252 all of which were common shares. All shares carry one voting right. The par
value of each share is SEK 0.4. The change in the number of shares is distributed as follows:

Shares outstanding on January 1, 2007 13,884,750
Subscription for shares through exercise of employee stock options +,42,500
Subscription for shares through exercise of warrants +,59,250
Newly used shares in connection with the acquisition of Biolipox AB +,7,630,895
Shares outstanding on December 31, 2007 21,617,395
Subscription for shares through exercise of employee stock options -
Subscription for shares through exercise of warrants -
Shares outstanding on December 31, 2008 21,617,395
Subscription for shares through exercise of employee stock options +6,084
Newly used shares in connection with the acquisition of PharmaKodex Ltd +,1,777,773
Shares outstanding on December 31, 2009 23,401,252

Authorization from the Annual General Meeting

At the Annual General Meeting on April 3, 2009, the Board received authorization to issue new shares against capital contributed in kind, however, such a share issue
may not result in the company’s share capital or number of shares in the company at any given time increasing by more than a total of 15 percent, or result in the com-
pany’s share capital exceeding the highest share capital permitted at any given time in accordance with the Articles of Association.
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B NOTE 15 CAPITAL AND OTHER CAPITAL CONTRIBUTIONS (contd.)

Trend in share capital

Change in Change in Total number Total share Nominal
Year Transaction number of shares share capital (SEK) of shares capital (SEK) value (SEK)
1994 Formation of company 500 50,000 500 50,000 100
1996 Bonus issue 500 50,000 1,000 100,000 100
1997 New issue 20 2,000 1,020 102,000 100
1998 Bonus issue 9,180 918,000 10,200 1,020,000 100
2000 New issue 600 60,000 10,800 1,080,000 100
2000 New issue 5,400 540,000 16,200 1,620,000 100
2002 New issue 8,830 883,000 25,030 2,503,000 100
2003 New issue ? 6 600 25,036 2,503,600 100
2003 New issue ¥ 9,242 924,200 34,278 3,427,800 100
2004 New issue ¥ 2,298 229,800 36,576 3,657,600 100
2004 New issue 376 37,600 36,952 3,695,200 100
2005 New issue © 1,337 133,700 38,289 3,828,900 100
2005 Share split 7 9,533,961 - 9,572,250 3,828,900 0,4
2005 New issue ® 3,700,000 1,480,000 13,272,250 5,308,900 0,4
2005 New issue ¥ 20,250 8,100 13,292,500 5,317,000 0,4
2006 New issue 1© 592,250 236,900 13,884,750 5,553,900 0,4
2007 New issue 'V 101,750 40,700 13,986,500 5,594,600 0,4
2007 New issue 2 7,630,895 3,052,358 21,617,395 8,646,958 0,4
2009 New issue ¥ 6,084 2,434 21,623,479 8,649,392 0,4
2009 New issue 14 1,777,773 711,109 23,401,252 9,360,500 0,4

1 New issue of preference shares of series P1 directed to the main shareholders in connection with their
initial investment in the company, at a subscription price of SEK 4,530 per share pursuant to a resolution
by an Extraordinary General Meeting of Shareholders held on April 11, 2002.

New issue of shares through the exercise of warrants at a subscription price of SEK 6,800 per share.

New issue of 6,365 preference shares of series P1 and 2,877 ordinary shares in connection with the

acquisition of CePeP against contribution in the form of shares in CePeP pursuant to a resolution by an

Extraordinary General Meeting of Shareholders held on August 27, 2003.

New issue of preference shares of series P2 to the Principal Shareholders against set off of claims under

a credit facility agreement and to Catella Fokus pursuant to a resolution of the Board of Directors on

August 5, 2004. The subscription price per share was 19,611.4.

% New issue of preference shares of series P2 to shareholders and directors wishing to subscribe for
shares on the same terms as Catella Fokus and the main shareholders pursuant to a resolution of the
Board of Director on August 31, 2004.

% New issue of shares through the exercise of warrants at a subscription price of SEK 100 per share. The
warrants were issued together with shares issued under Note (4) and (5) as units.

7 The 250:1 share split was adopted by the Annual General Meeting of Shareholders held on April 20,

&

Share-based incentive program
Orexo has introduced an incentive program consisting of employee stock options
and warrants designed to motivate and reward through ownership, and as a result
to promote the company’s long-term interests. Since 2002, a total of slightly more
than 100 people have participated in the incentive programs of the Group compa-
nies (Orexo AB and Biolipox AB).

Ownership rights to the warrants have been transferred on commercial terms
to employees or other participants in the incentive program directly through allot-
ment, while the stock options are vested in the form of one third or a quarter of the
number of allotted options on each of the first three or four anniversary dates of

2005, and was implemented in connection with the listing in November 2005.

& New issue implemented in connection with the listing in November 2005.

9 New issue of 9,750 shares through issue of 39 warrants at a subscription price of SEK 9.20 per share
and new issue 10,500 shares through the exercise of 42 warrants at a subscription price of SEK 12.70
per share.

19" New issue of 269,000 shares through exercise of 1,076 employee stock options, new issue of 281,500
shares through exercise of 1,126 warrants and new issue of 41,750 shares through the exercise of 167
hedge options.

10 New issue of 42,500 shares through the exercise of 170 employee stock options and a new issue of
59,250 shares through the exercise of 237 warrants.

12/ New issue in connection with the acquisition of Biolipox AB in November 2007.

13 New issue of 5,750 shares through the exercise of 23 warrants and new issue of 334 shares through the
exercise of 334 warrants

14 New issue in connection with the acquisition of PharmaKodex Ltd.

the allotment date, provided that the holder remains employed or is a Board mem-
ber in Orexo on this date.

At December 31, there were a total of 2,671,953 options outstanding, which
provide entitlement to subscribe for 2,395,523 shares in Orexo and the exchange
of 276,430 options for shares in Orexol). Each option issued by Biolipox AB pro-
vides entitlement to exchange it for one share in Orexo AB and a corresponding
number of shares are held by the independent company Pyrinox AB.

The tables below are a summary of the changes in the number of options out-
standing during the period January 1, 2009 to December 31, 2009 and the aver-
age subscription price within each category.

Opening, Outstanding,
Category Jan 1, 2009 Change Dec 31, 2009 Exercisable
Employee stock options
Of which:
Decided and allotted employee stock options 651,075 651,075
Allotted, February 2009 329,500 329,500
Exercised -6,084 -6,084
Forfeited -98,175 -98,175
Total 876,316 346,606
Decided and allotted to Board members 12,845 12,845
Allotted, May 2009 22,362 22,362
Total 35,207 -
Decided and allotted warrants 15,250 15,250
Expired -5,250 -5,250
Total 10,000 10,000
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Decided, unallotted employee stock options

Employee stock options

Opening balance decided at 2008 AGM 429,500 429,500

Less, allotment February 2009 -329,500 -329,500

Less, returns -100,000 -100,000

Decided at 2009 AGM* 470,000 470,000

Total 470,000 -
Warrants held by subsidiaries for cash flow hedging of payroll overheads 78,000 78,000

Total 78,000 78,000

Total employee stock options

1,186,670 282,853 1,469,523 434,606

Employee stock options utilized from Biolipox (non-diluting included in newly issued shares in conjunction with

acquisition of Biolipox) 334,851 -138,744 196,107 170,294
Warrants utilized from Biolipox for cash flow hedging of payroll overheads (non-diluting) 130,374 -50,051 80,323 80,323
Total options from Biolipox 465,225 -188,795 276,430 250,617
Total employee stock options 1,651,895 94,058 1,745,953 685,023
Other options

Warrants constituting supplementary purchase consideration for the acquisition of Biolipox AB? 926,000 - 926,000 926,000
Total outstanding options 2,577,895 94,058 2,671,953 1,611,023

No employee stock options were forfeited.
The average exercise price during the year was SEK 0.86 per share.

D Allinformation regarding options issued by Orexo AB has been restated to take into account the 1:250
share split conducted in November 2005. The 2005 Annual Report states that older option certificates
provide entitlement to subscribe for 250 shares after the split. The reported data regarding options issued
by Orexo AB refer to the number of shares to which each option provides entitlement to subscribe for
shares following the share split. All data regarding options issued by Biolipox AB are restated using a

to the number of shares for which each option may be exchanged after recalculation.

2 Pertains to supplementary purchase consideration for the acquisition of Biolipox. These warrants could
have been utilized if certain events had occurred prior to December 31 2009. However, these events did
not occur which is why the warrants expired on January 2010.

3 These options were decided on at the Annual General Meeting held in April 2009, but have not yet been

factor of 0.45854, which corresponds to the computed value of the options related to the share price for allotted.

the Orexo share on the acquisition date. The reported data regarding the options issued by Biolipox refers
Average subscription price by category

Outstanding, Outstanding,

Category Jan 1, 2009 Additional Allotted Allotted Forfeited Dec 31, 2009 Exercisable
Employee stock options’, Orexo AB 54,7 - 329,5 6,1 98,2 2,5 53,7
Options for Board members, Orexo AB 0,4 0,4 22,4 - - 0,4 -
Warrants, Orexo AB 20,8 - - - 5,2 12,7 12,7
Hedge options, Orexo AB 9,2 - - - - 9,2 9,2
Employee stock options, Biolipox AB 0,25 - - - 138,9 0,25 0,25
Hedge options Biolipox AB 0,25 - - - 50,0 0,25 0,25
Options, supplementary purchase price 0,4/500 - - - - 0,4/500 500

Dln calculating the average exercise price 470,000 options from the 2009/2019 program have not been included as they have not been allotted and no exercise price has been set.

In January — December 2009, 6,084 employee stock options from Orexa’s options
programs were exercised. Also in January — December 2009, 131,065 of Biolipox’
employee share options were exercised, entailing that the holders exchanged

their options for 131,065 Orexo shares, which had been held by the independent
company, Pyrinox AB. Thus, this exercise of options does not mean that Orexo has
issued more shares.

Allotment during the year
New employee stock options were allotted in February 2009. The division between
senior executives after returns of 100,000 stock options in April 2009 was as follows:

= President: 30,000 stock options
= QOther senior executives: 120,000 stock options
= Other employees: 179,500 stock options

The exercise price amounts to SEK 51 per share and the stock options can be
exercised up to and including December 31, 2018. The vesting of employee stock
options takes the form of one third of the total allotted options on any of the three
anniversary dates that arise immediately after February 25, 2009. The market
value, computed using the Black & Scholes method, amounted on the allotment
date to SEK 11.99 per option.

share price: SEK 45.8

lifetime: 10 years

exercise price on subscription: SEK 51
risk-free rate of interest: 1.86%
expected volatility: 35%

estimated dividend: SEK O

In May 2009, 22,362 options for Board members were allotted that provide entitle-
ment to subscribe for a total of 22,362 Orexo shares. These options for Board
members were allotted free of charge to Board members elected at the 2009 Annual
General Meeting. Vesting takes the form of one-fourth on the day after the public of
Orexo’s quarterly report for the first quarter and one fourth after the publication of
the quarterly reports for each of the quarters from the second to fourth quarters dur-
ing the mandate period for the 2009 fiscal year. The Board members’ are entitled to
request exercise from the second year after the 2009 Annual General Meeting. The
final exercise date for the shares for Board members is December 31, 2016 and the
subscription price amounts to SEK 0.40 per share. The market value, computed using
the Black & Scholes method, totalled SEK 36.82 per option on the allotment date.

= share price: SEK 37.20

= |ifetime: 4 years

= exercise price on subscription: SEK 0.40
= risk-free rate of interest: 1.74%

= expected volatility: 35%

= estimated dividend: SEK O

New employee options program resolved at Annual General Meeting

Orexo's Annual General Meeting held on April 23, 2009 resolved to adopt a new
employee options program involving the issuance of a warrants program and
approval of the disposal of the warrants within the framework of the employee
options program. The employee options program covers 470,000 employee
options. Each employee option may be exercised to acquire one share in Orexo in
return for payment of an exercise price set at 110 percent of the market value of
the Orexo share on the allotment date. Full exercise of the new warrants will lead
to a dilution of about 2 percent of the share capital and voting rights in Orexo.



46 W NOTES

OREXO ANNUAL REPORT 2009

Il NOTE 15 CAPITAL AND OTHER CAPITAL CONTRIBUTIONS (contd.)

The Annual General Meeting also resolved to adopt a Board shareholder program
entailing the issuance of 31,350 warrants as well as the approval of the disposal of
warrants within the framework of the Board shareholder program. Board members
who participate in Orexo’s Board shareholder program receive 50 percent of their
Board fees and any fees for committee work in cash and are allotted Board shares
in an amount that, on the allotment date, corresponds to 50 percent of the value of
the Board fee and any remuneration for committee work. The right to acquire new
shares in accordance with Board shares is conditional on Board members remain-
ing on the Board throughout the entire or part of the mandate period. Each Board
share should entitle the holder to acquire one share in Orexo against payment of
an exercise amount set at the par value of the Orexo share.

Forfeited options

During the year, the Board decided to forfeit options and deregister warrants at
the Swedish Companies Registration Office that provided entitlement to 98,175
shares, which reduces the dilution in conjunction with full exercise of all outstand-
ing warrants by about 0.4 percentage points. The forfeited options refer to vested
options to employees and Board members who terminated their employment

and will thus be unable to exercise them. Also, during 2009, 7,679 of Biolipox’
employee stock options were forfeited, which also involved non-vested options to
employees who had terminated their employment and were thus unable to exer-
cise the options.

Allotment of options, 2002-2009 - distribution by employee category

The total allotment within Orexo’s employee options program for the years 2002—
2009 - including options allotted at Biolipox ahead of its acquisition — for subscrip-
tion for a total of 1,600,706 shares is distributed as follows:

Board members: 128,836 shares, for which subscription has been made for
14,592 shares.

President/CEO: 190,050 shares, for which subscription has been made for
53,878 shares.

Other senior executives: 332,434 shares, for which subscription has been made
for 41,282 shares.

= QOther employees: 949,386 shares, for which subscription has been made
for 383,324 shares.

Allotment of warrants for the period 2002-2009, providing entitlement to
a total of 376,250 shares, is distributed as follows:

= Board members: 139,500 shares, for which subscription has been made
for all shares.

= Former President/CEO: 164,250 shares, for which subscription has been
made for all shares.

= Qther senior executives: O shares.

= QOther employees: 72,500 shares, for which subscription has been made
for 57,250 shares.

Costs related to company option programs

The company’s total costs for employee options programs for 2009 amounted to
SEK 8.2m (1.5). Of this total, SEK 4.0m (1.1) is at attributable to administrative
personnel; SEK 3.4m (0.5) to R&D personnel; and SEK 0.8m (neg: 0.1) to sales-
related personnel.

The costs for the programs pertain both to estimated costs for the value of the
employee vesting during the period, marked to market at the time of allotment,
as well as the vested portion during the period of the estimated payroll overhead
on the changes in value. The company will need to pay payroll overheads on the
gain that arises in conjunction with the exercise of the employee stock options,
calculated as the difference between the exercise price of the stock option and the
market value of the share.

The payroll overheads that could arise as a result of the employee stock option
program have been financially and, thus, largely for cash flow purposes hedged
through the issue of warrants to one of Orexo’s subsidiaries. This hedging does not
qualify for hedge accounting in accordance with IFRS.

Detailed description of changes during the year

The table below provides a detailed description of Orexo’s share-based incentive
program with changes during the year, subscription prices, lifetimes and potential
dilution.

Number of
shares to which
the security
provides
entitlement, at

Supplement Allotment

Number of
shares to which
the security
provides Number of
Exercised Forfeited  entitlement, Subscription Program shares and

Type of securities Jan 1, 2009 ? during the year during the year during the year during the year Dec. 31 2009 prices (SEK) extends to voting rights?
Decided and allotted options
Employee stock options 2002 42,000 - - -3,250 - 38,750 9.2 2012-12-31 0.1
Employee stock options 2003 2,500 - - - - 2,500 12.7 2013-12-31 0.0
Employee stock options 2004 75,750 - - -2,500 - 73,250 18.1 2014-06-30 0.3
Employee stock options 2005:| 6,750 - - - - 6,750 18.1 2013-12-31 0.0
Employee stock options 2005:11 33,250 - - - - 33,250 53.6 2015-09-30 0.1
Employee stock options 2005/2006 ¥ 47,600 - - - -4,500 43,100 113 2015-12-31 0.2
Employee stock options 2006/2016 ¥ 5,000 - - - -5,000 0 0.0
Employee stock options 2006/2016 # 82,725 - - - -14,300 68,425 119 2016-12-31 0.3
Employee stock options 2007/2017 318,000 -334 -45,000 272,666 44 2017-12-31 1.0
Employee stock options 2008/2018 37,500 - - - - 37,500 56 2018-12-31 0.1
Employee stock options for Board
members 2008/2015 12,845 = = = = 12,845 0.4 2015-12-31 0.0
Employee stock options 2008/2018 0 429,500 -129,375 300,125 51 2018-12-31 1.2
Employee stock options for Board
members 2008/2016 0 22,362 22,362 0.4 2016-12-31 0.1
Warrants 5,250 - - - -5,250 0 0.0
Warrants 10,000 - - - - 10,000 12.7 2013-12-31 0.0
Sub-total 679,170 451,862 0 -6,084 -203,425 921,523 50.11 - 34
Options decided on during the year
Employee stock options
2008/2018, 2009/2019 429,500 470,000 -429,500 - - 470,000 - 2019-12-31 1.8
Options designed to hedge payroll overheads ©
Hedge options to hedge employee stock
options 78,000 - - - - 78,000 9.2 2012-12-31 0.3
1,186,670 921,862 -429,500 -6,084 -203,425 1,469,523
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Options attributable to the acquisition of Biolipox

Employee stock options BX OP | 51,402 -51,402 - 0 0.25 2010-12-31 Non-diluting
Employee stock options BX OP Il 6,282 -6,282 - 0 0.25 2010-12-31 Non-diluting
Employee stock options BX OP 111 20,865 - -7,337 - 13,528 0.25 2010-12-31 Non-diluting
Employee stock options BX OP IV 6,878 - -4,815 - 2,063 0.25 2010-12-31 Non-diluting
Employee stock options BX OP V 75,439 -32,219 - 43,220 0.25 2014-12-31 Non-diluting
Employee stock options BX OP VI 917 - -917 - 0 0.25 2014-12-31 Non-diluting
Employee stock options BX OP VII 59,120 - - - 59,120 0.25 2015-12-31 Non-diluting
Employee stock options BX OP VIII 51,938 - -21,669 -2,296 27,973 0.25 2015-12-31 Non-diluting
Employee stock options BX OP IX 62,010 - - -6,424 -5,383 50,203 0.25 2016-12-31 Non-diluting
Hedge options 130,374 - - -50,051 - 80,323 0.25 2010-12-31 Non-diluting
Warrants relating to supplementary

purchase price 926,000 - - - - 926,000 0.4/500 2009-12-31 3.6
Sub-total 1,391,225 - - -181,116 -7,679 1,202,430

Total number of securities in

the share-based incentive program 2,577,895 921,862 -429,500 -187,200 -211,104 2,671,953 - - 9.1

D The number of shares after the 250:1 share split conducted in November 2005.

2 After full dilution through the exercise of warrants.

3 Options corresponding to subscription for 66,950 shares from this program were transferred to the
program, Employee stock options 2006/2016.

4 Options corresponding to subscription for 66,950 shares to this program were transferred from the
program, Employee stock options 2005/2006.

% The subscription price for employee stock options must correspond to 110 percent of the market price for
shares in Orexo on the date of allotment of the options. The subscription price for the underlying warrants
is SEK4.0.

 Warrants held by Orexo’s subsidiary Pharmacall AB and which are designed for the cash flow hedging
of payroll overheads that may arise as a result of the employee stock option program.

Change in number of outstanding stock options in 2008

Outstanding,

Outstanding,

Category Jan 1, 2008 Additional Allotted Exercised Forfeited® Dec 31, 2008 Exercisable
Employee stock options

Decided and allotted employee stock options SYSE52.5) - 412,500 - -134,950 651,075 199,292
Decided and allotted options for Board members - - 16,388 - -3,541 12,847 0
Decided and allotted employee warrants 15,250 - - - - 15,250 15,250
Decided but not allotted employee stock options 372,000 470,000 -412,500 - - 429,500 0
Hedge options 78,000 - - - - 78,000 78,000
Total options decided 838,775 470,000 16,388 0 -138,491 1,186,672 292,542
Employee stock options taken over from Biolipox (non-diluting) 399,167 - - -44,427 -19,889 334,851 228,504
Hedge options taken over from Biolipox (non-diluting) 135,374 - - -5,000 - 130,374 130,374
Total options from Biolipox 534,541 0 0 -49,427 -19,889 465,225 358,878
Total employee stock options 1,373,316 470,000 16,388 -49,427 -158,380 1,651,897 651,420
Other options

Warrants constituting supplementary purchase consideration for

the acquisition of Biolipox AB 926,000 - - - - 926,000 926,000
Total options outstanding 2,299,316 470,000 16,388 -49,427 -158,380 2,577,897 1,577,420

Exercise during the year
In 2008, no new shares were subscribed for through the exercise of options in
Orexo’s options programs.

Allocations during the year

In February 2008, options were allotted that provide entitlement to subscribe for a
total of 372,000 shares, distributed in the form of 50,000 shares to the President,
85,000 shares to other senior executives and 237,000 shares to other employees.
The lifetime of the options extends through December 31, 2017. The vesting of
employee stock options takes the form of one third of the total allotted options on
any of the three anniversary dates that arise immediately after February 21, 2008.
The market value, computed using the Black & Scholes method, amounted on the
allotment date to SEK 11.50 per option.

share price: SEK 44

lifetime: 4 years

exercise price on subscription: SEK 44

risk-free rate of interest: 4.75%

expected volatility: 25%

estimated dividend: SEK O

In August 2008, 40,500 options were allotted free of charge to employees, distrib-

uted in the form of 30,000 to other senior executives and 10,500 to other employ-
ees. The lifetime of the options extended through December 31, 2018. The vesting
of employee stock options takes the form of one third of the total allotted options
on any of the three anniversary dates that arise immediately after August 22, 2008.
The market value, computed using the Black & Scholes method, amounted on

the allotment date to SEK 15.38 per option. The volatility is set on the basis of the
market-based volatility for the industry and the expected lifetime is estimated as
the vesting period + 1 year.

= share price: SEK 56

= |ifetime: 4 years

m exercise price on subscription: SEK 56

m risk-free rate of interest: 4.49%

= expected volatility: 25%

= estimated dividend: SEK O

In May 2008, 16,388 options from the Board shareholder program were allotted
and these options may be exercised through December 31, 2015. Vesting takes
the form of one-fourth after the announcement of Orexo’s quarterly report for the
first quarter and one fourth after the publication of the quarterly reports for each of
the quarters between the second and fourth quarters during the mandate period
for the fiscal year during which the Board member was elected or re-elected.
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The market value, computed using the Black & Scholes method, totalled SEK
55.15 per option on the allotment date. The volatility is set on the basis of the mar-
ket volatility as assessed for the industry and the expected lifetime is calculated as
the vesting period + 1 year.

= share price: SEK 59

lifetime: 4 years

exercise price on subscription: SEK 0.40
risk-free rate of interest: 4.62%
expected volatility: 25%

estimated dividend: SEK O

Changes in the number of options outstanding during 2007

Outstanding,

Outstanding,

Category Jan 1, 2007 Additional Allotted Exercised Forfeited? Dec 31,2007 Exercisable
Employee stock options

Decided and allotted employee stock options 329,800 - 156,975 -42,500 -70,750 373,525 216,950
Decided and allotted employee warrants 74,500 - - -59,250 - 15,250 15,250
Decided but not allotted employee stock options 195,000 333,975 -156,975 - - 372,000 0
Hedge options 78,000 - - - - 78,000 78,000
Total options decided 677,300 333,975 0 -101,750 -70,750 838,775 310,200
Employee stock options taken over from Biolipox (non-diluting) - 408,436 - - - 408,436 0
Hedge options taken over from Biolipox (non-diluting) - 126,105 - - - 126,105 126,105
Total options from Biolipox 0 534,541 0 0 0 534,541 126,105
Total employee stock options 677,300 868,516 0 -101,750 -70,750 1,373,316 436,305
Other options

Warrants constituting supplementary purchase consideration for

the acquisition of Biolipox AB - 926,000 - - - 926,000 926,000
Total options outstanding 677,300 1,794,516 0 -101,750 -70,750 2,299,316 1,362,305

Exercise during 2007

In 2007, the equivalent of 101,750 new shares were subscribed for through the
exercise of options in Orexo’s options programs, of which 42,500 pertained to
employee stock options and 59,250 to warrants.

Allotments in 2007

In February 2007, options were allotted that provide entitlement to subscribe

for a total of 156,975 shares, distributed among 76,000 shares to other senior
executives and 80,975 shares to other employees. The President was not allotted
any options in this program. The subscription price was SEK 119 per share and
the lifetime of the options extended through December 31, 2016. The vesting of

employee stock options takes the form of one third of the total allotted options on
any of the three anniversary dates that arise immediately after February 2, 2007.
The market value, computed using the Black & Scholes method, amounted on the
allotment date to SEK 35.53 per option.

share price: SEK 119

lifetime: 4 years

exercise price on subscription: SEK 119

risk-free rate of interest: 3.93%

expected volatility: 30%

estimated dividend: SEK O

B NOTE 16 RESERVES

Translation reserve Total
January 1, 2009
Hedging of net investment 2,329 2,329
Exchange-rate differences -7,574 -7,574
December 31, 2009 -5,245 -5,245

B NOTE 17 EXERCISED HEDGE OPTIONS

On exercise of Orexo’s issued employee stock options, the difference between the
prevailing market value of the share and the exercise price is taxed as income from
employment for the employee. Correspondingly, Orexo is liable to pay payroll over-
head on this difference. The cost for these payroll overheads are allocated continu-
ously during the lifetime, while payment of the fees is made first on exercise. To
hedge against the liquidity effect this entails, Orexo issued options to the subsidiary
Pharmacall, with the intention that the subsidiary is to sell these on the market

and use the resulting proceeds to pay the payroll overhead. Such hedging does
not qualify for hedge accounting in accordance with IFRS, but is instead an equity
transaction. The consolidated gain that arises on the divestment of the options is
recognized in shareholders’ equity and as an increase in shareholders’ equity des-
ignated “Exercised hedge options,” while the liquidity Orexo receives through exer-
cise of these options is recognized under “Subscription of shares through exercise
of warrants.” No hedge options were exercised in 2007, 2008 or 2009.

B NOTE 18 PROVISIONS

Group Parent Company
2009 2008 2007 2009 2008 2007
Supplementary purchase consideration, Inflazyme 10,301 9,510 9,100 - - -
Estimated costs, payroll overheads, employee stock options. 813 490 162 813 490 162
Total 11,114 10,000 9,262 813 490 162

The provision pertains to estimated costs for payroll overheads pertaining to the employee options program, which are recognized in accordance with UFR 7. The long-
term portion of payroll overheads is recognized as a provision, while the remainder is recognized as “Other current liabilities.”
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B NOTE 19 LIABILITIES

Group Parent Company
2009 2008 2007 2009 2008 2007
Bank loan, long-term portion 12,800 - - 12,800 - -
Total 12,800 - - 12,800 - -
Bank loan, short-term portion 3,200 - - 3,200 - -
Total 3,200 - - 3,200 - -

The bank loan falls due for payment in 2012 and bears interest at an average rate of 3-3.5 percent per year.
The collateral for the bank loan comprises a chattel mortgage amounting to SEK 16m, refer to Note 21.

Hl NOTE 20 ACCOUNTS PAYABLE AND OTHER LIABILITIES

Group Parent Company
2009 2008 2007 2009 2008 2007
Accounts payable 18,064 17,840 51,785 13,064 13,150 39,190
VAT 4,131 5,630 - 4,131 5,614 -
Employee withholding tax 2,019 2,628 3,497 1,894 2,376 1,701
Deduction, payroll overhead 1,828 2,891 3,042 1,711 2,281 1,414
Deduction: special employer’s contribution 8,578 7,018 4,604 IO 55) 4,906 1,721
Deduction: taxes and fees - - 1 - - -
Other current liabilities 9,370 1,385 1,877 6,886 893 -1,202
Accrued salaries 1,000 6,814 10,936 384 6,144 8,987
Accrued vacation pay 8,438 6,395 5,706 7,778 5,714 3,927
Accrued payroll overhead 3,086 4,380 5,880 2,686 3,975 4,673
Other interim liabilities 15,459 66,846 32,661 14,185 60,548 14,474
Total 66,968 121,827 119,987 55,774 105,601 74,885
W NOTE 21 PLEDGED ASSETS
Group Parent Company
2009 2008 2007 2009 2008 2007
Chattel mortgages for overdraft facility 16,000 - 2,500 16,000 - 2,500
Collateral for currency futures contracts - - 12,000 - - -
Total 16,000 - 14,500 16,000 - 2,500
Bl NOTE 22 CONTINGENT LIABILITIES
Group Parent Company
2009 2008 2007 2009 2008 2007
Capital adequacy guarantee, Pharmacall AB - - - 1,000 1,000 1,000
Capital adequacy guarantee, Kibion AB - - - 5,000 10,000 10,000
Guarantee, Swedish Customs 50 50 50 50 50 50
Supplementary purchase consideration, Noster System AB - 7,200 7,200 - - -
Supplementary purchase consideration, Inflazyme 37,771 34,870 36,300 - - -
Total 37,821 42,120 43,550 6,050 11,050 11,050

In conjunction with the acquisition of Inflazyme in November 2007, a contract
was concluded covering a supplementary purchase consideration, provided that
certain targets were attained. A total of SEK 10.3m of the supplementary purchase
consideration was are recognized as a provision and SEK 37.8m was recognized
as a contingent liability since the latter does not appear to be a likely payment in
view of the development statistics for the drug. The supplementary purchase con-
sideration was currency adjusted during the year. As a cash flow hedging of payroll
overheads for employee stock options issued by Biolipox, warrants were issued to
Pyrinox AB. Orexo has pledged to cover any deficits over and above that covered
by the warrants with durations until December 31, 2016.

In connection with the acquisition of Noster System AB in 2006, Orexo agreed
to a supplementary purchase consideration in a maximum amount of SEK 7.2m,

which is to be paid provided that the sales of the product Heliprobe™ System
attain certain set targets by December 31, 2009. The calculated supplementary
purchase consideration is estimated at SEK 1.8m — 2m and will be paid in the first
quarter of 2010. The calculated supplementary purchase consideration is now rec-
ognized as a liability which is why no contingent liability remains in the accounts.

Orexo acquired the UK pharmaceutical company PharmaKodex in February
2009. The acquisition included conditional payments based on license revenue
from PharmaKodex’ current programs and technologies as well as certain mile-
stone payments that are not recognized as a liability. Orexo has a loan of SEK 16m
with Nordea, for which the collateral comprises chattel mortgage totaling a cor-
responding amount.
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B NOTE 23 DISTRIBUTION OF REVENUE

Group Parent Company
2009 2008 2007 2009 2008 2007
Sales, products 51,497 38,352 27,648 - - -
Royalties 18,472 145, - 18,472 145 -
License revenue 119,538 123,122 34,000 119,538 123,122 34,000
Forward invoicing of R&D costs 46,388 71,727 15,109 70,173 84,490 14,389
Other 209 - - - - -
Total 236,104 233,346 76,757 208,183 207,757 48,389
B NOTE 24 COSTS BY TYPE OF COST
Group Parent Company
2009 2008 2007 2009 2008 2007
Raw materials and consumables 41,503 32,444 26,835 I2A553) 11,784 9,162
Other external costs 162,469 181,642 132,307 132,250 142,142 125,144
Personnel costs 128,619 128,475 92,967 105,518 109,522 77,603
Depreciation/amortization and impairment 10,838 10,734 5,875 7,196 7,147 4,573
Forward invoicing of renovation costs - - 9,300 = = 9,300
Carrying amount 343,429 353,295 267,284 257,517 270,595 225,782
B NOTE 25 AUDITORS’ FEES
Group Parent Company
2009 2008 2007 2009 2008 2007
Auditing, Ohrlings PricewaterhouseCoopers 1,185 1,219 1,447 1,088 1,114 1,352
KPMG - 288 82 - - -
Deloitte 12 - - - - -
Silver Levene 150 - - - - -
Non-auditing assignments, Ohrlings PricewaterhouseCoopers 1,267 901 1,532 1,267 875 1,523
KPMG -43 85 - - -
Total 2,614 2,365 3,146 2,355 1,989 2,875
B NOTE 26 EXCHANGE-RATE DIFFERENCES
Operating profit includes exchange-rate differences on operating Group Parent Company
receivables and operating liabilities as follows: 2009 2008 2007 2009 2008 2007
Other operating revenues 6,026 7,098 920 2,822 4,400 298
Other operating costs -9,989 -3,495 -1,489 -6,203 -1,668 -1,113

Total -3,963 3,603 -569 -3,381 2,732 -815
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Il NOTE 27 REMUNERATION TO EMPLOYEES
2009 Average 2008 Average 2007 Average

number of Of whom number of Of whom number of Of whom

employees men employees men employees men
Average number of employees, Group
Sweden 118 40 122 43 80 30
UK 6 5] 1 1 -
Group total 124 45 123 44 80 30
Average number of employees, Parent Company
Sweden 110 39 114 42 70 26
Group total 110 39 114 42 70 26
Costs and remuneration to all employees and the Board

Group Parent Company

Wages/salaries, remuneration and payroll overheads 2009 2008 2007 2009 2008 2007
Salaries and other remuneration to the Board, President and executive management 15,233 15,209 23,612 13,967 14,162 22,543
Salaries and other remuneration to the other employees 60,819 61,762 36,208 50,387 51,835 27,862
Pension costs for the Board, President and executive management ? 2,726 2,738 2,067 2,366 2,395 1,816
Pension costs for other employees 11,778 12,480 9,058 10,307 13,999 7,000
Payroll overheads for the Board, President and executive management 5,447 5,595 5,041 4,962 4,591 4,694
Payroll overheads for other employees? 21,313 25,966 8,727 18,121 20,066 6,234
Other personnel costs 15,769 6,050 10,104 9,333 3,799 9,304
Total 133,085 129,800 94,817 109,443 110,847 79,453

b Pertains in its entirety to defined-contribution pension plan.

2 0f which 448 (55) (-4,608) pertains to estimated costs for payroll overhead for employee stock options programs.

Remuneration principles

As a rule, fees paid to the Board, including the Board Chairman, are set by the
shareholders at the Annual General Meeting. Certain remuneration is paid for work
in Board committees.

Orexo’'s Remuneration Committee comprises Hakan Astrdm, Johan Christenson
and Raymond Hill. The Remuneration Committee convenes as needed and is
charged with the task of preparing decision data for the Board regarding wages,
salaries and bonuses, as well as the task of making decisions on certain issues
regarding remuneration paid to the President and other senior executives that in
addition to the President comprise five persons. The Remuneration Committee
held one (one) meeting during the year

Guidelines approved by the 2009 Annual General Meeting

Reasons

Orexo shall offer market terms and conditions so that the company can recruit and
retain skilled personnel. Remuneration to company management shall comprise
fixed salary, variable remuneration, long-term incentive program, pension and
other usual benefits. The remuneration is based on the individual’'s commitment
and performance in relation to previously established goals, individual as well as
common goals for the entire company. Evaluation of individual performance is
carried out continuously.

Fixed salary

The fixed salary is reviewed as a rule each year and shall take into account the
individual's qualitative performance. The fixed salary for the President and other
senior executives shall be on market terms.

Variable remuneration

The variable remuneration shall take into account the individual’s level of respon-
sibility and degree of influence. The size of the variable remuneration is based on
the individual’s percentage fulfillment of established goals. The variable remunera-
tion shall amount to not more than 40 percent of fixed salary for the President and

20 percent of fixed salary for the other senior executives. In addition, the Board
shall have the possibility to make discretionary allotments of variable remuneration
in the form of bonuses when the Board deems this is appropriate.

Employee stock options program

Orexo has established a results-based incentive program intended to promote the
company’s long-term interests through motivating and rewarding the company’s
senior executives and others. Allotment under the incentive program is based on
the fulfillment of defined targets. Refer to Note 15 and the company’s website for
a description of the company’s long-term incentive: www.orexo.com.

Other remuneration and employment terms

The President and the First Executive Vice President are covered by a defined-
contribution pension plan. Pension premiums paid by the company amount to 21
percent of the President’s and the First Executive Vice President’s monthly sala-
ries. Other senior executives are covered by defined-contribution pension plans.
The premium levels are lower than the premium level for the Swedish ITP plan,
and amount to an average of 23 percent of the fixed salary.

The employment agreement with the President and the First Executive Vice
President may be terminated with a notice period of six months. Employments
agreements for other senior executives may be terminated with a notice period
varying from three to twelve months. A monthly salary is to be paid during the
notice period. The President and the First Executive Vice President are entitled to
severance pay if the company terminates employment, and shall corresponding
to twelve months salary, which includes the pension, but not the bonus earned on
the termination of employment. Apart from this, there are no agreements covering
severance pay for senior executives.

Deviations from guidelines
The Board is entitled to diverge from the above guidelines if the Board feels that in
individual cases there are special factors that warrant such action.
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OREXO ARSREDOVISNING 2008

Basic salary/ Variable Other Pension Share-related Other Total
Category Board fees remuneration benefits costs remuneration remuneration remuneration
Board
Hakan Astrém, Chairman 283 251 534
Monica Caneman, Board member 92 81 173
Johan Christenson, Board member 108 108
Raymond Hill, Board member 167 148 315
Staffan Lindstrand, Board member 92 92
Bengt Samuelsson, Board member 92 81 173
Kjell Strandberg, Board member 92 81 173
Peter Lindborg, Board member 100 117 217
Sub-total 1,026 759 1,785
President
Torbjorn Bjerke, President and CEO 3,403 203 684 334 4,624
Other senior executives (5) 9,538 110 1,682 1,115 12,445
Total 13,967 313 2,366 2,208 18,854

No bonus was paid for 2009.

Other benefits refer primarily to a business car, travel between place of resi-
dence and workplace.

Other senior executives, as of December 31, refer to the five people presented
on page 65.

The number of shares and options held by the President and senior executives
is shown in the information regarding the Board on page 64 and the presentation

Board members and senior executives

of executive management on page 65. Refer to Note 15 for a description of the
share-based remuneration.

Orexo has not granted loans, guarantees or provide collateral on behalf of the
company’s Board members, senior executives or accountants. None of the Board
members, senior executives or accountants has directly or indirectly through as-
sociated companies or the immediate families been involved in business deals with
Orexo on non-commercial terms.

2009 Number on the 2008 Number on the 2007 Number on the

closing date closing date closing date
of whom, men of whom, men of whom, men
Group (inc. subsidiaries)
Board members 11 91% 9 78% 9 89%
President and other senior executives 6 66% 6 57% 6 83%
Parent Company
Board members 8 88% 7 86% 9 89%
President and other senior executives 6 66% 6 67% B 100%
Sickness absence
2009 2008 2007
Parent Company % % %
Total sickness absence, % of total ordinary working hours 288 2.2 0.8
of which, long-term sickness absence 48.0 4.1 4.6
Sickness absence for men 3.2 0.8 -
Sickness absence for women 1.8 3.1 0.8
Sickness absence for employees, up to 29 years of age 3.8 1.4 0.7
Sickness absence for employees, between 30 and 49 years of age 2.5 2.8 0.7
Sickness absence for employees, 50 years of age and above 1.5 1.2 1.3




OREXO ANNUAL REPORT 2009

NOTES W 53

B NOTE 28 INCOME TAXES

Group Parent Company

2009 2008 2007 2009 2008 2007
Current tax for the year -1,446 - - -1,390 - -
Current tax attributable to previous years - - - - - -
Deferred tax 308 441 237 - - -
Total -1,138 441 237 -1,390 0 0
Difference between the Group’s tax expense and tax expenses
based on the current tax rate
Recognized pre-tax loss -96,941 -103,495 -172,834 -41,801 -54,805 -159,898
Tax according to current tax rate 25,495 28,979 48,394 10,994 15,345 44,771
Tax effect of Group contributions - - - - -280 -728
Tax effect of non-deductible costs -200 -362 -399 -179 -310 -142
Tax effect of changed tax rate -14,570 - - -7,384 - -
Tax effect of deductible costs not charged to earnings - - - - - -
Tax effect of non-taxable revenue 7 4 1 6 2 -
Increase in unrecognized deferred tax -10,732 -28,621 -47,996 -3,437 -14,757 -43,901
Decrease in deferred tax liability due to temporary differences 308 441 237 - - -
Non-deductible foreign tax -1,446 - - -1,390 - -
Tax on profit for the year according to the statement of operations -1,138 441 237 -1,390 0 0

Tax rate

The current tax rate is the tax rate for income tax in the Group. The tax rate is 26.3 percent (28).
Of current tax for the year, SEK 1,390,000 pertains to foreign tax at source for milestone payments received in accordance with the license revenue for Abstral™ in Japan.

B NOTE 29 DEFERRED INCOME TAX

Deferred tax assets and deferred tax liabilities are netted when there is a legal netting right. Deferred tax liabilities pertaining to temporary differences in conjunction with
acquisition of Biolipox (2007) acquired R&D were netted against the tax-loss carryforwards in Biolipox.

Group Parent Company
2009 2008 2007 2009 2008 2007

Deferred income tax
Deferred tax assets
—related to loss carry-forwards in Biolipox 94,752 94,752 94,752 - - -
- related to other loss carry-forwards 165,823 145,223 111,608 125,076 113,405 98,648
Loss carry-forwards not asset recognized -260,575 -239,975 -206,360 -125,076 -113,405 -98,648
Deferred tax liabilities
—to be paid after more than 12 months -9,717 -107 -419 - - -
—to be paid within 12 months -74 -308 -458 - - -
—to be paid after more than 12 months and related to temporary differences

on acquired R&D -94,752 -94,752 -94,752 - - -
Deferred income tax, net 9,791 415 877 0 0 0

Recognized deferred tax liabilities amounted to SEK 415 at the beginning of the
year and SEK 9,791 at year-end. The deferred tax liabilities relate to temporary
differences attributable to the acquisition of intangible assets.

Deferred tax assets are recognized for tax-loss carryforwards to the extent that
it is probable that they can be applied through future taxable profits. Since it is

difficult to determine when loss carryforwards can be applied, no value has been
recognized in the balance sheet for loss carryforwards other than the netting
described above. The tax loss carryforwards in the Group amount to SEK 990.7m
(843.1). There is no time limit restricted when it can be applied.

Gross changes in respect of deferred tax are as follows: 2009 2008 2007
Opening balance 415 877 356
Tax on amortization of intellectual property rights in the Group 9,376 -462 521
Closing balance 9,791 415 877
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B NOTE 30 EARNINGS PER SHARE

Earnings per share before dilution are computed by dividing the earnings attributable to the Parent Company by a weighted average number of common shares outstand-

ing during the period, as shown in the presentation below.

Group
2009 2008 2007
Earnings used for the calculation of loss per share before dilution -98,079 -103,054 -172,597
Average number of shares before dilution 22,714,784 21,617,395 15,108,176
Loss per share before dilution (SEK per share) -4,32 -4,77 -11,42
Options outstanding 1,925,523 1,683,172 1,392,775

In calculating the earnings per share after dilution, the weighted average number of common shares outstanding is adjusted for the dilution effects of all potential common
shares. The potential common shares in the Parent Company are represented by employee stock options and warrants. As earnings are negative, the same earnings per

share are recognized after dilution as before dilution, as shown in the table above.

B NOTE 31 SHARE DIVIDENDS

No dividend was paid in 2009. The Board will propose to the Annual General Meeting on April 21, 2010 that no dividend be paid for the 2009 fiscal year.

B NOTE 32 UNDERTAKINGS

a) Assumptions pertaining to operational leasing in which Group

companies are the lessees

The Group leases various types of machinery and other technical plant in accor-
dance with cancelable operational leasing agreements. Information on the leasing
expenses recognized in profit and loss during the year is shown in Note 7.

Orexo concluded a new leasing contract, effective January 1, 2007, pertaining to
premises for offices and production facilities.

The nominal value of future leasing fees for non-cancelable leasing agreements
is distributed as follows:

Group Parent Company

2009 2008 2007 2009 2008 2007
Falls due for payment within one year 15,091 15,091 17,756 15,091 15,091 12,531
Falls due for payment later than one year but within 5 years 15,091 31,131 46,222 15,091 30,182 45,273
Falls due for payment later than 5 years - - - - - -
Total 30,182 46,222 63,978 30,182 45,273 57,804
B NOTE 33 DISCLOSURES ON THE CASH-FLOW STATEMENT

Group Parent Company
Adjustments for non-cash items comprise the following: 2009 2008 2007 2009 2008 2007
Depreciation/amortization and impairment 10,503 10,734 5,875 7,196 7,147 4,571
Impairment of shares in subsidiaries - - - - - -
Employee stock option plan, value of employees’ services 8,203 1,631 1,381 7,140 -987 784
Gain/loss from the sale of subsidiaries - - - - - -
Recovered VAT issue fees - - - - - -
Other 2,128 - 205 -86 - -18
Total 20,834 12,265 7,461 14,250 6,160 5,337
Transactions not settled with cash
The most important transaction not settled with cash is the issue of shares as consideration for the acquisition mentioned in Note 36.
Bl NOTE 34 RELATED-PARTY TRANSACTIONS
Purchases and sales between Group companies
The following transactions took place between the companies in the Group:
2009 2008 2007

Forward invoicing of costs 35,966 41,623 2,791
Sales, services 3,323 1,551 572
Total 39,289 43,174 3,363

Remuneration for commitments in respect of pensions and similar benefits for Board members and President

Refer to Note 27. No other related-party transactions occurred.
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B NOTE 35 HOLDINGS IN JOINT VENTURES

The Group has a 50-percent holding in a joint venture, ProStrakan AB, which markets and sells pharmaceuticals. The following amounts are included in the consolidated
balance sheet and statement of operations and represent the Group’s holding of 50 percent of the assets and liabilities and sales and earnings in this joint venture.

2009 2008 2007
Assets
Fixed assets 7,094 7,909 9,253
Current assets 8,142 8,828 9,309
15,236 16,737 18,562
Liabilities
Long-term liabilities - 220 600
Current liabilities 2,072 1,948 1,303
2,072 2,168 1,903
Net assets 13,164 14,569 16,659
Revenues 10,798 9,781 2,879
Costs -11,637 -11,870 -4,517
Net loss of the year -839 -2,089 -1,638

There are no contingent liabilities deriving from the Group’s interest in this joint venture. Neither does this joint venture have any contingent liabilities.

B NOTE 36 ACQUISITION OF OPERATIONS

Acquisition of operations in 2009

On November 24, Orexo AB obtained a controlling influence and thus control of
the acquired UK company PharmaKodex. The company was consolidated in the
Orexo Group as of the same date.

Orexo acquired PharmaKodex in return for payment in two tranches. The first
tranche was paid in newly issued shares in Orexo on February 23, 2009 and Orexo
made a decision about the payment date for the second trance on August 21,
2009. As payment for the first tranche, 843,992 new shares in Orexo were issued
to the previous shareholders in PharmaKodex. A total of an additional 933,781
shares were issued as supplementary purchase consideration in accordance with
the Board’s decision dated August 21, 2009. With the two tranches and taking into

account the share price on each issue date, PharmaKodex is valued at a total of
approximately GBP 6.5m. The acquisition also includes further conditional pay-
ments that are based on revenues from licenses for PharmaKodex’ current pro-
grams and technologies, and on certain milestone payments that are not deemed
to be probable and are recognized as contingent liabilities.

The acquired operations contributed net revenues of SEK Om and a net loss of
SEK 15.2m to the Group for the period February 23, 2009 through December 31,
20009. If the acquisition had occurred on January 1, 2009, the Group’s net rev-
enues would have been affected by SEK Om and the net loss for the Group would
have been SEK 3.2m higher.

Acquired net assets and goodwill (SEKm):

Newly issued shares 80.7
Interest expense, tranche 2 -2.3
Direct costs in conjunction with acquisition 3.9
Total purchase consideration 82.3
Fair value of acquired net assets -82.3
Goodwill 0.0

The fair value of issue shares is based on the noted share price (on February 23 and August 21, 2009).

Acquired carrying

The assets and liabilities included are as follows (SEKm): Fair value amount
Intangible assets

— Acquired research and development 60.0 -
Tangible fixed assets 0.4 0.4
Intangible fixed assets 1.5 1.5
Current receivables 6.3 6.3
Cash and cash equivalents 28.5 28.5
Current liabilities 4.0 4.0
Deferred tax liability -10.4 _
Acquired net assets 82.3 32.7
Expenditure in conjunction with the acquisition (SEKm)

Expenses in connection with the acquisition -3.9
Cash and cash equivalents in the acquired company 28.5
Change in Group’s cash and cash equivalents 24.6
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B NOTE 36 ACQUISITION OF OPERATIONS (contd.)

Acquisition of operations in 2008

On June 13, 2008 Orexo AB established the subsidiary, Orexo UK. The company
is located in the UK and the purpose of the company is to pursue the Group’s
business development from this location. The cost totalled SEK O kronor. The
newly established company’s costs for the period June 13 to December 31 2009
were SEK 1.5m.

Acquisition of operations in 2007

On November 23, Orexo AB attained decisive influence and thus control of the
acquired company Biolipox AB. The company was consolidated in the Orexo
Group as of the same date.

The acquired operations contributed net sales of SEK 4.0m and a net loss of SEK
11.8m for the period November 23 through 31 December 31, 2007. If the acquisi-
tion had occurred on January 2007, the Group’s net sales would have been SEK
29.1m higher and the net loss for the period would have been SEK 96.8m higher.

The acquisition was financed through a new issue of 7,630,895 shares in Orexo

AB, valued at SEK 57.5 per share and the issuance of 926,000 warrants, valued
at SEK 57.1 per option as a conditional supplementary purchase consideration.
Assumptions for the calculation are a risk-free interest of 4.20%, 25% volatility,

no dividend and lifetime through December 31, 2009. Payment of the supplemen-
tary payment requires that one of four value-creating events occurs before the end
of 2009, which the company deems likely.

The cost was SEK 524.3m. The calculation of the cost was based on the calcu-
lated value of newly issued shares and warrants, acquired employee stock options
and the expenses involved in the acquisition. At the time of acquisition, Biolipox
had employee stock options outstanding. In conjunction with the acquisition, the
terms of these options were changed. A distribution was made about how large
the value of the options shall be considered as the cost of the shares in Biolipox
(as shown below) and how large a portion can be considered as payment for future
services and reported in accordance with such (see Note 15). The principle for
the distribution has been how large a portion was earned at the date of acquisition
compared with how much of the vesting period remains.

Acquired net assets and goodwill (SEKm):

Newly issued shares 438.7
Warrants issued related to supplementary purchase consideration 52.9
Direct expenses in connection with the acquisition 13.8
Vested portion of acquired employee stock options earned by Biolipox employees 18.9
Total purchase consideration 524.3
Fair value of acquired net assets -524.3
Goodwill 0.0
Acquifed
carrying
The assets and liabilities included are as follows (SEKm): Fair value amount
Intangible assets
— Acquired Research and development 338.4 -
— Product rights 35.2 35.2
Tangible fixed assets 7.1 7.1
Current receivables 9.1 9.1
Cash and cash equivalents 181.2 181.2
Current liabilities -37.1 -37.1
Long-term liabilities -9.6 -9.6
Acquired net assets 524.3 185.9
Expenditure in conjunction with the acquisition (SEKm)
Expenses in connection with the acquisition -13.8
Cash and cash equivalents in the acquired company 181.2
Change in Group’s cash and cash equivalents 167.4

B NOTE 37 EVENTS AFTER THE CLOSING DATE

In February 2010, the Board of Directors decided not to allot any employee stock options under the 2009/2019 options program, which was approved by the Annual
General Meeting held on April 23, 2009. In February 2010, Orexo expanded its credit lines by SEK 19m by securing an overdraft facility with Nordea Bank AB.

In March 2010, the Board approved the issue of convertibles to Novo A/S, conditional upon the approval of the Annual General Meeting. The proposed convertible loan
totals SEK 111m and is valid for five year, with annual interest at a rate of 8 percent. The conversion rate is SEK 47.50, which corresponds to a premium of 25 percent

compared with the closing price on March 12, 2010.
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B NOTE 38 INFORMATION REGARDING OREXO AB (PUBL)

Orexo AB (publ) has its registered office in Uppsala, Sweden, and the address of the company’s head office is Virdings allé 32 A, SE-751 05 Uppsala, Sweden. Telephone
+46-(0) 18-780 88 00. The statements of operations and balance sheets will be presented to the Annual General Meeting on April 21, 2010 for approval by the Meeting.

Board of Directors’ assurance

The Board of Directors and President hereby give their assurance that the consolidated financial statements have been prepared in accordance with the International
Financial Reporting Standards (IFRS), as adopted by the EU, and present a true and fair view of the Group’s financial position and earnings. The Annual Report has
been prepared in accordance with generally accepted accounting principles and presents a true and fair view of Parent Company’s financial position and earnings.

The Board of Directors’ Report for the Group and the Parent Company presents a true and fair review of the Group’s and the Parent Company’s operations, financial
positions and earnings and describes the significant risks and uncertainties facing the Parent Company and the companies included in the Group.

Uppsala, March 22, 2010
Orexo AB (publ)

el S Pl AL

Hakan Astrom Monica Caneman

Board Chairman Board member
N b
¢ ,&/W

Johan Christenson Peter Lindborg Bengt Samuelsson
Board member Board member Board member
Raymond Hill Staffan Lindstrand Kjell Strandberg
Board member Board member Board member

—

Torbjérn Bjerke
President

Our audit report was submitted on March 29, 2010
PricewaterhouseCoopers AB

e

Leonard Daun
Authorized Public Accountant
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Audit report

To the Annual General Meeting of the shareholders of Orexo AB (publ)
Corporate registration number 556500-0600

We have audited the annual accounts, the consolidated financial statements,

the accounting records and the administration of the Board of Directors and the
President of Orexo AB (publ) for the year 2009. The company’s Annual Report

is included in the printed version of this document on pages 4-57. The Board of
Directors and the President are responsible for these accounts and the administra-
tion of the company as well as for the application of the Annual Accounts Act when
preparing the annual accounts and the application of international financial report-
ing standards IFRS as adopted by the EU and the Annual Accounts Act when
preparing the consolidated financial statements. Our responsibility is to express

an opinion on the annual accounts, the consolidated financial statements and the
administration based on our audit.

We conducted our audit in accordance with generally accepted auditing standards
in Sweden. Those standards require that we plan and perform the audit to obtain
reasonable assurance that the annual accounts and the consolidated accounts
are free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the accounts. An audit also
includes assessing the accounting policies used and their application by the Board
of Directors and the President and significant estimates made by the Board of
Directors and the President when preparing the annual accounts and consolidated
financial statements as well as evaluating the overall presentation of information

in the annual accounts and the consolidated financial statements. As a basis for
our opinion concerning discharge from liability, we examined significant decisions,
actions taken and circumstances of the company in order to be able to determine
the liability, if any, to the company of any Board member or the President. We

also examined whether any Board member or the President has, in any other way,
acted in contravention of the Swedish Companies Act, the Annual Accounts Act or
the Articles of Association. We believe that our audit provides a reasonable basis
for our opinion set out below.

OREXO ANNUAL REPORT 2009

The annual accounts have been prepared in accordance with the Annual
Accounts Act and give a true and fair view of the company'’s financial position and
results of operations in accordance with generally accepted accounting policies in
Sweden. The consolidated financial statements have been prepared in accordance
with international financial reporting standards IFRS as adopted by the EU and the
Annual Accounts Act and give a true and fair view of the Group’s financial position
and results of operations. The statutory Board of Directors’ report is consistent with
the other parts of the annual accounts and the consolidated financial statements.

We recommend to the Annual General Meeting of shareholders that the state-
ment of operations and balance sheets of the Parent Company and the Group be
adopted, that the earnings of the Parent Company be dealt with in accordance
with the proposal in the Board of Directors’ Report and that the members of the
Board of Directors and the President be discharged from liability for the fiscal year.

Uppsala, March 29, 2010
Pricewaterhouse Coopers AB

Leonard Daun
Authorized Public Accountant
Auditor-in-charge
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Definitions of key figures

Key figures and certain other operating information per share are defined as follows:

Number of shares after full dilution

Total number of shares plus the maximum number of shares that can be subscribed through
options outstanding.

Number of shares after dilution

Calculation of dilution from options issued by the company up to and including 2005,
carried out in accordance with IAS 33.

Return on total capital

Operating profit/loss plus financial revenues as a percentage of average total assets.

Return on shareholders’ equity

Profit/loss for the year as a percentage of average shareholders’ equity.

Return on capital employed

Operating profit/loss plus financial revenues as a percentage of average capital employed.

Current ratio

Current assets as a percentage of current liabilities.

Gross margin

Gross profit divided by net revenues.

Shareholders’ equity per share, before dilution

Shareholders’ equity divided by the number of shares outstanding before dilution at the end
of the period.

Shareholders’ equity per share, after dilution

Shareholders’ equity divided by the number of shares outstanding after dilution at the end
of the period.

Average number of employees

Average number of full-year employees for the period.

Acid test ratio, %

Current assets excluding inventories as a percentage of current liabilities.

Capital turnover rate

Net revenues divided by average operating capital.

Net interest-bearing liabilities

Current and long-term interest-bearing liabilities including pension liabilities, less cash
and cash equivalents.

Operating capital

Total assets less interest-free liabilities and provisions less cash and cash equivalents.

Earnings per share before dilution

Profit/loss for the period after tax divided by the average number of shares outstanding before
dilution during the period.

Earnings per share after dilution

Profit/loss for the period after tax divided by the average number of shares outstanding after
dilution during the period

Return on shareholders’ equity

Profit/loss for the year divided by average shareholders’ equity.

Interest coverage ratio

Profit/loss after net financial items plus interest expenses and similar items, divided by
expenses and similar items.

Working capital, net

Interest-free current assets less interest-free current liabilities.

Working capital, net/net revenues

Average working capital, net, divided by net revenues.

Operating margin

Operating profit/loss as a percentage of net revenues.

Debt/equity ratio

Interest-bearing liabilities divided by shareholders’ equity.

Equity/assets ratio

Shareholders’ equity as a percentage of total assets.

Capital employed

Interest-bearing liabilities and shareholders’ equity.

Profit margin

Profit/loss after net financial items.
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Corporate Governance Report
for Orexo AB (publ)

Orexo is a Swedish public limited liability company with registered offices in Uppsala,
Sweden and its share is listed on the NASDAQ OMX in Stockholm. Orexo applies the Swedish
Code of Corporate Governance and hereby submits the 2009 Corporate Governance Report.
The follow-up in 2009 resulted in Orexo not having any deviations to report. The company’s

auditors reviewed this report.

Corporate governance at Orexo

External Auditor

Annual General

Meeting

Nomination
Committee

Board of Directors ———

President and CEO

—— Audit Committee

| Product Development
Committee

Remuneration
Committee

The governance, management and control of Orexo are divided between the Annual
General Meeting, the Board of Directors and the President.

Shareholders

Since 2005, Orexo’s share has been listed on the
NASDAQ OMX in Stockholm. At year-end, the
total number of shares amounted to 23,401,252
(21,617,395) distributed among 3,681 (2,214)
shareholders. The ten largest shareholders held
64 (71) percent of the outstanding shares, corpo-
rate management 3 percent (2) and other share-
holders 33 (27) percent. Non-Swedish sharehol-
ders accounted for approximately 28 percent (24)
of the total number of shares. Institutions hold the
majority of shares. At year-end, 79 percent (82)
of the shares were held by legal entities and 21
percent (18) by private individuals.

Articles of Association

The Articles of Association are adopted by the
Annual General Meeting and outline a number of
mandatory tasks of a fundamental nature to the
company. The complete Articles of Association
are available on Orexo’s website, www.orexo.
com. The Articles of Association state that Orexo
shall conduct research and development, and
manufacture, market and sell pharmaceuticals
and diagnostic preparations. Orexo’s Articles of
Association also state that the Board of Directors

shall have its registered office in Uppsala, Sweden
and shall consist of a minimum of three and a
maximum of nine members with a maximum of
three deputies.

Annual General Meeting

Orexo’s highest decision-making body is the
General Meeting, at which every shareholder has
the right to participate and bring up matters to
discussion. At the Annual General Meeting, the
company's Board of Directors and Board fees are
established. The other mandatory tasks of the
Annual General Meeting include adopting the
company’s balance sheet and income statement,
and passing resolutions on the appropriation of
earnings from operations, remuneration guidelines
for senior executives and discharge from liability
for Board members and the President. The An-
nual General Meeting also chooses the company’s
auditor and establishes the auditors’ fees. In
accordance with the Articles of Association, the
Annual General Meeting shall be held in Uppsala
or Stockholm.

Annual General Meeting 2009
The 2009 Annual General Meeting was held in
Stockholm on Thursday, April 23, 2009. At the

Annual General Meeting, Board members Monica
Caneman, Johan Christenson, Raymond Hill,
Staffan Lindstrand, Bengt Samuelsson and Kijell
Strandberg were re-elected until the next An-
nual General Meeting. Peter Lindborg was newly
elected to the Board for the period until the next
Annual General Meeting. Hakan Astrom was re-
elected as Chairman of the Board of Directors until
the next Annual General Meeting. Furthermore,
the Annual General Meeting decided on remu-
neration for the Chairman of the Board and the
Board members elected by the Meeting.

The Annual General Meeting approved the
Board’s proposal of a Board shareholder plan
comprising the issuance of warrants and approval
of the disposal of the warrants under this plan.
Furthermore, the Meeting resolved to adopt a new
employee stock option plan including the issuance
of warrants and approval of disposal of the war-
rants under this plan

The Annual General Meeting also authorized
the Board to decide on the issue of shares.

Complete information regarding the 2009 An-
nual General Meeting is available on Orexo’s web-
site www.orexo.com.

Annual General Meeting 2010

The Annual General Meeting will be held on Wed-
nesday, April 21, 2010, at 3:00 p.m. at IVAs Kon-
ferenscenter, Grev Turegatan 16 in Stockholm.

Nomination Committee

The Nomination Committee represents the
company'’s shareholders. It has the task of
creating the best possible basis for the General
Meeting'’s decisions and submitting proposals

for resolutions regarding the appointment of the
Board and auditor and their remuneration. The
2009 Annual General Meeting resolved that the
company will have a Nomination Committee
comprising one representative for each of the four
largest shareholders in terms of number of votes
and the Chairman of the Board. The composition
of the Nomination Committee was announced on
Orexo’s website and in a press release of October
16, 2009 and is based on ownership on August
31, 2009. The Committee held three (four) meet-
ings during the year.
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Composition of the Board

Board Remuneration Audit Product develop-

Meeting Committee Committee ment Committee
Name Role Independent  Elected attendance attendance attendance attendance
Hakan Astrom Board Chairman ] 2003 12/12 171 5/5
Monica Caneman Board member | 2004 10/12 5/5
Johan Christenson Board member u 2002 12/12 1/1 2/2
Raymond G. Hill Board member | 2008 11/12 1/1
Peter Lindborg* Board member | 2009 717
Staffan Lindstrand Board member | 2002 12/12 5/5
Bengt Samuelsson Board member | 2008 12/12 2/2
Kjell Strandberg Board member u 2003 12/12 2/2

*Board member since Annual General Meeting 2009

B Independent in relation to Orexo and its management

M Independent in relation to Orexo, its management and the company’s largest shareholders

Nomination Committee for the 2010 Annual
General Meeting
Name

Represents

HealthCap, and Chairman of

Bjoérn Odlander the Nomination Committee

Marc Philouze

Apax Partners

Sofinnova Partners

Third Swedish National
Pension Fund (AP3)

Board Chairman of Orexo

Antoine Papiernik

Ulrica Slane

Hakan Astrom

The Nomination Committee represents a total

of approximately 40 percent of the number of sha-
res and votes in the company, based on the latest
known shareholder information upon appointment.

Board of Directors

At year-end, Orexo’s Board consisted of Chairman
Hakan Astrom and Board members Monica Ca-
neman, Johan Christenson, Raymond Hill, Peter
Lindborg, Staffan Lindstrand, Kjell Strandberg
and Bengt Samuelsson. For a more detailed de-
scription of the Board members, refer to page 64.
The Board has adopted a work plan that regulates
the distribution of duties within the Board and
between the Board and the company’s President,
the Board’s meetings, the matters to be addressed
and how reporting and information dissemination
shall be managed within and to the Board. The
Board has appointed an Audit Committee, a
Remuneration Committee and a Product Develop-
ment Committee.

Board activities

During the year, the Board held 12 (13) meetings,
of which six (six) were telephone conferences or
meetings by circulation. The Board has mainly
addressed and decided on issues concerning the
company’s strategic direction, the status of pro-
jects, research collaboration, licensing of projects,

the follow-up of financial performance, investment
matters, external reporting, and budget planning
and follow-up. As authorized by the Annual Gene-
ral Meeting, the Board decided to issue employee
stock options to personnel and key persons in

the company. Orexo’s auditor participated at the
Board meeting that approved the accounts and
presented the audit at this meeting.

Audit Committee

Orexo’s Audit Committee has the main task of
ensuring established principles for financial
reporting, compliance to internal control and
contacts with the company’s auditors. The Audit
Committee presents the final version of Orexo’s
interim reports and annual report to the Board for
approval and publication. The Audit Committee
meets prior to the publication of every interim re-
port, in connection with budget reviews and when
necessary otherwise. The aforementioned matters
are prepared in the Committee and it is then the
Board that makes decisions on proposals from
the Audit Committee. Orexo’s auditor attends the
meetings of the Audit Committee when necessary,
but at least twice annually. In 2009, Orexo’s Audit
Committee was convened on five (five) occasions.
Orexo’s Audit Committee consists of Hakan
Astrém, Monica Caneman and Staffan Lindstrand.

Product development Committee

The Product Development Committee’s task is to
help in the development of criteria for the priori-
tization between new product ideas for Orexo’s
development portfolio. The Committee prepares
the matters and then the Board decides on pro-
posals from the Product Development Committee.
The Committee should meet as often as required.
It comprises Johan Christenson, Bengt Samuels-
son and Kijell Strandberg. In 2009, the Product
Development Committee was convened on two
(zero) occasions.

Remuneration Committee

The Remuneration Committee has the task of
addressing matters concerning salaries and other
employment conditions, pension benefits and
bonus systems for the President and the senior
executives who report directly to the President, as
well as remuneration issues based on principle.
The Committee prepares these matters and then
the Board makes decisions on proposals from the
Remuneration Committee. The Remuneration
Committee comprises Hakan Astrbm, Johan
Christenson and Raymond Hill. In 2009, the Com-
mittee was convened on one (one) occasion.

Evaluation of the Board’s work

The work of the Board, like that of the President,

is evaluated annually in a systematic and structu-
red process. The Nomination Committee is infor-

med of the results of the evaluation.

President and Group management

The President leads the work of the Group mana-
gement team and makes decisions in consultation
with the rest of management. At the end of 2009,
the Group management team consisted of six
people. The Group management team has regular
meetings under the supervision of the President.

Auditors

The 2009 Annual General Meeting resolved

to re-elect PricewaterhouseCoopers AB as the
company’s auditor with Leonard Daun as Auditor
in Charge for the period until the end of the 2012
Annual General Meeting. Leonard Daun is also
the auditor for Starbreeze AB, Coeli AB and
Eurocine Vaccines AB. Leonard Daun owns no
shares in Orexo.
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Board of Directors’ report on internal
control and risk management regarding
financial reporting

Internal governance, control and risk management concerning
financial reporting are crucial to Orexo in achieving its goals.

With this, Orexo’s stakeholders can also have

a high level of confidence in the company and
the financial statements presented. Orexo has
established a methodology for developing and
evaluating internal control and risk management
with regard to financial reporting. This methodo-
logy follows an established framework comprising
five components: control environment, risk as-
sessment, control activities, information and com-
munication, and follow-up.

Control environment

Pursuant to the Swedish Companies Act, the
Board of Directors is responsible for internal con-
trol and governance of the company. To maintain
and develop a functional control environment, the
Board has established a number of basic docu-
ments of importance to financial reporting. These
include the Board’s work plan and instructions for
the President, and the accounting and reporting
instructions. In addition to this, a functioning con-
trol environment demands a developed structure
with continuous monitoring. The responsibility for
the daily work of maintaining the control environ-
ment is primarily incumbent on the President. The
President regularly reports to the Board and Audit
Committee based on established procedures. The
Board also receives reports from the company’s
auditor. Company managers have defined powers
and responsibilities concerning internal control in
each of their respective areas.

Risk assessment

Orexo continuously analyzes the risks that may
lead to errors in financial reporting. In this analy-
sis, Orexo has identified a number of items in the
statement of operations and balance sheet and
administrative flows that are particularly important
from a risk perspective. The company works
continuously with regard to these risks to develop
and improve the control procedures, and in 2009
this involved a number of points. Furthermore,
risks are addressed in special forums such as
the management group, the Board and the Audit
Committee.

Control activities

Orexo’s control activities are designed in a way
that provides good internal control over financial
reporting. Multiple control documents and pro-
cedures have been established with regard to
reporting, procedures for accounting and the fol-
low-up of recognized earnings. The authorization
system, purchasing instructions, financial hand-
book and agreement instructions are examples of
such control documents.

An important role for assuring and controlling
Orexo’s financial statements and procedures is
filled by the company’s accounting and control-
ler functions. These units are responsible for the
accuracy, completeness and timely submission
of the financial statements. Orexo inventories,
evaluates and continuously improves its internal
control system in a systematic process and, in
some cases, has also engaged external assistance
to validate these controls.

Information and communication

Orexo has internal information and commu-
nication channels that are intended to ensure
that guidelines, etc. important to the reliability

of financial reporting are continuously updated
and communicated to the employees concerned.
The company'’s intranet, where procedures and
descriptions are available, plays an important role.
Orexo has also established procedures for the
external communication of financial information
that can affect the market value of the company.
These procedures shall ensure that the financial
reporting is received by the players on the finan-
cial market at the same time and provides an
accurate presentation of the company’s financial
position and performance.

Follow-up

Orexo’s management conducts a monthly per-
formance follow-up with an analysis of deviations
from the budget and the preceding period. Orexo’s
controller function also conducts monthly con-
trols, evaluations and follow-ups of the financial

reporting down to the project level. The Board of
Directors and Audit Committee review the annual
report and interim reports prior to publication. The
Audit Committee discusses special accounting
principles, risks and other issues associated with
the reports. The company’s external auditor also
participates in these discussions. Orexo has no
separate auditing function (internal audit). The
Board annually evaluates the need for such a
function and, considering the size of the company,
it is not warranted to establish such a separate
auditing function.

Further information on Orexo’s
corporate governance

The following information is available on
WWW.Orexo.com:

Articles of Association

Information on the Swedish Code of Corporate
Governance

Information from the Annual General Meetings
of previous years

= |nformation from the Nomination Committee

= |nformation for the 2009 Annual General Mee-
ting (convening notice, proposals of the Nomi-
nation Committee, presentation of the work of
the Nomination Committee, etc.)
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Glossary

Arachidonic Acid

A substance, which, through transformation to
prostaglandins and leukotrienes, regulates a num-
ber of biological processes in the body.

Clinical studies
Studies of a drug’s effect and safety in humans.

CO PD
Chronic Obstructive Pulmonary Disease, also
known as a “smoker’s disease.”

cox

Cyclooxygenase — the enzyme that catalyzes the
first stage in the formation of prostaglandins from
arachidonic acid.

Drug delivery

The process through which a pharmaceutical re-
ceives the composition and form that enables the
active compound to function in an optimal way.

Eoxins
A new family of mediators that are formed from
arachidonic acid.

Fentanyl

An opioid with similar effects on living organisms
as morphine but with less hypnotic activity. Used
mainly within anesthesia and analgesia.

Gastroesophageal Reflux Disease (GERD)
Severe heartburn caused by leakage of stomach
acid through the hiatus up into the gullet.

Helicobacter pylori
A bacterium that infects the mucous membrane
of the stomach.

LT

Leukotrienes

Inflammatory mediators formed from arachidonic
acid.

LTC4

LTC4 synthase — the enzyme that catalyzes the
second stage in the formation of leukotrienes and
eoxins from arachidonic acid.

mPGES

Membrane-associated PGE Synthase, an enzyme
that catalyzes the second step in the formation of
PGE2 from arachidonic acid.

Mucoadhesive
Something tending to adhere to the mucosa.

NSAID
Non-Steroidal Anti-Inflammatory Drug.

Oncology
The science of cancer diseases.

PG
Prostaglandin — biologically active mediators that
are formed from arachidonic acid.

Pharmacokinetics

The process by which a pharmaceutical is absor-
bed, distributed, metabolized and eliminated by
the body.

Pharmacological properties

The characteristics or properties of a pharma-
ceutical, especially those that make it medically
effective.

Phase | studies
Studies mainly of the safety of a drug. Performed
on healthy human volunteers.

Phase Il studies

Studies of the safety and efficacy of a drug and
appropriate dosages. Performed on a limited
number of patients.

Phase Il studies

Studies of the safety and efficacy of a drugin a
real clinical situation. Performed on a large num-
ber of patients.

Preclinical development/preclinical studies
Studies of a drug’s effect and safety before being
evaluated in humans. Can be performed on ani-
mals or in various cell systems.

Rhinitis
Hay fever.

Sublingual
Beneath the tongue.

Urea

A water-soluble compound that is the major nitro-
genous end product of protein metabolism and is
the chief nitrogenous component of the urine in
mammals and other organisms. Urea is also refer-
red to as carbamide.
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Hakan Astrém (born 1947)

Bengt Samuelsson (born 1934)

Chairman of the Board

Board member since 2003.

M.Sc. Bus. Adm., Honorary Doctorate in Medicine at
the Sahlgrenska Academy in Gothenburg.

Chairman of the Boards of Affibody Holding AB,
Biovitrum AB, Ferrosan Holding A/S, and TopoTarget
A/S, and Vice Chairman of the Boards of the Karolinska
Institutet and the Vaxthuset for barn Foundation and
member of the Board of Rhenman & Partners Asset
Management.

Hakan Astrom has worked in the pharmaceutical in-
dustry ever since graduating from the Stockholm School
of Economics. He has been the President of a number
of companies, such as Travenol AB (Baxter Inc.), Astra
Pharmaceuticals Ltd and Kabi Pharmacia AB. In his
most recent operational position, he was the Senior
Vice President of Pharmacia Corporation, in charge of
the group’s strategy and communication, as well as the
President of Pharmacia AB.

Shares and options: 48,842 shares and stock options
entitling to 13,178 shares.

Monica Caneman (born 1954)

Board member since 2004

M.Sc. Bus. Adm.

Chairman of the Boards of the Fourth Swedish National
Pension Fund, Electronic Transaction Group Nordic AB,
Linkmed AB and SOS International AS. Member of the
Boards of Investment AB Oresund, Poolia AB, Schib-
sted ASA, SJ AB, Svenska Dagbladet AB, Intermail AS
and Securia AB.

Monica Caneman has worked at Skandinaviska En-
skilda Banken for 25 years, where she has held various
senior management positions, including Executive Vice
President.

Shares and options: 19,000 shares and stock options
entitling to 15,467 shares.

Staffan Lindstrand (born 1962)

Board member since 2002

M.Sc. in Engineering.

Partner of HealthCap since 1997 and member of the

Boards of HealthCap AB, Aerocrine AB, Biotage AB,

Pulmon X Inc. and Technolas Perfekt Vision Gmbh.
Staffan Lindstrand has more than ten years’ expe-

rience of investment banking, primarily at Aros Securities.
Shares: 963 shares indirectly.

Kjell Strandberg (born 1938)

—-‘} Board member since 2003
M.D., Ph.D.
—— Professor of Pharmacotherapeutics and Chairman of the

" | Board and President of Kjell Strandberg Consulting AB,

member of the Royal Swedish Academy of Engineering
Sciences. Chairman of the NDA Regulatory Science
Advisory Board and member of the Boards of Innate
Pharmaceuticals and the Foundation for Pharmaceutical
Medicine.

Dr. Strandberg was previously the Director General of
the Swedish Medical Products Agency.

Shares and options: 2,550 shares and stock options
entitling to 11,467 shares.

Board member since 2008
M.D., Ph.D.
Professor at Karolinska Institutet. Received the Nobel
Prize in Medicine in 1982 for his research on arachido-
nic acid. Member of the Boards of Biotage AB, Cardoz
AB, LTB4 Sweden and Nicox SA.

Shares and options: 2,492 shares indirectly and
stock options entitling to 63,087 shares.

Peter Lindborg (born 1957)

Board member since 2009

Senior Vice President at Biogen Idec, at the company’s
international headquarters in Zug, Switzerland. His
current areas of responsibilities include Argentina,
Brazil, Canada, Germany, the Nordic region, Italy and
Switzerland.

Peter Lindborg has worked in the pharmaceuticals
industry since he graduated with a degree in Business
Administration from Stockholm University. He has been
based outside Sweden and has held various positions at
Senior International Management, including serving as
Global Brand Director at Merck & Co, Inc. (USA), Senior
Director-Japan & Asia Pacific at Biogen Inc (Cambridge,
MA, USA) and Managing Director Australia & New
Zealand at Biogen Idec (Sydney, Australia). Peter also
has experience from Merck Sharp & Dohme, Roussel
Nordiska AB and KABI Pharmacia.

Shares and options: stock options entitling to
3,833 shares.

Johan Christenson (born 1958)

Board member since 2002

M.D., Ph.D.

Partner of HealthCap and member of the Boards of
Cerenis SA, HealthCap AB, Ibid AB, NeuroNova AB,
Nexstim OY and Benechill Inc.

Dr. Christenson was previously responsible for SEB
Foretagsinvest’s (the venture capital arm of Skandina-
viska Enskilda Banken) healthcare portfolio and held
senior positions in Astra Pain Control and AstraZeneca’s
Pain Control Therapy Area. Dr. Christenson has also
completed a specialist clinical course in pediatrics and
pediatric neurology.

Shares: 241 shares indirectly

Raymond G. Hill (born 1945)

Board member since 2008

B. Pharm., Ph.D., D.Sc (Hon) F. Med. Sci.
Visiting Professor at Bristol, Surrey, Imperial and
Strathclyde universities.

President and Chairman of the Council of Trustees
of the British Pharmacological Society. Dr. Hill is a non-
Executive Director of the Swiss companies Addex and
Covagen and of Lectus in the UK.

Dr. Hill worked in the pharmaceutical industry for
25 years, mostly in basic drug discovery research
initially for Parke Davis, then Smith Kline and French
and (1990-2002) for Merck as Executive Director,
Pharmacology at the Neuroscience Research Centre.
He then served as Executive Director, Licensing and
External Research, Europe for Merck until his retirement
on 30th April 2008.

Shares and options: Stock options entitling to
7,212 shares.
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Torbjérn Bjerke (born 1962)

Charlotte Edenius (born 1958)

President and CEO
M.D.
Employed in the former Biolipox in 2003. Member of
the Boards of NeuroSearch AS and DBV Technologies.
President and CEO of Biolipox AB. Extensive ex-
perience of the pharmaceutical industry, including
positions with AstraZeneca and that of Executive Vice
President of R&D at ALK-Abello.

Shares and options: 108,108 shares and employee
stock options entitling to 84,586 shares.

Claes Wenthzel (born 1962)

First Executive Vice President and
Chief Financial Officer

M.Sc. Bus. Adm.

Employed since 2005.

Chairman of the Board of Stille AB and member of
the Boards of ProStrakan AB. Previously the Vice Presi-
dent and Chief Financial Officer of Perbio Science AB.

Shares and options: 10,000 shares and employee
stock options entitling to 86,250 shares.

Thomas Lundqvist (born 1951)

Second Executive Vice President, Director of Clinical
and Pharmaceutical Research & Development
M.Sc. Pharm.
Founder, Board member 1995-2003 and President
1997-2002 and for five months in 2003-2004.
Extensive experience of pharmaceutical develop-
ment. Previously the President of NeoPharma Produc-
tion AB and ten years’ experience of working at the
Swedish Medical Products Agency.
Shares and options: 495,250 shares and employee
stock options entitling to 60,000 shares.

Chief Scientific Officer and Senior Vice President of
Preclinical and Clinical Research & Development
M.D., Ph.D.

Employed by the former Biolipox in 2001.

More than 20 years’ experience of inflammation re-
search, primarily on arachidonic acid and approximately
15 years’ experience of pharmaceutical development.
Most recent senior position in experimental medicine at
AstraZeneca.

Shares and options: 9,587 shares and employee
stock options entitling to 54,902 shares.

Robin Wright (born 1964)

Senior Vice President of Business and Commercial
Development

Auditor.

Employed since 2008.

Formerly the Head of Corporate Advisory Services at
BioScience Managers. Extensive experience of interna-
tional corporate finance and business development in
the pharmaceutical industry.

Shares and options: Employee stock options entitling
to 50,000 shares.

Gunilla Ekstréom (born 1958)

Senior Vice President of Project and Portfolio
Management

M.D. and Associate Prof.

Employed since 2008.

More than 20 years’ experience of pharmaceutical
development in the field of pain. Gunilla Ekstrom most
recently held the position of Global Product Director at
Astra Zeneca with responsibility for the project portfolio
in the area of pain and has been a member of the ma-
nagement group for Therapeutic Area Neuroscience in
AstraZeneca for five years.

Shares and options: Employee stock options entitling
to 40,000 shares.
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Financial information In brief

The tables below present financial information of the Orexo Group for the fiscal years 2005 to 2009.

Statement of operational information

2009 2008 2007 2006 2005
Net revenues 236.1 233.3 76.8 132.0 62.4
Cost of goods sold -23.6 -17.4 -14.4 -11.2 -3.0
Gross profit 212.5 215.9 62.4 120.8 59.4
Selling costs -39.3 -38.8 -11.7 7.9 3.3
General and administrative expenses -46.3 -65.3 -74.2 -57.4 -44.0
Research and development costs -224.2 -238.1 -156.0 -94.5 -67.2
Other operating income and expenses -1.8 3.8 -1.1 -1.6 1.7
Gain on the sale of subsidiaries - - - 8.9
Operating loss -99.1 -112.5 -180.6 -40.6 -44.5
Net financial items 2.1 9.0 7.7 7.5 1.4
Loss after financial items -96.9 -103.5 -172.8 -33.0 -43.2
Tax on earnings for the year -1.1 0.4 0.2 - -
Net loss for the year -98.1 -103.1 -172.6 -33.0 -43.2
Balance sheet information

2009 2008 2007 2006 2005
Intangible fixed assets 447.0 392.0 393.4 11.0 2.5
Tangible fixed assets 45.8 50.3 57.8 6.4 3.2
Financial assets - - - - 2.3
Inventories 8.4 14.0 13.3 9.2 3.0
Accounts receivable 31.8 28.8 9.6 12.0 1.7
Other current assets 28.9 28.7 36.2 8.8 8.5
Short-term investments - - - 56.1 89.6
Cash and bank balances 87.4 188.2 291.6 276.4 260.5
Total assets 649.3 702.0 801.9 379.9 371.3
Shareholders’ equity 548.6 569.8 671.3 324.3 338.9
Interest-bearing liabilities 16.0 - - -
Noninterest-bearing liabilities and provisions 84.7 132.2 130.6 55.6 32.4
Shareholders’ equity and liabilities 649.3 702.0 801.9 379.9 371.3
Cash-flow information:
Cash flow from continuing operations before changes
in working capital -79.3 -91.2 -165.4 -21.6 -36.5
Cash flow from changes in working capital -54.6 -10.3 12.6 3.9 -7.4
Cash flow from continuing operations -133.9 -101.5 -152.8 -17.7 -44.0
Divestment of subsidiary - - - - 9.4
Acquisition of tangible assets -3.2 -1.6 -49.3 -4.6 -2.5
Acquisition of intangible assets - - - -0.1 -
Change in short-term investments - - 56.1 33.5 -89.6
Acquisition of subsidiaries 24.7 -0.3 158.2 -8.2 -
Cash flow after investment activities -112.4 -103.4 12.2 2.9 -126.6
Borrowings 16.0
New share issues 0.1 - 3.0 13.0 302.9
Cash flow for the period -96.3 -103.4 15.2 15.9 176.2

Cash and cash equivalents at year-end 87.4 188.2 291.6 276.4 260.5
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Key data

2009 2008 2007 2006 2005
Growth in net assets, % 1.2 204.0 -41.8 111.6 -28.1
Margins and return
Gross margin, % 90.0 92.5 81.3 91.5 95.3
Profit margin, % -41.0 -44.4 -225.2 -25.0 -69.4
Operating margin, % -42.0 -48.2 -235.2 -30.8 -71.4
Return on total capital, % -13.7 -13.9 -44.8 -8.6 -33.7
Return on equity, % -17.0 -16.8 -63.2 -9.6 -43.2
Return on capital employed, % -15.7 -16.9 -53.2 -9.6 -43.1
Capital structure
Working capital, net, SEKm 5.3 -50.3 -60.9 -20.4 -5.4
Working capital, net/net revenues, % 9.5 -23.8 -52.9 -9.8 -14.7
Operating capital, SEKm 477.2 381.6 379.7 -8.2 -11.2
Capital turnover rate, multiple 5510 61.3 41.4 -13.6 -6.1
Shareholders’ equity, SEKm 548.6 569.8 671.3 324.4 338.9
Net debt, SEKm -71.4 -188.2 -291.6 -332.5 -350.1
Dent/equity ratio, multiple - - - - -
Equity/assets ratio, % 84.5 81.2 83.7 85.4 91.3
Current ratio 233.7 213.2 292.3 719.3 1.951.4
Acid test ratio, % 221.1 201.7 281.2 701.0 1.935.1
Interest-coverage ratio, multiple Neg Neg Neg Neg Neg
Employees
Average number of employees 119 123 80 50 37
Of which engaged in R&D 93 92 54 Sl 25
Personnel expense, SEKm 128.6 128.5 93.0 69.7 50.5
Data per share
Before dilution
Average number of shares 22,715 21,617 15,108 13,391 9,996
Number of shares at end of year, 000s 23,401 21,617 21,617 13,885 13,292
Earnings per share after tax, SEK -4.3 -4.8 -11.4 -2.5 -4.3
Shareholders’ equity, SEK 23.4 26.4 31.0 23.4 25.5
Dividend, SEK - - - - -
After dilution
Average number of shares, 000s 23,801 22,689 16,184 13,605 10,911
Number of shares at end of year, 000s 24,488 22,685 22,693 14,099 14,207
Earnings per share after tax, SEK -4.3 -4.8 -11.4 -2.5 -4.3
Shareholders’ equity, SEK 22.4 25.1 29.6 23.0 23.8
After full dilution

Number of shares after full dilution 25,327 23,301 23,010 14,320 14,578
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2010 Annual General Meeting

The Annual General Meeting of shareholders in Orexo AB will be held on Wednesday, April 21, 2010 at 3 p.m.
at IVAs Konferenscenter, Grev Turegatan 16, in Stockholm.

Notification, etc.

Shareholders wishing to attend the meeting must be registered in the share register kept by Euroclear Sweden
AB (formerly VPC AB) as of Thursday, April 15, 2010, and also notify Orexo at: Orexo AB, Box 303, SE-751
05 Uppsala, or by telephone +46 (0)18-780 88 00, or by fax +46 (0)18-780 88 88 or by e-mail to beata.
augenblick@orexo.com no later than 4 p.m. on Friday, April 16, 2010. Notification must include the name,
address, telephone number (daytime), personal identity or corporate registration number and information on any
representatives/assistants.

To be entitled to participate in the Annual General Meeting, shareholders whose shares are registered with a
bank or other trustee must temporarily re-register their shares in their own name in the share registered kept by
Euroclear Sweden AB. Such re-registration must be completed no later than Thursday, April 15, 2010, and, thus,
the shareholder must inform the trustee in this respect in good time ahead of this date.

Complete information regarding the Annual General Meeting is available at the company’s website at:
WWW.0rexo.com

Financial calendar, 2010

2010 Annual General Meeting, April 21, 2010

Interim Report, January-March 2010 May 5, 2010

Interim Report, January—June 2010 August 20, 2010

Interim Report, January—September 2010 November 10, 2010

Contact Investor Relations

Claes Wenthzel, CFO, +46 (0)18-780 88 00, claes.wenthzel@orexo.com
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